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Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  deldces.  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit 
eraiure,  art.  mechanics  or  ob- 
ject ol  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  it  guilty 
ol  a  misdemeanor. 
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THE  NETWORK  AGE 
IS  ABOUT  TO  BECOME  BIGGER 
THAN  THE  INFORMATION  AGE. 
ARE  YOU  READY? 


Information 

technology  and  communi- 
cations technology  have  converged. 
cO  Multimedia  (voice,  data,  video,  voice 
mail,  e-mail,  Internet,  Intranets)  can  all  move 
through  the  same  networks.  If  you  can  keep  it  all 
loving  quickly  and  reliably,  it  can  make  your  company 
lot  more  productive,  and  more  profitable.  cP  Which  is 
ere  Fujitsu  comies  in.  cPOur  ATM  switching  systems 
ver  multimedia  content  at  warp  speed  across  public 
works  and  enterprise  networks.  Our  Computer 
iphony  Integration  systems  put  information  in  your 
ids,  whenever  and  wherever  it's  needed.  Our  high- 
3ed  SONET  transmission  systems  are  used  by  more 
cal  exchange  networks  than  any  other.  And  no  one 
nas  more  experience  integrating  all  these  technolo- 
gies into  networking  solutions  that  reduce  costs 
and  increase  revenues.  cPSo  when  you're 
ready  to  move  into  the  network  age, 
just  remember,  Fujitsu  is  ready 
to  take  you  there. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


Fortunately,  the  lal 
applies  to  bottles,» 


Trevira 

A  member  of  the  Hoechst  Group 


) 


t  "lite"  trend  now 


0. 


This  1.5-liter  bottle  made 
from  PET  plastic  weighs  a  whole 
45  grams. 

That's  a  fraction  of  the  weight 
of  a  glass  bottle.  (And  PET  won't 
fracture.) 

PET  plastic  - 
so  only  the  contents 
carry  any  weight. 

So  you're  not  weighed  down 
by  the  packaging,  just  its  contents. 
What's  more,  it  can  be  easily 
recycled.  So  it's  easy  come,  easy  go. 

It's  just  one  of  the  ways  our  sub- 
sidiary Trevira,  a  global  leader  in 
PET  manufacture,  is  helping  to 
take  the  weight  off  your  shoulders. 

Hoechst  AG,  D-65926  Frankfurt 
http://www.hoechsfccom 

Hoechst  is  an  international  group  of 
companies  spearheading  innovation 
in  Life  Sciences  and  Industry.  With 
more  than  140,000 people  worldwide, 
last  year's  sales  totalled  $  30  billion. 
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TALKING  HEADS 

AURRY  KING  SHOW 
YOU  NEVER  SAW 

TALKMEISTER  LARRY 

King  recently  had  a 
guest  on  his  c\x  set 
who  paid  him  to  help 
promote  a  business 
venture.  The  in- 
terview wasn't 
broadcast  on 
Larry  King  Live 
But  the  busi- 
ness, a  pro- 
posed gi'oup  of  DUPED  '  , 
personal-help 
clubs  called  the  Resoiu'ce  Fo- 
i"um,  showed  a  tape  of  it  at 
the  ventui'e's  Atlanta  launch. 
The  King  spot  appears  to 
give  ResouiTe  Fomm  the  ca- 
chet of  national  TV  exposui'e, 
even  though  it  never  aired. 

The  episode  is  another  em- 
barrassment for  CNN.  Re- 
porter Jonathan  Kai'l  recent- 
ly had  to  ask  Msa  to  pull  an 
ad  he  appeai-ed  in.  cnn  Pi*es- 
ident  Tom  Johnson  0.  K.'d 
the  King  segment  yet  now 
admits  fouling  up.  "I  didn't 
know  this  was  a  commercial 
pitch,"  he  says.  "This  is  to- 
tally unacceptable  and  against 


policy."  King,  who  won't  com- 
ment, donated  his  $2,500  fee 
to  his  heail-patients  charity. 
The  S/.-minute  segment 
looks  like  a  regular 
interview  in  King's 
Xew  York  studio.  His 
guest,  Resoui'ce  Fo- 
rum chief  Allan 
DeXiro.  says 
King  never  en- 
doi-sed  the  biz. 
King  does  say 
on  the  tape:  "I 
really  Uke  this 
idea."  The 
'  '  romerciaU  spot  was 
shown  to  400 
prospects  for  Resomx-e  Forum, 
which  plans  300  clubs  offering 
cai-eer  and  pei"sonal  counseling 
for  a  §1,000  enti-ance  fee  and 
S39  a  month.  DeXu-o  wTote 
Johnson  that  the  spot  would 
screen  just  once. 

The  imbroglio  started 
when  DeXu'o,  foiTner  human- 
resources  head  at  CNX's  par- 
ent. TbiTier  Broadcasting  Sys- 
tem. \\Tote  Johnson  asking 
for  a  King  interview  to  be 
shown  at  "a  private  confer- 
ence" on  "the  decline  in  em- 
ployer-employee relation- 
ships" and  other  "support 
svstems."     Brad  Wolvei'ton 


THE  LIST  FAT  Gin  IN  MOTOWN 


Corporate  America's  profit  party, 
still  going  strong,  has  left  many 
companies  holding  a  lot  of  cash. 
In  the  case  of  Detroit's  Big 
^Three.  the  thinking  is  to 
build  a  rainy-day  fund 
for  the  next  reces- 
sion. In  five  years, 
Ford's  cash  kitty 
has  doubled, 
■i^-'''^   And  Chrysler's 
continues  to 
'grow  despite 
$4  billion  in 
stock  buybacks  it  began 
last  year  to  satisfy  Kirk  Kerkori- 
an.  High-tech  companies  such 
as  Microsoft  are  doing  so  we'! 
that,  even  with  ambitious  spend- 
ing plans,  plenty  of  cash  is  left. 


LARGEST 
CASH  STASHES 


FORD  MOTOR 


$18.5 


GENERAL  MOTORS 

10.1 

MICROSOFT 

9.1 

INTEL 

8.5 

IBM 

6.5 

CHRYSLER 

6.2 

BOEING 

5.5 

EXXON 

5.3 

COMPAQ  COMPUTER 

4.7 

GENERAL  ELECTRIC 

3.6 

In  billions,  cash  and  marKetable  secu- 
rities; first  quarter.  1997 

DATA.  STANDARD  &  POOR  S  COMPUSTAT. 
DIV'SIGN  OF  iXE  McGRAW-Hia  COMPANIES 


TALK  SHOW  U\Ve  hope  the  U.S.  will  engage  in  efforts  to 
maintain  foreign-exchange  stability  so  we  don't  have  to 
succumb  to  the  temptation  to  sell  off  U.S.  Treasurj' bills." 

— Japanese  Prime  Minister  Ryutaro  Hashimoto,  in  remarks 
that — after  stocks  skidded — an  aide  said  were  misinterpreted 

STREET  NEWS 

MAKING  A  MARKET  OUT  OF  SNIFFLES 


WALL    -STREET    L.-\TELY  IS 

securitizing  willy-nilly.  It  sells 
bonds  backed  by  the  upcom- 
ing pajTTients,  called  receiv- 
ables, for  everything  from 
delinquent  child  support  to 
David  Bowie's  royalties. 
Among  asset-backed  secuin- 
ties,  what's  getting  attention 
now?  Health  care,  a  largely 
untapped — but  growing — area 
with  billions  in  receivables. 

Smith  Barney  created  a 
buzz  on  the  Street  last  year 
by  securitizing  dinagstore  re- 
ceivables in  an  S80  miUion 
private  place- 
ment for  the 
PhaiTnacy 
Fund,  which 
administers 
bill  payments 
electronically.  A 
.S120  miUion  sec- 
ondary' offeiing 
is  on  tap  for 
the  fall. 


The  Pharmacy  Fund 
eyeing  a  major  expansion  fi 
ther  into  the  medical  fie 
Executives  say  they  are 
talks  with  one  of  the  natio: 
largest  hospital  chains  to 
its  bills  be  packaged  into 
cuiities.  PhaiTnacy  Fund  sa 
it  is  also  negotiating  for 
ilar  ventures  with  a  leadi 
medical   laboratory  and 
huge  doctors'  consortium. 

Lots  of  Wall  Street  ftn 
are  eager  to  jump  in  on  tl 
deal  or  others.  Executives 
Lehman  Brothers  say  t 
firm  is  vigorously  puri 
ing  health-care  securit 
ing.    In  particul 
Lehman  hop 
to  biing  to  mai4 
a  nursing-horn 
and  ho 
health 
deal  by 
end  of  19! 
Lisa  Sand' 


n 
ca 
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THE  KINGDOM 

NOW,  ANYONE  CAN  BE 
AN  OIL  SHEIKH 

FOR  YEARS,  SAUDI  ARABIA'S 

Stock  market  was  closed  to 
investors  outside  the  Pei-sian 
Gulf  region.  But  in  eai'ly  Au- 
gust, the  first  closed-end  fund 
peiTTiitted  to  invest  in  Saudi 
Ai-abia  will  begin  trading  on 
the  London  Stock  Exchange. 

Managed  by  Saudi  Ameri- 
can Bank,  a  Riyadh-based 
Citibank  affiliate,  the  Saudi 
Ai*abia  Investment  Fund  wiU 
be  the  only  way  foreigners 
can  buy  into  the  oil-rich  king- 
dom's petrochemical  and  oth- 
er industries.  .Judging  by  eaj-- 
ly  investor  interest,  the  S2.50 
million  initial  offering  may 
not  be  enough  to  meet  de- 
mand, says  a  bank  official. 

The  Saudi  bom^se  has  a  lot 
going  for  it — a  sizable  S50  bO- 
lion  market  cap,  an  advanced 
computeiized  trading  system, 
and  bargain  stocks  selling  at 


less  than  13  times  eaminj 
The  launch  of  the  fund 
only  one  of  a  series  of  finj 
cial  refonns  that  could  trai 
form  the  cloistered  Sai 
economy.  For  examp 
Riyadh  seeks  to  join 
World  Trade  Organization. 

Why  the  changes?  T 
world's  largest  oil  export 
can  no  longer  offer  jobs 


SAUDI  stock  spigots  open 


all  because  of  low  oil  pric 
and  .560  bilUon  in  Gulf  W 
bills.  So  the  kingdom  hop 
opening  the  spigots  of  forei 
investment  will  reveree  so; 
ing  youth  unemployTnei 
with  its  potential  for  desta 
lization.  John  Rosso 
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HIT-THEROAD, 

OF  NOTEBOOKS. 

Blow  past  everybody.  With  a  4.41b.  notebook  that's 
open  to  anything.  Revel  in  the  options.  The  ability  to 
travel  light.  The  freedom  to  have  full  desktop  capability 
with  the  snap-in  Enhancement  Unit.  Experience  the 
power  of  a  150MHz  or  l33MHz  Intel  Pentium'  processor 
MMX   technology.  The  control  of  a  "no  learning" 
keyboard.The  clarity  of  a  12.1"  active-matrix  windshield. 
There  are  no  worries  here-hot-swappable  Lithium  ion 
batteries  and  a  built-in  33.6  modem  see  to  that.  Only  the 
pleasure  that  comes  from  seeing  startled  faces  look  up  as 
you  zip  by. Their  eyes  full  of  envy,  their  lips  unconsciously 
forming  one  word;  cool.  Drive  on. 

FujlTSU 


FUJITSU  PC  CORPORATION 
Built    /or    11  VI  mans. 


llllOl 

iiorei 
iiiviiiei 


L,feBoak.  Fujteu  and  the  Fu|,tsu  logo  are  tradem^  of  F.|^  Ud,  >n  .. 
Pencum  ari  registered  trademarks  and  MMX  i.  a  "-^^'^^2^^'.  ' 
cTr^ration  Microsoft  and  Windows  are  registerea  irademarU.  of. 
^:rrc:rpcn>non.A,l  ot.er  tr^demar^.  ^-pr^^n.  e^c^  ^ 
t,»e  companies.©  1997  Fu|.tsu  PC  Corporation.  All  rights  r.ie.^ed, 
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MURPHY'S  LAW 


DRAWN  &  QUARTERED 


ONE  NAME,  TWO  COMPANIES,  UMPTEEN  FLUBS 


SWISHER  INTERNATIONAL  IS 
hardly  a  household  name.  But 
two  public  companies  share 
the  moniker,  much  to  the  re- 
cent confusion  of  investors. 
Swisher  International 


Group  Inc.  makes  cigars. 
Founded  in  1861,  it  went 
public  in  December  on  the 
New  York  Stock  Exchange 
with  the  ticker  symbol  swr. 
Then  there's  17-year-old 
Swisher  International  Inc.,  a 
restroom-cleaning  service,  on 
NASDAQ  as  swsH  since  its 


1987  initial  public  offering. 
The  stogie  outfit  generated 
23e  earnings  per  share  for  its 
latest  quarter,  vs.  7c  for  the 
hygiene  company. 

Goofs  abound.  In  Decem- 
ber, Commodity  Systems  Inc., 
a  data  provider  to  financial 
Web  sites,  gave  cigai-  Swisher 
the  historical  stock  quotes  of 
restroom  Swisher.  And  on 
Dec.  18,  when  cigai"  Swisher 
went  public,  some  services 
subbed  its  price  for  restroom 
Swisher's,  which  suddenly 
seemed  to  gain  10  points.  The 
flub  wasn't  fixed  until  May. 

Fii-st  Call,  another  data  ser- 
vice, mixed  up  the  twosome's 
differing  fiscal  calendars.  Re- 
sult: Dow  Jones  News  Sei-vice 
thought  cigai'  Swisher's  first- 
quarter  23c  per  share  was 
also  its  second-quaiter  results, 
so  it  failed  to  meet  analysts' 
expectations  by  9c. 

Why  not  just  change  the 
names?  Since  both  are  trade- 
marked,  neither  company  is 
eager  to.  Lisa  Srniders 


CASINO  SOCIETY 

THE  SWEET  SMELL 
OF . . .  GAMBLING? 

FOXWOODS  IS  BETTING  LADY 
Luck  needs  a  new  peifume. 
America's  largest  casino,  run 
by  the  Mashantucket  Pequot 
Indian  tribe,  recently  brought 
out  its  own  pi-ivate-la- 
bel  scent  for  female 
high  rollers,  who 
make  up  slightly 
more  than  half 
of  its  55,000 
daily  patrons. 

Despite  going  for 
$220  an  ounce,  the 
fragrance  is  selling 
well.  After  a  month,  the 
Ledyai'd  (Conn.)  casino's  bou- 
tique has  moved  over  200 
bottles.  Still,  says  the  bou- 
tique manager,  it  hasn't  out- 
sold Tiffany,  Issey,  or  Chanel. 

The  perfume  is  peanuts 
compared  to  poker  and  other 


gaming.  Foxwoods  garnered 
$858  million  in  revenue  from 
its  slots  alone  last  year,  ac- 
cording to  Ladenburg  Thai- 
man  analyst  Andrew  Zaniett. 
But  many  casinos  have  high- 
end  shops  for  clothing,  jewel- 
ry, and  the  like,  figuring  that 
gamblers  are  a  good  retail 
target,  since  they're  already 
feeling  flush. 

Chic  private-label 
perfume,  however, 
is   sold   in  few 
other  casinos. 
For  the  past  10 
years,  Caesars 

HIGH  TEST  perfume 

World  has  been  seUing 
scents  for  both  men  and 
women,  now  priced  at  $185 
an  ounce.  Fo.xwoods  is  so  en- 
eom-agetl  by  its  house  brand's 
rt  cei'tion  that  it  is  thinking 
of  seUing  it  in  stores  around 
the  lountiT.  Leslie  A.  Broien 


THE  INTO'Mt;  viaAnt*iV^£*vS.'i> 


DIGGING  FOR  DATA 

DUN  &  BRADSTREET 
GETS  STREET  SMART 

DUN    &    BRADSTREET,  THE 

business-information  service, 
has  a  new  tool  to  build  its 
database:  shoe  leather.  An  ex- 
plosion in  small-busines> 
growth  has  D&B  dis- 
patching its  staffers  to 
cruise  malls  and  Main 
Streets,  notepads  in 
hand,  on  the  lookout 
for  new  enterprises. 

d&b's  old  method  was 
to  wait  for  new  edition: 
of  the  Yellow  Pages  and 
other  local  business  direc- 
tories to  come  out.  In  recent 
yeai's,  though,  industiy  leader 
D&B  has  faced  increased  com- 
petition, especially  fi"om  Ex- 
perian  (formerly  trw).  To 
maintain  its  lead — it  has 
more  than  20  million  business 
listings — 156-year-old  d&b 


three  years  ago  started 
contest,  paying  $800  to  ar 
of  its  50  offices  that  add  31 
new  businesses  per  staffer 
the  database.  The  piize  is  d 
vided  among  an  office 
staffers,  with  the  top  produ 
ers  getting  the  most. 


The  program 
fu'st  two  years  were  a  bu 
because  few  took  the  boimti 
seriously.  But  in  1996,  after 
management  push,  the  pr 
gi"am  provided  20%  of  the  2 
million  new  listings.  So  fai'  th 
year,  d&b  says  the  haul  a; 
pears  to  be  well  ahead  of  la 
year's.  Roij  Furchgc 


THE  BIG  PICTURE 


FISCALLY  UNFIT 

Taxes  and  debt  are  consuming 
big  chunks  of  the  industrialized 
nations'  economic  output,  largely  ^^'^^^'^ 
for  social  welfare  costs,  says 
Merrill  Lynch's  Jack  Lavery. 
And  in  25  years,  20%  ofG-7 
citizens  will  be  65-plus,  up 
from  13%  now. 


DATA  MERRILL 
LYNCH  A  CO 


GENERAL  GOVERNMENT  receipt: 
GROSS  PUBLIC  DEBT 


FOOTNOTES  Directors,  60  to  69  years  old:  large  companies,  50%;  small-  to  mid-size  companies,  24% 


Occasionally^  someone 
ends  up  financially  secure 

by  accident. 
Fm  here  to  help  make 
it  happen  on  purpose. 


Jim  Hatcher  s  iob  is  all  about  goals. 

An  American  Express  financial  advisor  since  1986,  he 
knows  that  beginning  with  the  end  in  mind  is  key.  So  that's 
what  he  helps  you  do.  First  by  listening  to  what  you  want 
to  accomplish  financially.  Then  by  helping  you  put  together 
a  plan  so  you  might  achieve  it.  Jim  also  likes  to  meet  on  a 
regular  basis  to  take  a  look  at  progress,  and  make  adjust- 
ments as  things  change.  The  way  Jim  sees  it,  the  goal  is 
important,  but  so  is  the  journey.  And  if  he  has  anything 
to  say  about  it,  both  are  going  to  be  very  worthwhile 
experiences.  With  advisors  like  Jim,  it's  no  wonder  95 
percent  of  our  clients  stay  with  us  year  after  year. 

To  find  out  how  an  American  Express  financial  advisor  can 
help  you  do  more,  call  1-800 -GET- ADVICE. 


Financial 
Advisors 


http:/ / www,americanexpress.com/ advisors 


Otis        Carrier        Pratt      &      Whitney  SikorsI 


ing  markets  is 


^  Import  Plan 
Export  Plan 


^^^^^  Marshall  Plan, 


The  Marshall  Plan  built  an  economy  so  strong  and  so  attractive  that  people  knocked 
down  the  Berlin  Wall  to  get  to  it. 

And  the  key  investment  wasn't  just  money. 

It  was  participation.  Hands-on  management.  The  exchange  of  knowledge.  The  idea 
of  going  there  and  building  from  within. 

That's  what  United  Technologies  does  today. 

From  China  to  Russia  to  Latin  America,  we  don't  just  do  business  -  we  live  there, 
work  there  and  build  companies  there  long  before  the  competition  shows  up. 

What  are  the  advantages?  Being  there  first  gives  us  a  shot  at  the  best  contacts,  the 
best  partners,  the  strongest  positions  and  the  greatest  growth. 

It's  the  kind  of  plan  that  builds  companies.  And  countries. 


imilton  Standard 


UT  Automotive 


C%  United 
0  Technologies 
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HIGH  PRAISE,  INDEED 


On  June  30,  BUSINESS  week  will  be 
receiving  an  important  accolade:  a . 
Gerald  Loeb  Awaixl  for  Distinguished 
Business  &  Financial  Journalism  hon- 
oring our  May  13,  1996,  Cover  Story 
"Abuse  of  Power."  The  Loeb  awards, 
presented  by  the  John  E.  Anderson 
Graduate  School  of  Management  at 
UCLA,  are  the  most  prestigious  in  busi- 
ness journalism,  business  week  had 
two  othei'  entries  make  it  to  the  finals: 
"The  Mob  on  Wall  Street"  (Dec.  16, 
1996)  and  a  series  of  stories  that 
included  "Warning!  Bogus  Aircraft 
Parts"  (June  10,  1996). 


U.  S.  Equal  Employment  Opportunity 
Commission  completed  a  probe  that 
found  Astra  had  harassed  numerous 
women  and  engaged  in  a  coverup. 
Settlement  talks  are  undei-  way. 

"The  Mob  on  Wall  Street."  hy  Se- 
nior Writer  Gary  Weiss,  was  another 
high-impact  investigative  story.  In 
March,  the  National  Association  of 
Securities  Dealers  told  Congress  it 
was  probing  securities  firms  and 
suspicious  stock  trading  document- 
ed in  our  story.  Willy  Stern's  pieces 
on  air  safety  revealed  that  bogus 
parts  were  being  sold  to  airlines  and 


BusinessWeekHBusinessWeekBBusinessWeek 


TWo  men  appeared  at  the  office  of  the 
CEO  of  a  small  Manhattan  brokerage. 
Theytookhimfora  THE 
walk,  One  of 

the  men  stuck  a         I  I  Ik 
guninhisribs.  |ff|V0 
'From  now  on,'  OK 
he  was  told,'     HI  J|  I  | 
'you'll  be  VwlILL 
retailing  all  ZZSjSSSm 

ofourstock  STREET 


Mat/  IS,  1996 


July  15,  1996 


Deretnber  16,  1996 


We  are  especially  proud  of  "Abuse 
of  Power."  Reported  and  written  by 
Mark  Maremont  and  edited  by  Se- 
nior Editor  Jane  Sasseen,  the  story 
was  the  i-esult  of  a  six-month  investi- 
gation that  started  with  a  tij). 

An  insider  at  Astra  usA  Inc.,  the 
subsidiary  of  Swedish  phaimaceutical 
giant  Astra,  called  Maremont  and  told 
him  a  tale  of  rampant  sexual  harass- 
ment that  stemmed  straight  fi'om  the 
CEO's  office.  Soon,  Maremont  began 
digging,  interviewing  some  70  cur- 
rent or  foiTner  Astra  employees. 

His  story  led  to  a  huge  shakeup 
at  Astra  USA.  Days  before  publica- 
tion, the  company  suspended  its  U.  S. 
chief,  Lars  Bildman.  In  Febniary,  the 


raised  questions  about  regulators. 

The  Loeb  win  caps  an  awards  sea- 
son that  includes  a  Computer  Press 
Assn.  pi'ize  for  "Inside  Microsoft,"  a 
July  15,  1996,  Cover  Story.  And  as  we 
reported  eailier,  BUSINESS  week  was  a 
finalist  in  the  National  Magazine 
Awards'  general  excellence  category 
again  this  year  after  winning  for  two 
of  the  previous  tlijcee  years. 

We  are  happy  to  have  these 
awards  and  even  happier  that  they 
demonstrate  how  effectively  we  are 
doing  our  job  for  you,  our  readers. 

Managing  Editor 
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Remember  When  The  Challenge  Was 
Getting  From  Point  A  To  Point  B? 

Many  multinational  companies  are  now  based  in  the  same 
place:  the  entire  world.  And  a  high  percentage  of  them  are 
Ernst&Young  clients.  Because  in  everything  from  information 
technology  to  tax  consulting,  we  offer  the  advantage  of  a  sin- 
gle point  of  contact  coupled  with  thorough  local  knowledge 
and  implementation  capabilities. 

As  part  of  a  worldwide  organization  that  has  72,000  peo- 
ple in  134  countries,  we  can  make  doing  business  anywhere 
as  easy  as  71. 

There  Isn^tA  Business  We  Can^t  Improve  ^ 

e!I  Ernst&Young 


does  anyone 
in  this  company 

have  any  idea 
whaf s  ^ouig  on? 

somtion 


Your  people  are  your  greatest 
asset.  Getting  them  to  work 
together  better  isn't  just  more 
efficient.  Its  more  profitable. 

But  where  should  you  begin? 
Just  call  IBM.  Wve  helped  all 
kinds  of  companies  erase  time 
diflerences,  so  that  every  office, 
everywhere,  is  able  to  access 
Lip  -to  -t  he  -m  inute  i  nf  or  mat  ion . 
Using  Lotus  Domino  and  the 
IBM  Global  Networl<':  we Ve 
helped  them  tighten  business 
processes,  aU  whUe  maximizing 
their  existing  investments. 

That's  the  power  you  get  with  an 
IBM  Internet  solution,  a  unique 
combination  of  technology, 
professional  sei-vices  and  know- 
how  that  s  enabling  a  workl  of 
e-business  opportunities. 

Find  out  how  the  Internet  can 
improve  your  productivity. 
Just  drop  by  www.ibm.com/ 


mternetsolutions,  or  give  us  a 


call  at  1  800  IBM-7080,  ext. 
NCOS,  for  our  free  brochure 
on  intranet  solutions. 
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WHAT'S  SO  STRANGE 

ABOUT  STANDING  UP  TO  CHINA? 


"Weird  bunch,"  huh?  ("Don't  let  this 
weird  bunch  dictate  America's  China 
policy,"  Economic  Viewi)oint,  June  16).  I 
guess  it's  "weii'd"  to  be  conceraed  about 
those  who  are  being  tortured,  impris- 
oned, or  murdered  for  their  religious 
beliefs  by  a  regime  that  forces  women 
to  have  abortions  and  forcibly  sterilizes 
them. 

We  all  talk  a  good  game  about  the 
gallantry  of  that  one  student  facing  a 
column  of  tanks  at  Tiananmen  Square, 
but  when  it  comes  to  putting  that  sen- 
timent on  the  line,  we  can  wi'ite  a  page 
of  rationalizations.  We  have  had  people 
down  through  history  who  could  find 
an  economic  rationalization  for  staying 
within  the  British  Empire,  for  keeping 
slavery,  for  isolationism  dui'ing  World 
War  II,  for  accommodating  a  brutal 
regime  in  the  Soviet  Union,  and  on  and 
on.  And  yet  here  we  are,  the  wealthiest 
nation  in  the  world — and  a  morally 
bankiupt  one. 

Where  would  your  columnist  Rudi 
Dombusch  draw  the  line?  Most -favored- 
nation  status  is  for  civilized  countries 
that  choose  to  behave  as  economic  part- 
ners, not  for  those  that  torture  their 
citizens  for  their  religious  beliefs  and 
who  physically  punish  their  women  for 
having  babies.  Let's  take  a  stand,  just 
once.  Let's  put  aside  the  stone  heart  of 
a  capitaKst,  come  together,  and  do  some- 
thing to  show  that  the  U.  S.  can  also 
assume  the  moral  leadership  of  the 
world.  If  that's  "weird,"  I  stand  ac- 
cused— and  proud. 

James  A.  Driskell 
Brockton,  Mass. 

Rudi  Dornbusch  makes  a  compelling 
case  that  China  should  be  engaged,  not 
isolated.  It's  a  pity  that,  like  most 
Americans  who  have  made  that  argu- 
ment, he  lacks  the  courage  to  extend 
his  argument  to  Cuba. 

Rohan  Oberoi 
Somerville,  Mass. 

Rudi  Dornbusch  characterizes  those 
of  us  supporting  revocation  of  most- 
favored-nation  status  for  China  as  a 
"weird  . . .  coalition"  with  "fringe  agen- 
das." How  much  weirder  is  an  alliance 
between  the  Family  Research  Council 
and  the  afl-cio  than  one  between  the 
Chinese  communists  and  American 
capitalists? 

The  core  of  Mr.  Dornbusch's  posi- 
tion seems  to  be  that  it  is  useless  to 
hold  "the  predominant  world  power  of 
the  next  centuiT"  accountable  via  trade 


CORRECTIONS  &  CURIFIGATIONS 

A  table  that  accompanied  "Leading  light 
among  the  labs,"  (Information  Technolog 
Annual  Report,  June  23)  contained  som 
incorrect  figures.  The  number  of  patents  pf 
researcher  at  Georgia  Institute  of  Techno! 
ogy  should  be  0.05,  And  the  correct  figure 
for  California  Institute  of  Technology  are: 
staff  size  of  27,  with  20%  on  the  faculty, 
research  honors,  and  0.3  patents  pe 
researcher. 

"Universal's  soon-to-be-lost  world"  (Entet 
tainment,  June  23)  wrongly  characterize 
the  USA  Network.  In  the  first  quarter 
1997,  USA  and  TNT  each  reached  about  1. 
million  homes  in  prime  time.  The  Cartoo 
Network  was  in  529,000  homes. 

In  "Nintendo.  At  the  top  of  its  game 
(Information  Processing,  June  9),  the  chai 
showing  video-game  sales  transposed  Son 
and  Sega.  Here  is  the  corrected  versior 
which  includes  updated  information  supplie 
by  International  Data  Corp./LINK: 

NINTENDO  PULLS  AHEAD 
IN  SELLING  HARDWARE 
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policy.  Mr.  Dornbusch  may  or  may  i 
be  right  in  this  prediction,  but  the  h 
tory  of  American  foreign  policy  fi 
nishes  many  examples  of  the  Ame 
can  people  rising  above  econor 
advantage  and  power  worship.  Th£ 
what  the  most-favored-nation  stal 
debate  is  about. 

Gary  L.  Bai 
Presid( 

Family  Research  Cour 
Washing! 

GIVE  CLINTON  CREDIT 
FOR  THE  HEALTHY  ECONOMY 

I  read  Paul  Craig  Roberts'  arti 
"What's  so  mysterious  about  the  r 
roaring  economy?"  (Economic  Vie 
point,  June  2)  with  great  surprise. 
Roberts  laments  that  "supply-siders 
not  get  credit  for  the  transfoiTned  ec' 
omy  they  forecast." 

Perhaps  Mr  Roberts  was  not  liv  g 
on  planet  earth  in  1993,  but  I  Wj. 
When  President  CUnton's  deficit-red:- 


TRUST.  THE  UNIVERSAL  LANGUAGE 
FOR  SUCCESSFUL  PARTNERSHIPS. 


The  partnerships  you  formed  in  childhood 
lave  contributed  to  your  success  today.  When  \'ou're 
exploring  real  estate  opportunities  12  time  zones  away, 
global  partnerships  based  on  trust  arc  crucial. 

At  Cushman  &  Wakefield,  we're  relationship- 
3ricnted,  not  just  transaction-driven.  That's  why  we've 
istabhshed  a  worldwide  real  estate  services  organiza- 
:ion  that  offers  the  same  standard  of  excellence  on  a 
jlobal  basis  that  distinguishes  us  in  the  U.S. 


Today  we  provide  real  estate  solutions  tailored  to 
our  clients'  specific  needs  m  more  than  30  countries, 
m  the  major  business  centers  of  the  world. 

Now  that  you're  biager,  the  world  is  even  smaller. 
To  put  us  to  work  for  )'ou  call  1-800-346-6789. 


WAKEFIELD. 


Improving  \'Our  place 
in  the  world!" 


www.cushwake.com 
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tion  package  was  passed,  back  in  199| 
the  supply-siders  predicted  that  tlin 
U.S.  economy  woukl  fall  to  pieces. 
deed,  congressional  Republicans  wl 
were  hard-core  supply-siders  went  ^ 
far  as  to  predict  the  exact  number  < 
jobs  that  would  be  lost  in  their  di 
tricts.  The  devastation  they  predict  i 
was  massive. 

They  weren't  just  a  little  bit  off  tl 
mark — they  were  dead  wrong.  Evi 
since  the  deficit-reduction  packat 
passed,  more  than  10.5  milhon  new  jol 
have  been  created  (93%  of  them  in  tl 
private  sector),  the  deficit  has  been  ci 
in  half,  and  interest  rates  are  at  tl 
lowest  level  since  1968. 

Conservatives  are  fond  of  criticizii 
liberals  for  rewriting  history.  Mayl 
instead  of  pointing  their  fingers,  tht 
should  be  pointing  their  thumbs — ; 
themselves. 

J.  Scott  Gaillai 
Vice-Presidei 
Duval  County  Young  Democra 
Jacksonville,  Fl 
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The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyvnord:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
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Shopping  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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When  the  victims  of  Hurricane  Andrew  made 
a  commitment  to  rebuild  their  lives,  CNA  kept  their  commitment 
to  the  victims  of  Hurricane  Andrew, 


Immediately  following  Hurricane  Andrew,  CNA  paid  reconstruction  costs  and  provided  cash  adv. 
totalling  over  $350  million  in  personal  and  commercial  insurance  claims. 

A  CliMury  of  Commitment 


Anything  worth  accomplishing  always  involves  some  degree  of  risk.  That's  why  CNA  is  committed  to  helping  you  manage  your  risks,  how- 
ever unexpected  they  may  be.  From  personal  to  professional,  mega  to  minute.  From  cash  advances  to  reconstruction  payments,  you  need 


the  financial  strength  of  a  company  with  over  $60  billion  in  assets  and  a  century  of  experience,  http://www.cna.com 
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E  ONE  BEST  WAY 

iderick  Winslow  Taylor  and  the  Enigma  of  Efficiency 

Robert  Kanigel 

ing  •  675pp  •  $34.95 


VORKINGMAN'S  HERO 
)R  FAT  CAT'S  FRIEND? 


ae  was  wealthy  and  privileged, 
born  into  a  Philadelphia  family 
where  gentlemen  didn't  work 
d  where  a  proper  education  included 
veral  years  of  traveling  and  living  in 
irope.  His  boyhood  hobby  was  col- 
ting  birds'  eggs — he  had  800  of  them, 
i  was  a  top-ranked  tennis  player  at 
3  Young  America  Cricket  Club,  and 
;  fii'st  patent  was  for  a  spoon-shaped 
mis  racket.  His  school  was  Exeter, 
im  which  he  was  expected  to  move  on 
Harvard.  Of  medium  build  with  a 
in  blond  mustache  and  piercing  eyes, 
•ederick  Winslow  Taylor  was  well  on 
5  way  to  becoming  just  another  toff 
)m  Philadelphia's  elite  Main  Line. 
At  18,  he  broke  rank.  Dropping  out  of 
ceter  with  severe  headaches  fi'om  eye- 
"ain,  he  apprenticed  himself  at  the 
iterprise  Hydraulic  Works,  a  steam- 
mp  maker  in  Philadelphia  owned  by 
nily  friends.  The  opportunity  changed 
;  life,  and  with  it,  the  entire  practice 
work.  "Taylorism,"  as  every  student 
late  19th  century  history  learns, 
rned  craft  work  into  assembly  line 
)rk.  It  presaged  automation  and  the 
ichine  age,  gave  us  speedups,  down- 
dngs,  and  rules  for  every  job.  For 
ylor  haters,  it  turned  workers  into 
bots,  mechanized  production,  gave  lise 
trade  unions,  and  replaced  judginent 
th  the  time  clock  and  stop  watch.  It 
ripped  the  workingman  of  his  dignity. 
Or  did  it?  As  Robert  Kanigel  re- 
unts  in  this  marvelously  done  biog- 
phy,  The  One  Best  Way:  Frederick 
inslow  Taylor  and  the  Enigma  of  Ef- 
iency,  perhaps  no  character  in  modern 
isiness  history  inspired  such  strongly 
Id  views  and  left  such  a  legacy.  Taylor 
■lieved  there  was  one  recipe  for  eveiy 
sk,  from  shoveling  coal  to  pouring 
eel.  To  his  supporters — and  he  had 
any  on  the  left  as  well  as  the  right — 
!  was  a  liberator  who  got  working 
en  and  women  higher  wages  by  ap- 


plying scientific  methods  to  the  danger- 
ous factory  floor  Work  better  for  more 
pay  was  his  credo.  To  management,  he 
was  a  dangerous  radical  intent  on  up- 
setting the  equilibrium  of  the  factory — 
low  wages  for  low  output.  That  there 
were  no  moderate  opinions  of  Taylor 
had  to  do  with  his  own  temperament. 
"A  man  of  immense  spirit,  intelligence 
and  tenacity,  he  managed  to  alienate, 
or  at  least  irritate,  almost  everyone,  in- 
cluding many  of  his  own  circle  of  ad- 
mirers. He  was  irascible,  hard-cussing, 
forever  landing  in  trouble," 
writes  Kanigel. 

A  crusade  such  as  Tay- 
lor's to  biing  scientific  man- 
agement to  the  workplace 
would  have  happened  at  A  M 

some  point  anyway.  Ratio-  "  " 

nal  inquiry  into  all  aspects 
of  life  was  undei-way,  and  (  _ 

organizing  work  was  a  nec- 
essaiy  precursor  for  all  the 
automation  and  modern 
factory  practices  that  fol- 
lowed it.  Nor  was  Taylor 
possessed  of  original  in- 
sights. His  forte  was  rationalizing  ideas. 
"He  took  fragments  of  thought  and 
practice  and  directed  them  down  one 
tight  channel,  focused  them,  packaged 
them  as  a  single  item,  and  projected  it 
into  the  twentieth  century,"  notes 
Kanigel.  He  was  an  acute  obsei-ver.  As  a 
boy,  he  kept  detailed  journals  of  his 
time.  As  a  teenager,  traveling  through 
Europe  by  private  coach  and  train,  he 
gi-aded  the  Swiss  hotels  he  stayed  at 
by  quality  and  price.  Viewing  an  Aus- 
trian salt  mine,  he  made  detailed  notes 
about  inefficient  procedures.  By  the  time 
he  hit  the  pump  factoiy,  he  seemed  al- 
most predestined  to  become  America's 
first  management  consultant. 

What  was  remarkable,  though,  was 
his  messianic  zeal.  For  30  years,  Taylor 
barnstoi'med  the  country  preaching  sci- 
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entific  management.  He  shuttled  by 
train  between  Maine  and  Wisconsin,  tiy- 
ing  to  bend  factories  to  his  methods. 
He  bet  his  own  money  on  ventures  and 
lost  big,  although  he  later  made  mil- 
lions from  royalties,  patents,  and  fees. 
He  delivered  hundreds  of  lectures  and 
wrote  dozens  of  articles.  In  his  last 
years,  businessmen  vied  to  attend  lec- 
tures at  Boxly,  his  Philadelphia  estate. 

Taylor  was  54  when  fame  struck. 
Boston  lawyer  Louis  Brandeis,  soon  to 
become  a  Supreme  Court  Justice,  suc- 
cessfully used  Taylor's  theories  to  block 
America's  railroads  fi'om  getting  a  rate 
increase.  Brandeis  said  the  carriers 
could  offset  their  rising  costs  with  more 
widespread  use  of  Taylor's  efficiency 
methods.  The  federal  government 
agi-eed.  The  rail  barons  were  furious, 
the  public  delighted. 

Numerous  historians,  psychologists, 
and  polemicists  have  asked,  as  Kanigel 
does:  "How  did  a  man  who  need  never 
work  at  all,  and  who  actually  disdained 
manual  labor,  throw  him- 
self onto  the  shop  floor, 
confront  what  was  ar- 
guably the  thorniest  social 
problem  of  his  day,  and  de- 
vote his  life  to  creating 
what  he  conceived  as  an 
industrial  Utopia?" 

Some  saw  him  rebelling 
against  his  father's  lassi- 
tude. Others  suggested  the 
influence  of  a  dominant 
Quaker  mother.  Muckrak- 
ers  such  as  Ida  Tarbell 
backed  him  as  a  champion 
of  the  worker  Lenin,  Mussolini,  and  the 
Japanese  all  borrowed  his  ideas.  Politi- 
cians called  him  depraved,  but  Taylor's 
real  failing  was  tunnel  vision.  Hauled 
before  Congress  in  1912  to  defend  him- 
self, he  was  unable  to  explain  how  his 
system  might  benefit  workers  beyond 
a  fatter  paycheck.  He  died  three  years 
later  at  .59,  depressed  and  bewildered. 

Today,  with  fads  such  as  empower- 
ment and  reengineering  changing  the 
workplace,  Kanigel  doesn't  have  to  de- 
bate Taylor's  relevance.  All  he  had  to  do 
was  tell  the  clanging,  hissing  tale  of  the 
founder  of  one  of  the  century's  great 
"ism's."  I  was  sony  when  it  ended. 

'  BY  ROBERT  DOWLING 
Assista)it  Managing  Editor  Dowling 
once  had  a  job  buffing  flatware  on  a 
Taylorite  assembly  line. 


TAYLOR'S  IDEAS  TURNED  CRAFT  WORK  INTO 
ASSEMBLY  LINES  AND  SET  RULES  FOR  EVERY  JOB 
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When  it  comes 
to  digital  office  solutions, 
we're  going  one  better. 


^^^^^^^  you  to  digital  technology. 

For  years,  Canon  has  been  number  one  in 
copier,  fax  and  color  solutions.  A  fact  that  makes 
us  extremely  proud.  But  what  you  may  not  know 
is  that  we  are  number  one  in  digital  office 
solutions  as  well. 

How  did  we  achieve  this  position'  By  creating 
visionary  ways  to  meet  your  company's  document 
management  needs.  By  offering  your  business 
integrated  digital  systems  that  put  critical  document 
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processes  right  on  your  network.  By  empowering 
your  people  with  the  ability  to  print,  copy,  fax,  store 
and  scan  directly  from  their  desktops.  It's  the  work- 
place of  tomorrow.  And  Canon  can  deliver  it  today. 

So  whatever  the  future  brings,  we'll  be  there 
for  you.  Because  at  Canon,  being  your  number  one 
source  for  office  solutions  has  always  been  our 
number  one  priority.  For  more  information, 
call  1-800-OK-CANON  anytime.  Or  visit  us  on  the 
Web  at  www.usa.canon.com. 
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PEST-FLYING 
m  NEW  PILOT 


's  still  an  ace 
limtop  computer, 
iitaless-than-great 
)mmunicator 

[n  the  year  or  so  since  its 
introduction,  the  Palm 
Pilot  has  dominated  the 
Imtop-computer  market  for 
e  simple  reason:  It  doesn't 
y  to  do  very  much,  but  it 
'88  its  limited  tasks  very, 
ry  well.  The  new^  version 
the  Pilot,  made  by  the 
ilm  Computing  Div.  of 
;om  (800  881-7256),  branch- 
out  a  bit.  The  good  news 
that  it  is  better  than  ever 
its  core  tasks  of  giving 
u  an  easily  portable  copy 
your  computeiTzed  address 
ok,  calendar,  and  to-do  Hst. 
it  many  of  its  added  func- 
ms,  especially  the  ability 
send  and  receive  E-mail, 
e  disappointing. 
The  Pilot  comes  in  two 
rsions,  the  $299  personal 
ition,  with  512  kilobytes  of 
emory,  and  the  $399  pro- 
ssional  version,  with  twice 
at  memory  and  E-mail  ca- 
bility.  The  miost  important 
dition  to  the  six-ounce 
'Cket-size  unit  is  backlight- 
g,  which  makes  it  easy  to 
ad  under  less-than-ideal 
;hting  conditions. 
(YONE  HOME?  Another  ad- 
mce  is  an  optional  $129 
odem  that  adds  three 
inces  in  weight  and  two 
ches  in  length  when  it 
aps  on  to  the  bottom  of 
e  Pilot.  New  communica- 
)ns  functions  include  the 
lility  to  synchronize  data 
ith  a  desktop  information 
anager  over  a  direct  mo- 
rn connection.  The  profes- 
Dnal  version  can  also  han- 
e  a  local-area  network  or 


the  Internet  and  deal  with 
various  E-mail  systems, 
whether  they're  standard 
Web  programs  or  propri- 
etary programs,  such  as  Lo- 
tus cc:Mail. 

The  direct-modem  connec- 
tion works  as  well  as  Pilot's 
famously  simple  desktop 
method  of  setting  the  unit 
in  a  cradle  and  pushing  the 
sync  button.  But  there's  one 
important  caveat:  Youi'  desk- 
top machine  has  to  be  up 
and  running  or  you  can't 
connect.  If  your  desktop  is 


a  corporate  computer,  you'll 
probably  find  that  leaving 
your  computer  on  is  discour- 
aged, if  not  prohibited,  as  a 
serious  security  risk. 

The  same  problem  also 
hmits  the  usefulness  of  "net- 
work hot  sync,"  a  $69  soft- 
ware option.  And  there's  an 
additional  complication:  Even 
though  Palm  has  gone 
to  some  lengths  to  make  it 
easy  to  get  your  Pilot  to 
work  over  a  network,  not 


even  Palm  can  tame  a  net- 
work. Most  Pilot  owners  are 
going  to  need  help  fi-om  net- 
work administrators  to  get 
this  feature  working. 

The  problems  of  E-mail 
are  inherent  in  the  nature  of 
the  Pilot.  Limited  memory 
precludes  downloading  file 
attachments,  and  the  diminu- 
tive screen  makes  it  tough 
to  read  all  but  the  shortest 
of  messages. 

Writing  mail  is  worse.  The 
Pilot  offers  a  choice  between 
tapping  a  tiny  on-screen  key- 
board or,  as  most  users  pre- 
fer, writing  in  a  shorthand 
called  Graffiti.  This  is  fine 
for  entering  an  appointment 
or  a  to-do  item,  but  it's  a  te- 
dious way  to  write  messages. 
The  Pilot  offers  a  handy 
means  of  scanning  urgent 
messages  and  sending  brief 
replies,  but  it's  hardly  a  re- 
placement for  a  laptop  when 
it  comes  to  handling 
mail  on  the  run. 
LIBRARY.  Some  of  the 
new  software  touch- 
es, such  as  an  ex- 
pense-tracker that  can 
transfer  data  to  a  Mi- 
crosoft Excel  spread- 
sheet, are  handy.  And 
there  is  a  growing  li- 
brary of  third-party 
applications  available, 

CLICK  HERE:  The 

optional,  snap-on 
modem  is  easy  to  use 

including  links  to  a 
variety  of  desktop 
contact  managers  and 
scheduling  programs. 

Pilot's  success  has 
inspired  imitators. 
Sharp's  $299  SE-500,  sched- 
uled for  release  later  this 
summer,  is  a  bit  larger  than 
the  Pilot  but  has  a  built-in 
modem.  And  this  fall,  look 
for  a  device  no  bigger  than  a 
credit  card  that  can  down- 
load your  computer  address 
book  and  calendar.  Pilot, 
however,  is  the  model  to 
beat.  I've  tried  a  variety  of 
palmtops,  and  Pilot  is  the 
one  that  has  earned  a  place 
in  my  pocket. 


BULLETIN  BOARD 


FOLLOW-UP 
SCHOOLS  AND  THE  NET 

The  column  "Readin',  Writin', 
and  the  Internet"  in  the 
June  9  issue  brought 
forth  an  outpour-  ■t] 


ing  of  interest 
from  readers. 
Teachers  wrote  - 
about  their  suc- 
cesses and  frus- 
trations in  inte- 
grating technology 
into  classes,  parents 
wrote  about  their  concerns, 
and  a  variety  of  businesses 
and  nonprofit  organizations 
offered  assistance.  To  get 
those  who  need  help  in  touch 
with  those  who  can  provide  it, 
BUSINESS  WEEK  has  set  up  a 
Technology  &  Education  mod- 
erated E-mail  discussion 
group,  available  free  to  any- 
one interested.  To  subscribe, 
just  send  a  message  to 
listserv@ftp.mcgraw-hill.com 
with  the  message  "subscribe 
tech-ed."  Archives  of  the 
group  will  be  available  at 
www.businessweek.com. 

SOFTWARE 
TRICKS  WITH  TRACKS 

Mixman,  from  Mixman  Tech- 
nologies (415  403-1380)  is 
one  of  the  more  unusual,  and 
certainly  one  of  the  noisiest, 
pieces  of  entertainment  soft- 
ware to  come  my  way.  The 
$30  program  offers  an  on- 
screen audio  mixer  that  lets 
you  combine  individual  audio 
tracks  on  the  included  record- 
ings any  way  you  want — 
adding  bass  here,  taking  out 
percussion  there.  You  can 
save  your  fantasy  remix  to 
disk  for  future  playback.  Mix- 
man  comes  m  two  versions — 
one  featuring  a  variety  of  hip- 
hop  and  dance  music,  the 
other  the  funk  rock  of  recent 
Rock  and  Roll  Hall  of  Fame 
inductee  George  Clinton. 


OUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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So  when  the  people  challenged  us  to  power  their  growing  economy,  they  also 


challenged  us  to  preserve  the  environment.  We  combined  two  technologies, 
literally  taking  residue  trom  Italy's  largest  refinery  and  returning  it  as  clean 
energy.  What's  on  your  energy  wish  list?  1-888-55-ENRON,  www,enron,com. 


Natural  gas.  Electricity.  Endless  possibititie$! 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


DONT  BLAME  HIGH  TECH 
FOR  EUROPE'S  JOB  WOES 


LOOSEN  UP: 

Plain  old 
government 
meddling-like 
regulations 
and  taxes-is 
what  makes 
businesses 
loath  to  hire. 
But  that's 
easily  fixed 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow 
of  the  Hoover  Institution 


I recently  returned  from  a  lecture  trip  to 
several  Western  European  nations,  where 
the  two  main  topics  were  the  causes  and 
cures  of  theii'  high  unemployment,  which  has 
averaged  over  11%  for  several  yeai's,  and  the 
plans  for  a  common  cm-rency.  These  are  close- 
ly related  subjects  since  a  new  ciu'rency  prob- 
ably will  not  be  introduced  in  1999,  as  sched- 
uled, unless  the  unemployment  situation 
gi'eatly  improves. 

The  great  concern  about  unemployment 
helps  explain  the  astounding  victory  of  the 
Socialists  in  the  recent  French  national  elec- 
tions over  Jacques  Chirac's  do-nothing  gov- 
ernment of  the  right.  They  promised  to  create 
jobs  by  slowing  down  privatization  and  by 
legislating  reduction  of  the  workweek  to  3-5 
hours  or  less  to  encourage  job  sharing. 

But  such  make-work  programs  have  al- 
ways failed  to  stimulate  private  employment 
since  they  raise  the  cost  of  labor.  This  has  re- 
cently been  shown  in  a  study  of  the  Gemaan 
experience  during  the  past  decade  by  econo- 
mist Jennifer  Hunt  of  Yale  University.  She 
finds  that  government  and  union  pressure 
there  to  reduce  the  standard  workweek  may 
actually  have  reduced  overall  employment. 
FLUX.  Many  European  politicians  and  some  in- 
tellectuals are  suggesting  work-sharing  be- 
cause they  have  been  convinced  by  recent 
claims  that  the  number  of  possible  jobs  in  a 
market  economy  is  shrinking  because  of  com- 
puters and  other  technological  advances  that 
reduce  the  need  for  workers.  Such  advances 
have  always  caused  apprehension  about  job 
losses.  Just  recall  the  Luddites'  attempt  to 
protect  their  jobs  by  destroying  new  textile 
manufactiuing  machineiy  in  the  19th  centuiy 
However,  in  the  past,  many  workers  found 
employment  in  industries  created  by  new 
technologies,  such  as  textile  manufacturing, 
automobile  production,  aii'line  travel,  and  steel 
production.  As  a  result,  overall  unemploy- 
ment rates  in  Europe  and  the  U.  S.  did  not 
gi'ow  during  the  past  150  years. 

Similarly,  computers  and  other  products 
have  stimulated  robust  demand  for  workers  in 
many  newly  created  sectors,  including  chip- 
making,  telecommunications,  software  pro- 
gi'amming,  biotechnical  products,  and  other 
advanced  businesses.  Despite  the  fear-mon- 
gers' warnings,  there  is  no  evidence  that  re- 
cent technological  advances  have  much  to  do 
with  the  high  unemployment  rates  found 
throughout  Europe.  Indeed,  there  is  no  evi- 


dence that  recent  advances  have  been  fas 
than  those  in  the  past. 

No,  the  employment  problems  of  Frar 
Germany,  Italy,  Spain,  and  elsewhere  in  1 
rope  are  due  more  to  conventional  intei-v 
tions  in  labor  markets  that  discourage  cc 
panies  from  hiring  workers.  These  inch 
very  high  social  security  and  other  taxes 
labor,  generous  subsidies  to  persons  with 
jobs  that  discourage  them  from  looking 
work,  and  onerous  regulations  that  raise 
difficulty  and  cost  of  hiiing  and  firing  work 
Italian  owners  of  small  and  midsize  busim 
es  told  me  that  union  and  government  re 
lations  make  it  virtually  impossible  to 
workers  when  times  are  bad.  And  the  sit 
tion  isn't  much  better  in  the  other  countr 
LONG  HAUL.  Many  regulations  also  disco 
age  young  entrepreneurs  from  starting 
new  enterprises  that  have  been  so  import 
to  job  creation  in  the  U.  S.  In  Italy,  it  ta 
thi'ee  to  five  years  to  get  all  the  approvals 
a  new  business,  unless  officials  are  bribec 
speed  up  the  process. 

Labor-mai'ket  refoirns  in  Britain  ai-e  a  g 
example  of  how  to  reduce  Europe's  un( 
ployment.  Britain  lowered  labor  taxes 
regulations  and  greatly  v/eakened  the  ( 
nomic  and  political  power  of  large  natic 
unions.  The  effect  was  a  rapid  expansioi 
private  employment  and  a  reduction  o 
time  of  unemployment  to  under  6%. 

The  relatively  flexible  labor  markets  of 
U.  S.  have  created  jobs  at  an  impressive  i 
since  the  eariy  1980s.  Almost  70%  of  i 
and  women  of  working  age  are  employee 
the  private  sector,  and  unemployment 
dipped  to  below  5%.  Westem  Eui'ope,  by  <3v 
trast,  has  experienced  no  net  increase  in  "i 
vate  employment  since  the  middle  of 
1970s.  Westem  Eui'opean  companies  now  i 
lower  labor  taxes  and  greater  empli).\  ii 
flexibihty  if  they  are  to  hii-e  additional  w  n. 
ers  in  Europe  rather  then  setting  up  pl;t; 
abroad. 

To  effectively  deal  with  the  continents  sp 
gish  job  creation,  European  governmt  * 
must  take  action  by  cutting  taxes,  subsii 
regulations,  and  controls  over  employm^ji 
wages,  and  new  businesses.  That  would  "O- 
vide  new  jobs  and  raise  output.  And  h 
help  the  unemployed  boost  their  self-resjiC 
by  allowing  them  to  help  create  natida 
wealth  instead  of  depending  on  govemnr. 
handouts. 
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"TKis  may  te  tne  one 
time  you  can  juage 
a  took  t>y  its  cover. 


Check  in  and pay  witfi  your  /American  £ypress"  Ccwd  and  receive  a 
Welcome  Rs  wai'ds   Gilt  Book  witki  over  $I,000  in  nierckianclise  and  trawl  certi/icates. 

Consider  Welcome  Rewards  an  extra  thank  you  from  Hyatt  and  American  Express  for  your  business 
tliis  summer.  Check  in  at  a  participating  Hyatt  hotel  between  June  1,  1997 
and  Septeniber  1,  1997  and  check  out  our  gift  book  when  you  pay  with  your 
Americafi  Express  Card. 

Valuable  offers  from  a  variety  of  quahty  merchants  and  travel  companies 
are  your  rewards  to  enjoy.  With  page  after  page  of  great  offers,  this  is  one 
book  you'll  read  cover  to  cover.  For  reservations,  contact  your  travel  planner 
or  call  Hyatt  at  l-SOO-233-1234. 
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The  Welcome  Rewards  gift  book  offer  is  valid  between  June  1,  1997  and  September  /,  1997  for  registered  guests  paying  for  ilieir  slay  with  any  American  Express  Card  ai  a  partu  ipatntg 
Hyatt  hotel  in  the  U.S.  or  Canada.  This  offer  is  not  valid  at  any  Hyatt  Resort  or  the  Hyatt  Regency  St.  Louis.  Limit  of  one  Welcome  Rewards  booklet  per  guest  per  ^lay.  Redempiuw  of 
each  certificate  offer  will  be  subject  to  the  terms  and  conditions  listed  on  the  back  of  each  certificate.  Other  restrictions  may  apply.  Hyatt  Hotels  and  Resorts  encompuriscs  hotels  and 
resorts  managed,  franchised  or  operated  by  two  separate  groups  of  companies  -  Hyatt  Corporation  and  its  affiliates  and  affihates  of  Hyatt  International  Corporation.  't>  1997  Hyatt  Corp. 


"We  needed  a  data  warehouse  scalable  enough 
to  hold  20  years  of  global  financial  data  and 
reliable  enough  to  bank  on. That's  why  we  chose 
the  NCR  Teradata®  database." 

..............................     ^     To  350,000  Reuters  users, 

information  is  power.  Power  to 
mal<e  smarter  investment  decisions.  Power  that  comes  from 
being  able  to  access  real-time  and  historical  data  from  over 
200  global  stock  markets  that  Reuters— the  world  leader  in 
financial  information  — continually  tracks. 

Faced  with  a  never-ending  flood  of  mission-critical 
data,  Reuters  can't  afford  a  data  warehouse  that  doesn't 
scale.  Or  that  isn't  reliable. That's  why  they  turned  to  NCR, 
the  world  leader  in  data  warehousing. 

For  Reuters,  NCR  Services  professionals  developed 
a  500-gigabyte  scalable  data  warehouse  that  captures  and 
stores  all  the  information  their  clients  need. 

Running  our  jSlIlRJEemdata  database  on  our  highly 
scalable  INLCR  WoddJVIarlc" 5£n/£rs  enables  unmatched 
ad  hoc,  complex,  business  questions,  giving  Reuters  users 
unsurpassed  analytical  and  interpretive  powers. 

NCR  Teradata  database  is  the  only  parallel  database 
that  scales  from  a  few  gigabytes  up  to  10  terabytes  and 
beyond.  And  our  NCR  WorldMark  servers  are  the  only 
platform  that  scales  from  SMP  to 
MPP,  allowing  businesses  to  start  m 
their  data  warehouse  small  and 
grow  it  to  any  size.  ^ 

To  learn  more  about  how  NCR  can 
help  you  set  up  a  scalable  data  warehouse  that's  perfect 
for  your  business  needs,  call  1  800  CALL-NCR,  ext.  3000. 
Or  visit  us  on  the  web  at  www.ncr.com.To  learn  more 
about  Reuters,  visit  www.reuters.com. 

(^NCR 

Transactions  in  the  Age  of  the  Consumer 

I 


Greg  Meekings,  Managing  Director, 
Corporate  Technology  Group,  Reuters. 


Economic  Trends 


BY  GENE  KORETZ 

BIAS  STILL  BLOCKS 
BLACK  PROGRESS 

Why  lawmakers  should  take  heed 

There's  no  gainsaying  the  wide  socio- 
economic gulf  that  still  separates 
blacks  and  whites  in  America,  and  par- 
ticularly the  entrenched  poverty  and 
Clime  that  afflict  lu-ban  ghettos.  There  is 
also  no  denying  the  substantial  progress 
made  by  a  significant  minority  of  blacks 
in  recent  decades,  and  the  rise  of  a  vi- 
brant, successful  black  middle  class. 

Looking  at  this  picture,  many  Amer- 
icans have  concluded  that  racial  dis- 
crimination in  hiring  is  no  longer  a  ma- 
jor problem  in  the  U.  S.  Rather  than 


GREAT  DIVIDE:  Recent  studies  point 
to  the  insidious  effects  of  racism 

stressing  affirmative-action  programs 
and  anti-bias  statutes,  they  say,  public 
policy  should  now  focus  on  enabling 
blacks  to  move  ahead  by  providing  bet- 
ter education,  job  training,  tax  benefits, 
and  entrepreneurial  incentives. 

It's  a  strong  argument,  and  such 
steps  are  clearly  desirable.  But  several 
recent  studies  suggest  that  racism  is 
far  more  prevalent  in  American  life  than 
advocates  of  a  public  policy  shift  realize. 

In  a  survey  of  3,000  companies  in 
four  major  U.  S.  cities  with  sizable  black 
populations,  economist  Hairy  J.  Holzer 
of  Michigan  State  University  found  that 
small  businesses  were  far  less  likely  to 
hire  blacks  than  larger  companies. 
Among  companies  with  fewer  than  50 
employees,  blacks  held  only  13%  of  jobs 
reciuiring  less  than  a  college  degi-ee.  In 
companies  with  more  than  500  employ- 
ees, blacks  held  26%  of  such  jobs. 

Even  after  considering  a  number  of 
factors  (such  as  site  location  and  the 
lack  of  formal  hiring  procedures)  that 
tend  to  limit  employment  of  blacks  by 
small  businesses,  Holzer  finds  that  job 
discrimination  appears  to  be  "much 
more  pervasive  in  smaller  establish- 
ments than  larger  ones." 


Perhaps  more  troubling  are  the  im- 
plications of  a  recent  National  Biu'eau  of 
Economic  Research  study  by  economists 
Alberto  Alesina,  Reza  Baqir,  and 
William  Easterly.  Analyzing  Census  Bu- 
reau data  for  U.  S.  cities  in  the  early 
1990s,  the  researchers  looked  at  how 
ethnic  diversity  affected  local  spending 
on  productive  public  goods,  such  as  ed- 
ucation, roads,  and  sewers. 

The  findings  were  revealing.  Other 
tilings  being  equal,  more  racially  or  eth- 
nically diverse  cities — in  most  cases, 
with  a  white  majority  and  black  minor- 
ity— spent  less  of  their  budgets  and  less 
per  capita  on  education,  roads,  libraries, 
sewers,  trash  removal,  and  even  wel- 
fare than  cities  with  more  homogenous 
populations.  This  was  true  even  though 
state  and  federal  transfers  augmented 
local  outlays  on  welfare  and  education. 

The  researchers  conclude  that  majori- 
ty white  voters  (or  any  ethnic  or  racial 
majority)  tend  to  spend  less  on  public 
goods  when  a  sizable  fraction  of  their 
taxes  are  used  to  provide  public  goods 
shai'ed  with  other  racial  or  etlinic  gi'oups. 

Such  studies  suggest  that  solving  the 
nation's  problems  of  race  and  poverty 
will  not  be  easy.  Small  business  accounts 
for  over  half  of  U.  S.  employment  and 
much  of  recent  job  creation.  Devolution 
of  welfare  and  other  federal  progi-ams  to 
local  control  could  result  in  even  lower 
public  investment  in  hard-pressed  ar- 
eas— investment  essential  to  ensuring 
black  and  minority  progi'ess. 


BOND  SPREADS 
ARE  SHRINKING 

Credit  the  low-inflation  expansion 

Has  speculative  exuberance  invaded 
credit  markets?  Looking  at  bond- 
yield  sjjreads,  you  might  tliink  so.  While 
the  spread  between  high-grade  corpo- 
rate bonds  and  super-safe  LI.  S.  Ti-ea- 
suries  has  haixlly  changed  over  the  past 
year — or  the  past  decade — the  spread 
between  high-  and  low-gi"ade  corporates 
has  narrowed  appreciably. 

Such  spreads  tend  to  widen  as  a  re- 
cession nears,  as  the  double  whammy  of 
rising  rates  and  a  weakening  economy 
raises  the  risk  of  business  failures.  The 
fact  that  they  are  so  narrow  now,  says 
economist  Ram  Bhagavatula  of  Citibank, 
is  a  direct  result  of  the  cuirent  low-in- 
flation, strong-gi'owth  environment.  The 
Fed's  preemptive  attacks  on  inflation 
earlier  in  the  cycle  have  reduced  the 
chances  of  a  sharp  recession-inducing 
round  of  tightening  anytime  soon.  And 


low  inflation  makes  it  easier  for  ci 
panies  to  avoid  inventory  excesses. 

Thus,  reduced  lisks  of  policy-indu( 
recessions  and  production  excesses  hi 
lowered  the  chances  of  default  by  we 
er  companies  and  the  interest  pre? 
ums  on  theii'  bonds.  Even  when  a  do\ 
tui-n  finally  occurs,  says  Bhagavatula 
could  prove  to  be  more  muted  than 
the  past — resulting  in  a  less  dram; 
widening  of  credit  spreads. 


MORE  PROFIT 
FROM  LESS  CARE 

Health  costs  drop — for  employe 

While  employers'  health-insura 
costs  have  been  falling  shar 
during  the  1990s,  many  experts  beli 
that  much  of  the  slowdown  reflect 
one-time  shift  from  fee-for-ser-vice  pi 
in  which  patients  chose  their  doct( 
to  thriftier  managed-care  plans.  0 
this  transition  for  the  bulk  of  the  w 
force  is  completed,  say  the  expe 
costs  will  start  rising  sharply  again. 

Economists  Alan  B.  Kineger  and 
len  Levy  of  Piinceton  University  ar 
so  sure.  In  a  recent  study,  they  1 
that  employer  costs  have  waned 
cause  of  several  developments:  a  ste; 
decrease  in  the  fraction  of  workers  w 
coverage,  a  big  slowdown  in  the  gro\ 
of  insurance  premiums  for-  both  fee 
service  and  managed-care  plans,  an 
modest  shifting  of  premium  costs  ft 
employers  to  employees. 

Looking  ahead,  the  researchers  th 
the  slowdown  in  employer  outlays 
well  persist.  The  fact  that  premiums 
fee-for-service  as  well  as  for  manag 
care  plans  have  decelerated  sugge 
that  underlying  factors  (possibly  hei 
ened  competition 


A  PLUMMETING  Tl 
FOR  HEALTH  CAR 

HEAITK  INSURANCE 


and/or  reduced 
benefits)  are  re- 
straining costs. 
And  the  erosion  of 
coverage,  particu- 
larly among  less- 
skilled  workers,  is 
continuing. 

Of  course,  these 
trends  are  not 
necessarily  good 
news  for  workers. 
Besides  losing  cov- 
erage entirely  or 
picking  up  moi'e  of 
the  tab  for  premi- 
ums, many  employees  may  also  be  fac 
higher  deductibles  and  coinsui'ance  p 
ments  or  lower  benefit  packages. 


'91      '93  '95 
A  PERCENT  RISE 
OVER  12  MONTHS- 
■MARCH  OF  EACH  VEAR 
DATA:  WBOR  DEPT 


30  HUSINf_SS  WEEK  /  JULY  7,  1997 


lousiness  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


UMMER'S  PLEASANT  SURPRISE: 
IZZimC  EXPORTS 

:owth  in  key  U.  S.  markets  is  looking  better  and  better 


us.  ECONOMY 


SNiPMENTS  ABROAD 
RE  PICKING  UP  STEAM 


That  ray  of  sunshine  starting 
to  emerge  from  the  U.  S. 
de  balance  is  coming  from  exports.  After  languishing 
a  single-digit  growth  rate  for  most  of  last  year, 
pments  headed  overseas  are  surging  once  again, 
onger  foreign  demand  for  aircraft,  machinery,  and 
ler  wares  is  being  fueled  by  improving  growth 
•cad  that  more  than  offsets  any  loss  of  competitive- 
;s  suffered  from  last  year's  rise  in  the  dollar, 
"he  new  energy  in  exports  means  that  trade  is 
iping  up  to  be  less  of  a  drag  on  U.  S.  growth  this 
ir  than  previously  expected.  In  the  second  quarter, 
example,  stronger  foreign  demand  is  a  key  reason 
y  manufacturing  orders  and  output  remain  so  buoy- 
despite  the  slowdown  in  U.  S.  consumer  spending, 
ports  continue  to  pour  ashore,  but  unHke  last  year, 
)orts  will  provide  a  buffer  against  any  further  de- 
ioration  in  the  trade  deficit. 

The  latest  trade  data  show  a 
much  smaller-than-expected 
deficit  for  April.  The  deficit  of 
goods  and  services  stood  at 
$8.4  billion  that  month,  up  fi'om 
$7.8  billion  in  March  but  well 
below  the  first-quarter  average 
deficit  of  $9.7  billion.  For  Api-il, 
exports  increased  to  $78.4 
billion,  led  by  gains  in  indus- 
trial machinery,  communications 
equipment,  and  aircraft  parts, 
mports  posted  a  bigger  gain,  however,  rising  to 
i.7  billion  with  growth  dominated  by  apparel,  toys, 
i  sporting  goods.  The  pause  in  consumer  spending 
ans  that  some  second-quarter  easing  in  import 
)wth  is  likely,  but  any  slowdown  in  the  demand  for 
eign  goods  will  not  last.  Domestic  demand  appears 
to  rebound  in  the  second  half,  especially  given  the 
3st  exuberant  readings  on  consumer  confidence. 

IT  THE  BIG  NEWS  ii'om  the  trade  fi:"ont  is  exports, 
.j  hough  foreign  demand  for  services  is  picking  up,  the 
li  irpest  acceleration  has  been  in  exports  of  goods 
li  art).  Adjusted  for  inflation,  shipments  over  the  past 
I'  ee  months  are  up  16%  Irom  the  same  period  a  year 
!j ),  the  fastest  such  pace  of  this  six-year  expansion. 
A^at  goods  are  feeding  the  export  revival?  Not 
u-  usual  suspects  of  farm  products  and  computers.  In 
t,  exports  of  agricultm-al  goods  have  been  falling 


IAN  '95  APR  '97 

PERCENT  CHANGE  FROM  A  YEAR  AGO, 
HREE-MONTH  AVERAGES 
lATA:  COMMERCE  OEPT ,  BUSINESS  WEEK 


10  JAPAN  12.8  -3.4 

8       S.AMERICA     5.1  26.2 

6  REST  OF  WORLD  15.5  15.2 

'JAN  TO  APR  VS  SAME  PERIOD  A  YEAR  EARLIER 
••EXCLUDES  JAPAN 

DATA  COMMERCE  DEPT.  BUSINESS  WEEK 


sharply  since  the  end  of  last  year.  And  while  ship- 
ments of  high-tech  goods  are  gi'owing  at  double-digit 
rates,  the  acceleration  of  low-tech  capital  equipment, 
such  as  industrial  machinery,  is  more  impressive.  After 
posting  negative  gi-owth  rates  in  mid-1996,  these  ex- 
ports have  come  roaring  back  so  that  in  the  last  three 
months,  low-tech  exports  have  been  growing  shghtly 
faster  than  their  high-tech  counterparts. 

Increased  shipments  of 
textiles  and  pharmaceuti-        WHERE  U.S.  EXPORTS 
cals  have  helped  push  the        ARE  STRENGTHENING 
growth  rate  for  consumer-     l^^^'  "^gOgi" '5'"'™* 

goods  exports  back  into      24%  w.europe  8.9%  10.2% 
double-digit  territory,  as      23       canaoa  4.8  12.4 
well.  Also,  car  exports  have      19  pacific  rim  -  10.1  2.1 
picked  up,  rising  22%  in  the  ,59  23.4 

12  months  ended  in  March 
and  April.  That  strength 
reflects  robust  demand 
from  car  buyers  in  Mexico 
and  Canada,  which  is  help- 
ing to  buoy  the  third-quar- 
ter outlook  for  U.  S.  auto  production. 

Despite  auto  strikes  this  spring,  which  depressed 
overall  orders  and  output  in  manufacturing,  exports 
are  helping  to  keep  orders  on  a  rising  trend.  Although 
bookings  for  durable  goods  fell  0.6%  in  May,  orders 
excluding  transportation  equipment  rose  slightly,  and 
because  of  a  strong  April  increase,  the  quarterly  aver- 
age is  running  well  above  that  of  the  fii'st  quarter. 

THE  LATEST  EXPORT  DATA  are  cheerier  than  econ- 
omists expected  in  late  1996.  Back  then,  the  strength- 
ening dollar  and  the  gloomy  outlooks  for  Europe  and 
Japan  cast  a  pall  over  prospects  for  exports  in  1997. 
However,  growth  in  key  U.  S.  markets  is  now  looking 
decidedly  upbeat,  especially  close  to  home  (table). 

Exports  to  both  Canada  and  Mexico,  which  account 
for  33%  of  U.  S.  goods  shipments,  have  accelerated 
sharply  duiing  the  past  year,  as  have  exports  to  most 
Latin  American  ports.  Mexico's  economy,  rebounding 
from  its  1995  peso  crisis,  grew  5%  last  year,  and  4% 
gi'owth  is  generally  expected  for  1997.  Growth  in  Cana- 
da, also  expected  to  approach  4%  this  year,  is  likely  to 
be  the  fastest  of  the  major  industrialized  countries. 

The  biggest  suq^rise,  however,  is  Europe.  The  British 
economy's  strength  will  last,  and  while  gi'owth  on  the 
Continent  has  been  held  back  by  the  fiscal  restraint  re- 
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quired  for  the  move  toward  a  single  currency,  industrial 
activity  is  picking  up,  as  is  business  investment,  and 
thus  demand  for  capital  goods.  In  the  final  foui*  months 
of  1996,  U.S.  exports  to  Westeni  Eui'ope  had  grown 
only  1%  above  the  year-earlier  level.  But  in  the  first 
four  months  of  1997,  annual  growth  shot  up  to  10.2%. 

The  cun-ent  weak  spots  in  the  export  picture  are 
Japan  and  the  Pacific  Rim  generally,  where  various 
problems  involving  cuirency  weakness,  capital  flight, 
and  banking-system  woes  have  curbed  demand.  U.  S. 
exports  to  Japan  are  actually  falling.  Domestic  demand 
in  Japan  is  currently  stifled  by  a  round  of  higher  taxes, 
as  the  country  tries  to  rein  in  its  past  fiscal  excesses. 

IMPORTS.  HOWEVER.  WILL  REMAIN  the  blight  on 

the  U.  S.  trade  horizon.  Real  exports  may  be  up  a 
stellar  16%  fi'om  a  year  ago,  but  imports  match  that 
pace,  and  they're  about  one-fourth  larger  than  exports. 

Surging  imports  have  a  bright  side,  though.  The 
strongest  anti-inflation  force  at  work  this  past  year 
has  been  import-price  deflation.  The  flood  of  imports, 
which  account  for  one-fourth  of  all  nonoil  goods  bought 
in  the  U.  S.,  has  been  abetted  by  the  dollar's  two-year 
rise.  That  helped  push  nonoil  import  prices  down  by 
3.3%,  and  cheap  imports  deter  U.  S.  producer's  from  hik- 
ing prices.  But  with  the  dollar's  rise  now  over,  those  in- 
flation checks  won't  be  as  strong  in  the  second  half. 

Looking  ahead,  import  gi'owth  will  remain  strong 


JAPAN 


CONSUMERS  SEE  AVER 
TIGHT  JOB  MARKET 


 ' '  ■ 


because  consumers  believe  more  and  more  in  this  e 
pansion's  ability  to  generate  job  opportunities  ai 
bigger  paychecks.  And  that  confidence  is  leading  to 
bounceback  in  household  spending. 

The  Conference  Board's  in- 
dex of  consumer  confidence 
jumped  to  129.6  in  June,  on 
top  of  a  stunning  nine-point 
increase  in  May,  to  127.9.  Con- 
fidence is  at  its  highest  since 
August,  1969.  Although  the 
soaring  stock  market  is  partly 
responsible  for  the  upbeat 
mood,  jobs  seem  to  be  the  pri- 
mary catalyst.  The  Board  re- 
ports that  36%  of  households 
consider  jobs  plentiful,  while  only  16.5%  think  th 
are  hard  to  get  (chart).  Those  two  readings  indies 
that  consumers  think  this  is  the  tightest  labor  marl 
in  28  years. 

The  return  of  the  consumer  will  likely  be  the  keync 
of  the  third-quarter  economic  data.  But  the  changi 
trade  outlook  should  not  be  ignored.  Rising  domes 
demand  means  that  imports — and  their  deflations 
pressures — will  not  go  away.  And  the  sunny  outlook 
exports  means  that  U.  S.  manufacturers  will  be  able 
keep  their  factories  going  full-tiit,  providing  gains 
output  and  payrolls  in  the  second  half. 


JAN  '96 
A  PERCENT 


JUNE  '97 


DATA.  CONFERENCE  BOARD 


BUSINESSES  STILL  SEE  A  FRAIL  RECOVERY  

Japan's  most  comprehensive  and       Construction  companies  have  companies  expected  a  pickup  in 

closely  followed  economic  re-       taken  a  big  hit  because  of  Japan's  the  thu-d-quarter  economy.  That 

port  indicates  that  the  recovery       weak  housing  sector  and  the  cuts  suggests  that  the  Apr.  1  hike  in 

remains  fragile,  especially  for  to  public-works  spending  initiated  the  value-added  tax  is  only  tem- 

small  businesses,  the  country's         by  Tokyo  to  close  the  widening  porarily  hurting  spending, 
major  employers.                          budget  gap.  In  addition,  service  One  reason  for  the  split  in  con- 

The  June  25  Bank  of  companies  including  fidence  reflected  in  the  Tankan  is 

Japan's  quarterly  "^icm*i^r  mirfllniMf      distributors  and  re-  that  exports  of  large  manufactur- 

are  hurting  ers  are  booming,  thanks  to  the 

SENTIMENT  INDEXES 

showed  diverging  out-     lo  -  -  -    '  -  -  -       from  a  weak  con-  weak  yen.  In  May,  exports  surgei| 

looks  from  manufactur-    ^  tmrnmnm^      sumer  sector.  They  a  surprising  20.5%  from  a  year 

ers  and  service  compa-  J^^^^  ^^^'^  being  ago,  while  slow  domestic  demand 

nies.  The  top-fine  squeezed  by  large  meant  that  imports  rose  just  6%. 

sentiment  index  for       -n^-^^-   manufacturers  who  As  a  result,  the  trade  suiplus 

large  manufacturers       -sof*?^-"""'",*'-"-™-'"'-       must  cut  costs  to  soared  to  738  billion  yen  ($6.4  bil 
rose  to  7  from  2  in  the      .95 "  "'    4  "  "'     .9,  "      compete  globally.  Hon)  in  May,  from  229  billion  yen 
first  quarter,  meaning      a  net  percent  reporting  improvement        Preceding  the  a  year  earlier.  The  vast  widening 
optimists  outnumbered       data  bank  of  japan,  business  week        Tankmi  by  about  a  in  the  trade  suiplus  already  has 
those  expecting  growth  to  slow.       week  was  the  Ministry  of  Fi-  spuired  new  trade  tension  be- 
But  the  wonies  of  smaller  non-        nance's  business  sentiment  index  tween  Japan  and  the  U.  S.  That's- 
manufacturers  are  mounting            survey.  The  BSi  showed  a  steep  unlikely  to  go  away,  especially 
(chart).  The  gulf  is  also  evident  in     drop  in  businesses'  view  of  cur-  since  the  Tankan  shows  that  bus 
expectations  for  the  economy  and     rent  economic  conditions.  Howev-  nesses  still  seem  to  see  only  slow 
for  capital  spending  plans.               er,  the  BSi  survey  also  said  that  gi'owth  prospects  at  home. 
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\  BATTERY  DOESN'T 


CARE  WHERE  YOU 


ARE,  WHAT  YOU'RE 


DOING,  OR  IF  YOU 


EVEN  GET  THERE. 


Someone  does.  A  notebook  computer  is 
no  lU'ivdiaii  iin()el  It  is  microchips,  buttons, 
and  batteries  that  don't  knoui  the  ineanini)  of 
the  word  "DELAYED  "  So  ij  you  want  to 
make  sure  your  notebook  keeps  up  with  your 
itineraiy,  talk  to  AST'  We'll  look  ajtcr  you 
with  a  dedicated  support  stajj  that's  available 
around  the  clock  As  well  as  an  optional 
2  1-hour  replacement  service  that  delivers 
anywhere  in  the  United  States*  For  more 
information  about  AST  Ascentia'"  notebooks 
leaiurinij  Intel'  Pentiu m"' processors  uut h 
MMX'^'  technoloijy,  call  1-800-945-2278. 


Ascentia  P 

Expansivf  12  1"  TFT 
display  on  all  syslt:m^ 

Up  to  166  MHz 
liitti  I'cntium  processor 
with  MMX  technology 

n  MB  ol  RAM 
expandable  to  80  MB 
Up  ii>  ?  C.B  removable 
hard  disk  drive 
<  )ptiiinal  port  replicator, 
mini-dock,  or 
nifjtfjrized  full  dock 
Fxtra-lonx  litc 
I. lion  hattcrv 
Up  to  (>4  bil 
(*C_^I  graphics  and 
2  Mli  video  memory 
Intliides  choice  of 
Microsoh"  Windows"'  95 
and  Windfjws  NT"  4  0 


entium 


AST 

COMPUTER 

Working  for  your  bHsmess." 
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News:  Analysis  &  Commentary 


The  tobacco  deal,  under  heavy  fire,  is  likely; 
to  undergo  major  changes.  How  much 
tinkering  can  it  take  before  it  comes  apart? 


It  could  be  the  Settlement  of  the 
Century.  After  three  months  of 
tense,  delicate  negotiations,  a 
group  of  attorneys  general  and 
lawyers  for  Big  Tobacco  have 
struck  a  deal  of  historic  propor- 
tions: The  cigarette  companies  would 
ante  up  $368  billion  over  25  years  to 
settle  lawsuits  against  them,  submit  to 
Food  &  Drug  Administration  regula- 
tion, and  meet  strict  goals  for  reducing 
smoking  in  the  U.S.  By  2022,  tobacco's 
role  in  American  society  would  be  for- 
ever reduced. 

But  don't  I'ewrite  the  histoiy  books 
just  yet.  The  stunning,  68-page  pact 
reached  on  June  20  marks  the  begin- 
ning of  a  new  I'ound  of  bitter,  pi-otract- 
ed  battles.  As  Congi-ess  and  the  Clinton 
Administration  ponder  the  details  and 
test  the  political  winds,  two  questions 
are  emerging:  Can  the  deal  be  im- 
proved? And  how  much  tinkering  can  it 
withstand  before  it  falls  apart? 

The  answers — now  being  voiced  from 


Capitol  Hill  to  the  White  House  to  the 
boardrooms  of  leading  public-health 
groups — are  "yes"  and  "a  lot."  Says 
Frank  J.  Lautenberg  (D-N.J.):  "If  the 
tobacco  companies  think  Congi'ess  is  go- 
ing to  rubber-stamp  this  agreement,  I 
have  one  question  for  them:  'What  are 
you  smoking?' " 

Indeed,  as  people  who  weren't  in  on 
the  deal  read  the  fine  print,  a  growing 
consensus  is  forming  that  it  doesn't  go 
nearly  far  enough  in  regulating  the  in- 
dustry and  cutting  smoking  in  America. 


On  June  25,  a  pi-eliminary  report 
released  by  a  high-powered  advis 
committee  chaired  by  former  FDA  c 
David  A.  Kessler  and  former  Sur^ 
General  C.  Everett  Koop  outlining  ; 
en  major  objections  to  the  propd 
deal.  The  Administration's  initial  ( 
elusion  is  that  key  provisions  ar-e  w:.i 
ing,  and  President  Clinton's  advisers  le- 
lieve  the  companies  can  be  pushetita 
accept  harsher  conditions  and  penalty 

That's  not  good  news  for  tohacci  > 
ecs,  who  are  already  pleading  hard; 


I   Senior  Clinton  aides  expect  some 
form  of  legislation  to  be  enacted- 

 but  they  say  he  won't  sign  a  pact 

that  is  shunned  by  the  health  community 
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Lhe  current  proposal.  Indeed,  as 
essler-Koop  panel  outlined  their 
■ns,  Philip  Morris  Cos.'  stock  price 
51,  to  43Xi;  a  share. 
1,  there  are  plenty  of  reasons  to 
e  that  a  tobacco  deal — in  some 
-will  survive.  Most  players  in  this 

have  compelling  reasons  to  want 
cord  enacted  by  Congress.  For 
:uered  companies,  it  means  an  end 

dark  cloud  of  litigation  hanging 
heir  heads — and  a  chance  to  rein- 

themselves  (page  36).  That 
ict  has  lifted  tobacco  stocks  since 
Iks  began. 

!  Wliite  House  has  a  lot  invested 
ling  in  tobacco,  too.  The  Adminis- 
n  may  have  reservations  about 
details  of  the  proposal,  but  Presi- 
Illinton  badly  wants  the  kudos  for 
ng  a  battle  against  tobacco — and 
smoking — that  his  Administration 
ted.  "We're  determined  to  make 
hat  something  good  comes  out  of 
v^hole  effort,"  says  White  House 


After  the  Smoke  Clears 

How  Health  Groups  Hope  to  Change  the  Terms 


PRICE 


NICOTINE 
REGULATION 


MARKETING 
RESTRICTIONS 


PUNITIVE 
DAMAGES 


ANNUAL 
PAYMENTS 


SETTLEMENT  TERMS 

Cost  per  pack  would  jump  by 
more  than  500  to  offset 
industry's  settlement  costs. 
No  new  taxes  imposed. 

FDA  must  jump  through 
formidable  new  legal  hoops 
to  regulate  nicotine  now-and 
wait  12  years  to  ban  it. 

No  more  ads  outdoors  or 
on  the  Internet,  or  product 
placement  in  movies  or 
TV  shows.  A  ban  on  human 
or  cartoon  figures  in  ads. 

In  return  for  a  ban  on 
punitive  damages, 
the  industry  will  pay 
$60  billion. 


Proponents  claim 
the  industry 
will  fork  out 
$368  billion  over 
the  next  25  years. 


HEALTH  ADVOCATES' 
POSITION 

Suggesting  a  $2-per-pack 
price  increase  through 
a  combination  of  taxes 
and  other  means. 

FDA  should  retain  current 
power  to  regulate  nicotine 
levels,  as  well  as  all  of  its 
current  regulatory  authority. 

A  total  ban  0^  f%, 
on  cigarette  '^'^'^^ 
marketing   j^J|J^^^  mik 

^       ^.  .        KESSLER  AND 

advertismg.  koop  confer 


Victims  of  smoking 
should  surrender  none  of 
their  rights  to  sue  for 
punitive  damages. 

Most  take  no  position,  but 
some  attor- 
neys general 
want  higher 
payments. 


Domestic  Policy  Council  Chairman 
Bruce  Reed,  who's  co-heading  the  Ad- 
ministration's review  of  the  settlement 
with  Health  Secretary  Donna  E.  Sha- 
lala.  Even  the  most  vocal  tobacco  foes  in 
Congress  are  trying  to  find  something  to 
like  in  the  deal  as  it  has  been  proposed. 
"There  are  a  lot  of  good  things  in  the 
settlement,"  says  Representative  Hemy 
A.  Waxman  (D-CaHf.),  a  leading  anti- 
smoking  lawmaker 

LAWYER  WINDFALL.  There  are  other 
forces  pushing  for  a  deal.  States  stand 
to  get  bilUons  of  dollars  in  tobacco-in- 
dustry payments  if  the  deal  stands  as  is. 
And  the  powerful  trial  lawyers  would 
get  the  largest  fees  in  history  to  settle 
the  class-action  suits  against  the  com- 
panies. "Wall  Street,  the  President,  the 
attorneys  general,  and  the  cigarette 
companies  all  want  a  deal,"  worries  Ju- 
lia Carol,  co-director  of  Americans  for 
Nonsmokers'  Rights,  a  vocal  critic  of 
the  deal.  "Those  are  some  pretty  damn 
powerful  forces." 


ATTORNEYS  GENERAL 
AT  THE  ANNOUNCEMENT 


And  the 
health  advo- 
cates have 
reason  to  bend,  not  break,  the  agree- 
ment. With  a  settlement,  the  pubhc- 
health  community  would  get  more 
weapons  in  the  war  against  smoking 
than  they  dared  dream  of  a  few  short 
months  ago.  "It  would  be  a  shame  right 
now  if  the  settlement  was  condemned 
and  dismissed  without  the  opportunity 
to  work  with  all  sides  to  get  the  best 
agreement,"  says  Marilyn  Hunn,  chair- 
man of  the  board  of  directors  of  the 
American  Heart  Assn. 

How  will  a  deal  emerge?  Part  of  the 
answer  depends  on  how  skillfully  the 
anti-smoking  and  public-health  forces 
play  their  hand.  Many  prominent  play- 
ers, including  Matthew  Myers  of  the 
National  Center  for  Tobacco-Free  Kids, 
who  was  the  top  pubUc-health  advocate 
in  the  negotiations,  ai'e  also  members  of 
the  Kessler-Koop  gi'oup.  But  a  strong 
faction  in  the  health  community  contin- 
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Tobacco's  supporters  recoj 
nize  the  clout  of  Kessler  ar 
Koop.  "This  will  never  see  \i 
light  of  day,"  says  a  key  GOl 


Hill  staffer  "Either  it  dies  up  here  or  it  g( 
so  changed  it  won't  be  recognizable" 

HEALTH  SECRETARY  SHALALA  (ABOVE)  AND  DOMESTIC  POLICY  CHIEF  REED 
ARE  LEADING  A  TEAM  THAT  IS  REVIEWING  THE  DEAL  FOR  THE  WHITE  HOUSE 


ues  to  oppose  any  settlement  at  all.  Ac- 
tivists such  as  Roman  Bowser,  executive 
vice-president  of  American  Heart's  Cal- 
ifornia affiliate,  argue  that  they're  win- 
ning the  fight  against  tobacco  already — 
and  don't  need  a  settlement  with 
loopholes  the  industry  can  exploit. 

Even  tobacco's  supporters  in  Con- 
gress are  conceding  that  opposition  by 
the  likes  of  Kessler  and  Koop  means 
that  the  deal  in  its  current  form,  cannot 
work.  "This  will  never  see  the  hght  of 
day,"  says  a  key  GOP  Hill  staffer  "Either 
it  dies  up  here,  or  it  gets  so  changed  it 
won't  be  recognizable." 

So  what  are  the  most  likely  changes? 
For  starters,  fda  regulation.  The  accord 
gives  the  agency  the  power  to  regulate 
nicotine  and  other  ingredients  in  ciga- 
rettes— though  the  agency  can't  ehmi- 
nate  the  drug  entirely  for  the  next  12 
years.  But  the  language  of  the  settle- 
ment makes  it  almost  impossible  for  the 


agency  to  do  its  job.  Before  it  can  regu- 
late nicotine,  the  FDA  would  have  to 
prove  that  cutting  nicotine  levels  will  re- 
duce the  health  risks  of  smoking,  that 
such  steps  are  technologically  possible, 
and  that  the  result  won't  be  a  black  mar- 


ket. The  deal  also  requires  the  fda 
all  this  using  a  cumbersome  rule-n 
procedure  that  takes  years  to  com 
FDA  officials  have  been  asked  i 
comment  until  the  team  led  by  S 
and  Reed  finish  their  review  in  a  i 


HOW  BADLY  IS  LIGGEH  GEHING  BURNED? 


In  March,  Mississippi  Attorney  Gen-  ed  that,  and  at  every  meeting  they  op-  ment:  "We  can't  agree  to  thi 

eral  Michael  Moore  and  21  of  his  col-  posed  it,"  said  Moore.  "As  you  can  deal  because  it  puts  us  out  i 

leagues  struck  a  bargain  with  Ben-  imagine,  he  has  made  them  very  mad."  ness."  Liggett's  already  on  t 

nett  S.  LeBow,  chairman  of  the  parent        LeBow  sent  a  letter  to  more  than  20  If  it  can't  restructure  $145  n 

of  tiny  tobacco  company  Liggett  Group  attorneys  general  on  June  24  saying  he  debt  due  in  1998  and  1999,  ii 

Inc.:  If  he  turned  over  long-sought,  po-  was  "outraged"  by  the  terms  of  the  could  face  bankruptcy.  Mean 

tentially  incriminating  documents  on  global  tobacco  deal  and  its  failure  to  Liggett  is  still  battling  othe) 

the  cigarette  industry,  they  would  cut  protect  Liggett's  original  settlement.  companies  in  court  over  the 

him  a  deal.  LeBow  provided  fodder  Says  Marc  E.  Kasowitz,  the  attorney  of  documents  it  promised  in 

that  helped  bring  Big  Tobacco  to  the  who  represented  Liggett  in  its  settle-  deal,  when  it  waived  some  o 
bargaining  table.  attorney 
Now,  industry  leaders                                   TllffPFPrif  FJPfllQ  privilege 
have  signed  a  historic                                      jL/lilVyldlL  lyCdlo  propose( 

agreement  with  40  state  ^^^^^^^^^^^^^^H^^7*miT(TcT?7T(TiT^^^^^^^^^^^^^^H    i^^nt  dui 

tomeys  general.  And  ^^^^^^^^^^^^^^^^^ui^i^s^xjaMA^J^^^^^^^^^^^^^^^m    qujj-e  th: 

LeBow?  His  deal  seems  to       Liggett  must  pay  25%  of  pretax  earnings  over  25  years.  tobacco  < 

begomg  upinsmoke.  lt  Cigarette  packages  must  carry  a  warning  that  smoking  is  addictive.  u 

turns  out  that  while  the  cig-   1  —  ?  ^   it  had  a 

arette  companies  were  ne-  Must  turn  over  documents  that  v^^ill  help  in  lawsuits  against  the  in  Marcl 

gotiating  with  the  AGs,  they  cigarette  industry;  waives  attorney-client  privilege.  agreed  t 

found  a  way  to  get  even  Bennett  LeBow  agreed  to  make  a  personal  declaration  that  smoking  ^^f^' 

witn  i.et>ow  iNow,  ^^^^g^  ^      ^^^^^^       ^^^^  cigarette  companies  do  market  to  youths.  ''^^^ 

Liggett — with  less  than  2%  or-  years  ini 

of  market  share — stands  to  ^^^^^^^^^^pyT^^-Ji]^i^^^lpyffiy^^?^^^f^n|^7ITjyy^^^^^^^^^^J  not  a  bi). 

fare  the  worst  among  tobac-  consider 

CO  companies.  Signing  tobacco  companies  will  pay  $368.5  billion  over  25  years.  Liggett■^ 

Time  and  again,  the  to-  Non-participating  manufacturers  must  reserve  in  escrow  fund  150%  zip  in  19 

bacco  firms  rejected  en-  0^  share  of  annua  I  payment.   the  June 

treaties  to  exempt  Liggett  ah  cigarette  and  smokeless  tobacco  packages  must  carry  blunt  ment,  Li. 

from  the  financial  assess-  warnings  about  health  effects.  would  p; 

ments  based  on  market    ing  to  it; 

share,  which  make  up  the  Documents  that  would  have  been  revealed  through  litigation  will  be  share.  E 

$368.5  billi.m  industry  pay-  Publ icj  no  waiver  of  attorney-cl  i^ent  privilege.   less  thai 

ment  over  2  )  years  in  the       Tobacco  companies  acknowledge  the  dangers  of  tobacco.  share,  tl 

proposed  settlement.  "At  amounts 
every  meeting  we  demand-  milUon— 
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ir  so.  But  privately,  they're  aghast.  The 
(revisions  that  tie  the  agency's  hands, 
hey  contend,  are  evidence  of  how  the 
ittomeys  general  got  snookered  by  to- 
•acco  lavvyers.  The  White  House  has 
Jready  gotten  the  message.  One  of  the 
;ey  questions,  says  Reed,  "is  the  fda's 
tbility  to  do  its  job." 

Another  area  where  the  White  House 
jid  congressional  public-health  defend- 
rs  are  expected  to  demand  changes  in- 
olves  the  goals  for  cutting  youth  smok- 
ng — and  the  penalties  assessed  to 
oinpanies  for  not  meeting  them.  The 
leal  calls  for  a  30%  reduction  in  kids' 
moking  in  five  years  and  60%  in  10 
'ears.  Companies  get  hit  with  an  $80 
nilHon  penalty  for  every  percentage 
loint  short  of  the  goal.  But  the  industry 
an  get  much  of  that  back  if  it  shows 
good  faith"  efforts  in  meeting  the  goal. 
Even  provisions  that  purport  to  be 
;ood,  such  as  this  penalty  thing,  come 


with  ridiculous  conditions,"  fumes  an 
Administration  official.  That's  why  the 
Kessler-Koop  panel  is  insisting  on  a  15% 
cut  by  the  second  year,  increasing  to 
65%  by  year  10.  It  also  wants  far  larger 
penalties  that  the  industry  can't  avoid. 
DIRTY  SECRETS.  Meanwhile,  a  group  of 
renegade  state  attorneys  general  is  also 
clamoring  for  changes.  Their  leader, 
Minnesota's  Hubert  H.  Humphrey  III, 
has  a  list  of  objections  that  include  the 
deal's  provisions  for  keeping  industry 
documents  secret,  for  Umits  on  industry 
liability,  and  the  terms  of  the  financial 
payout.  "The  money  does  not  cover  the 
harm  that  this  industry  has  done,"  he 
argues.  Douglas  Blanke,  one  of 
Humphrey's  assistant  attorneys  gener- 
al, says  disclosing  industry  documents 
would  bolster  public-health  advocates' 
arguments  for  a  tougher  deal.  "Are 
there  smoking  guns  in  there?  There 
are  smoking  howitzers,"  he  says. 


How  far  will  the  industry  bend  to 
satisfy  all  these  new  demands?  Despite 
repeated  requests  for  comment,  compa- 
ny execs  are  remaining  mum.  But  T. 
Rowe  Price  Associates  Inc.  analyst 
Arthur  B.  Cecil  is  pessimistic  about  the 
industry's  chances  of  getting  a  settle- 
ment without  paying  a  steeper  price. 
"I  think  it's  just  going  to  get  worse  for 
them,"  he  says. 

He  may  be  right.  Early  indications 
are  that  the  industry  will  have  to  cough 
up  more  concessions  to  get  this  deal 
past  Chnton  and  Congress.  But  having 
gone  this  far,  it  may  be  a  cost  Big  To- 
bacco is  willing  to  pay  to  remain  a 
part — albeit  a  diminished  part — of  the 
American  scene. 

By  John  Carey  in  Washington  and 
Mike  France  in  Neiv  York,  with 
Richard  S.  Dunham  and  Amy  Bomts 
in  Washington,  and  David  Greising  in 
Atlanta 


ium  given  its  financial  state.  In 
ter,  LeBow  complained  that  oth- 
acco  companies  "would  see  their 
prices  skyrocket,  while  Liggett, 
mpany  that  got  them  to  the 
would  be  ruined." 
uncertain  whether  Liggett  will 
je  allowed  to  participate  in  the 
nent.  For  those  shut-out  compa- 
)|  here  is  a  penalty  clause,  requir- 
em  to  abide  by  the  settlement's 
marketing  restrictions  and  still 
lefty  escrow  payments  over  35 
Since  Liggett  has  already 
I  an  agreement  with  similar  re- 
ons,  Kasowitz  doesn't  think  the 
iny  should  agree  to  another. 
i  going  to  take  all  steps  neces- 
o  ensure  that  Liggett's  binding 
tctual  agreement  is  protected," 
Casowitz,  who  accuses  the  AGs  of 
;  to  protect  the  whistleblower 
lelped  make  their  case. 
CRRING."  The  attorneys  generals 
ley  had  only  agreed  to  use  "best 
i"  to  make  sure  that  the  March 
7as  upheld.  Moore  still  praises 
ff  for  his  "courage"  and  says  the 
leys  generals  will  try  to  help 
tt  in  Congress.  The  company, 
vhile,  has  hired  its  own  lobbyist 
ad  its  case. 

!  problem  for  Liggett  is  that  com- 
rs  and  anti-tobacco  forces  don't 
to  see  it  get  a  different  deal — one 
rould  allow  it  to  sell  cigarettes  for 
lan  its  competitoi-s.  That  could 
mine  the  goal  of  reducing  youth 
ng,  for  example.  Kasowitz  con- 
that  argument  is  a  "red  herring." 

-  


Of  course,  whatever  tiny  Liggett 
pays  looks  like  a  pittance  compared 
with  the  numbers  being  kicked  around 
for  the  majors.  The  current  formula 
has  Philip  Morris  Cos.  shouldering 
about  $7  billion  of  the  initial  $10  biUion 
payout.  That's  about  $4  biUion  after 
taxes,  says  Smith  Barney  Inc.  analyst 
Martin  Feldman.  He  estimates  that 
Philip  Morris'  operating  profit 
from  domestic  tobacco  will 
drop  9.5%  in  1998  and  10.8% 
in  1999,  from  1997  esti- 
mates. Operating  profit 
for  RJR  Nabisco's  do- 
mestic tobacco  op- 
erations may  fall 
15%  in  1998 
and  16.7% 
in  1999, 
he 
says 


LeBOW 
With  less  than 
2/0  of  market 
share,  Liggett  stands 
to  fare  the  worst  among 
tobacco  companies  in  the 
proposed  settlement 


No  U.  S.  tobacco  company  has  a 
clear  picture  of  post-deal  profits  yet. 
Feldman  predicts  a  rise  in  prices  to 
$2.50  a  pack  from  $1.95,  leading  to  a 
10%  drop  in  consumption  the  first  year. 
But  the  settlement  costs  are  tax-de- 
ductible business  expenses.  Sanford  C. 
Bernstein  &  Co.  analyst  Gary  Black 
says:  "From  a  p&l  standpoint,  it's  a 
wash.  The  settlement  will  be  paid  by 
price  increases,  so  there  is  no  real 
impact." 

But  there  are  benefits.  Tobac- 
co-industry litigation  expens- 
es will  drop,  for  instance, 
from  the  current  $600 
million  a  year.  In  the 
end,  investors  and 
industry  execu- 
tives say,  the 
biggest  plus 
would  be 
simply 
re- 
mov- 
ing 
the  un- 
certainty 
over  the  fu- 
ture of  the  to- 
bacco business  in 
the  U.S.  At  this 
point  however,  that 
doesn't  apply  to  the  com- 
pany that  helped  set  the 
deal  in  motion.  Liggett's  legal 
battles  may  be  just  beginning. 
By  Gail  DeGeorge  in  Miami  and 
Lori  Bongiomo  in  New  York,  with 
bureau  reports 
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COMMENTARY 


By  Paul  Raeburn 


 AN  UNHEALTHY  DEAL  WITH  BIG  TOBACCO 

After  years  of  taking  aim  at  the  will  be  less  interested  in  givebacks  tion  of  antismoking  measures,  says 
tobacco  Goliath,  public-health        to  the  industry,"  Blanke  says.  Michael  P.  Eriksen,  director  of  the 

researchers  have  a  pretty  good  These  loopholes  could  disappear  as  Surgeon  General's  Office  on  Smoking 
idea  how  to  curb  smoking.  Unfortu-  Congress  turns  the  proposed  settle-  &  Health  fosH).  They  included  work- 
nately,  lawyers  don't.  ment  into  law.  In  the  meantime,  place  and  community  education  pro- 

That's  the  conclusion  many  public-     however,  legislators  should  focus  on      grams,  public  antismoking  campaigns, 
health  experts  are  coming  to  after        how  they  can  really  improve  pubhc       and  restrictions  on  access  to  tobacco, 
examining  the  fine  print  in  the  tobac-    health.  We  now  know  which  mea-         Another  key  was  public  approval,  as 
CO  deal  announced  on  June  20.  Most      sures  work  and  which  don't.  For  ex-      expressed  by  passage  of  referendums 
of  them  were  not  included  in  the  ne-     ample,  in  the  early  1990s,  California      to  boost  the  taxes, 
gotiations,  and  they  are  EDUCATION.  Some  soUd 

now  taking  a  hard  look  tFrklr\i"nff  Qm  rvlz^iT'C  Oni'f  antismoking  measures 

at  the  bottom  line:  llcipillg  kJlllUKci  l!>  V^Ull  are  included  in  the  pro- 

What  does  the  deal  ^^^^^BlMi  •<  msum  i  •      '^^Kf*^  ^  posed  settlement.  "It 

mean  for  public  health?  "^^^wtI^^      *J//f^^^M.     ^^^Kl  ■       A  certainly  is  good  to  get 

The  answer  seems  to  ^»  I,  ,         ^^IH^^^*^^  m--Am     \  tobacco  out  of  sporting 

be:  not  much.  -jB  — *  *i-  ^^Hj^V  *'''*i^*^HB*^^'TKiBB?        events  and  off  bill- 

"It's  a  pretty  clear  jP^*^    fil^^^^P^'^^  flf  "  V^^B        boards,"  says  John  R. 

victory  for  the  tobacco         ^'^^"-■iJL  m  '  jm'^f^       ^         ''^l^^^        Garrison,  ceo  of  the 

companies,"  says  Stan-         |BI|L~^  W^'*^'^^"  "^M^a         American  Lung  Assn., 

ton  A.  Glantz,  a  cardi-  ^pr*"  -  ■  ^  » ^  '       ^^KVri        although  he  rejects  the 

ology  researcher  and  |gi  mmT^  VKr  settlement  overall.  Dud- 

at  the  University  of             '"^M                                '^s^  vice-president  of  the 
California  at  San  Fran-                  j    lit     j^H^^^                     100^Jk  American  Heart  Assn., 
Cisco.  He  cites  two                      M    i  \                 "    "*^^^Br       M^y^"**^-  likes  the  curbs  on  mar- 
worrisome  provisions  in        ^^^nl^      m.  ^^^^K.  ^      "^^k  keting  to  teens,  the 
the  deal  as  proposed:           ffiHI^^           ^^HH^^^     ^  anti-tobacco  education 
The  industry  put  po-            ^^Btm^     -           ^^^'^^^^---sfesii^  i  campaign,  and  hmits  on 
tentially  insiuTnoimt-  ^^^^^^^^^^^^^^^^^^    ^^^^^^^^^^^^^^^^^^  secondhand  smoke — but 
able  roadblocks  in  the  B^W^Il  F:^  A\^L>]  'A  [^K^^^M    jj^^^Q^I^QJQI^^JSH  objects  to  tying  the 
way  of  KDA  regulation  fda's  hands, 
of  nicotine  and  won  the  SMOKE-FREE  WORK  AREAS  AND         AD  BANS  The  industry  currently  important,  while 
right  to  keep  secret  PUBLIC  PLACES  One  of  the  most    has  too  many  ways  of  evaluating  the  deal,  to 
millions  of  pages  of  powerful  steps  to  encourage      circumventing  them    remember  tobacco's  toll. 

documents.  quittmg   PENALIZING  MrNORSyOR  ^'""'^f  ^^f" 

"FRAUD."  In  a  court  de-     ..,Tic..ni/iii«  .nr  a  ^         i.  niinnu.ciur  xin.nrTTrc- erage  of  430,700  Amen- 

cision  in  North  Cai'oU-      ANTISMOKING  ADS  Ads  must  PURCHASING  CIGAREHES  Doesn  t     ^J^^^^  ^^^^ 

na  earher  this  year,  the     fo^us  on  mdustry  attacks  and    overcome  the  allure  of  adver-     1999  to  1994.  Smoking 
FDA  won  blanket  au-         adult  role  models  _^"^_°^_^A^P'?.'^°*J°"^__    causes  heart  disease 

thority  to  regulate  LARGE  TAX  HIKES  Increases  of        INDIVIDUAL  SMOKING  CESSATION        and  cancer  of  the  lung, 

mcotme.  But  the  settle-       ^     <to  ddiipoauc  u^ir,f,,i      ^^rr,^  larynx,  mouth,  esopha- 

,  up  to  $2  a  pack  are  needed      PROGRAMS  Helpful  to  some,   ;      ,  .  i,j  J  „  „„j 

ment  puts  such  severe      ^                         ,  u  ^     x  u      «  ^  gus,  and  bladder,  and 
Hmits  on  that  authority     t°  discourage  smokmg,  espe-     but  not  worth  a  b'8_^Jf°^. _ _ _    contributes  to  other  ail- 
that  the  FDA  might           c[aNy  among  teens                   FEDERAL  ANTISMOKING  PROGRAMS      ments  in  smokers  and 

never  be  able  to  act.        REGULATING  NICOTINE  Reduces       Easily  blocked  by  the  "^o^T'^f'^/^^- „ 

"Whoever  controls  nico-    ^^e  addictive  potential  of  industry;  local  efforts  more         v,^?''/^t  J"  ^ 

tme  wms,"  says  Doug-       pjpa.pttpc  pffprtivp  short  of  what s  needed 

las  Blanke,  an  assistant     ^'^^'f^Lieb  eiieuuve  counter  those  threats, 

attorney  general  in  Minnesota.  and  Massachusetts  each  raised  ciga-      For  proof,  look  at  how  the  stock  mar- 

The  deal  also  aims  to  block  release  rette  taxes  250  per  pack  and  put  the  ket  has  embraced  the  deal.  Investors 
of  30  million  pages  of  internal  docu-  money  toward  tobacco  control  and  have  bid  up  tobacco  shares,  assuming 
ments  in  Minnesota  alone — docu-  health  education.  From  1992  to  1996,     the  industry  will  continue  to  thrive, 

ments  that  could  turn  pubhc  opinion      per  capita  consumption  of  cigarettes      That  is  a  sign  that  the  deal  is  bad  for 
even  further  against  tobacco  compa-      dropped  by  an  average  of  19.7%  in       public  health, 
nies.  "When  the  full  extent  of  the         Massachusetts  and  15.8%  in  Califor- 

fi-aud  and  conspiracy  is  generally  nia,  vs.  6.1%  in  the  other  48  states.  Raebiim  is  BUSINESS  week's  senior 

knowm,  the  public  and  the  Congress         The  success  was  due  to  a  combina-    editor  for  science  and  technology. 
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E  ENVIRONMENT 


LOBAL  WARMING: 
IE  HEAT'S  ON  BILL 

nton  searches  for  a  middle  ground  where  there  may  be  none 


uring  the  1992  campaign,  Bill  Clin- 
'ton  and  Al  Gore  vowed  to  have 
the  most  environmentally  friend- 
dministration  in  history.  Five  years 
r,  after  pledging  to  lead  the  world 
he  fight  against  global  warming, 
Administration  has  gotten  cold  feet. 
I  June  26  address  to  the  second 
J.  Earth  Summit,  Chnton  planned 
uck  setting  specific  targets  for  re- 
ng  greenhouse  gases  in  the  U.  S., 
igh  he  has  to  set  a  number  by  De- 
ber.  His  dithering  has  prompted 
opean  leaders  to  cry  foul.  In  his 
U.  N.  speech,  British  Prime  Min- 
*  Tony  Blair  warned:  "No  country 
opt  out  of  global  warming  or  fence 
s  own  private  climate." 
fhy  are  Clinton  and  Gore  dawdling 
n  issue  they  once  championed?  In  a 
d:  politics.  Privately,  the  Adminis- 
ion  worries  that  the  cost  of  crack- 
down on  emissions 
be  greater  than 
ness,  labor,  Con- 
s,  and  the  pubhc  are 
ing  to  pay.  "Unless 
move  slowly  and  ed- 
e  the  American  pub- 
there  could  be  a 
3  backlash,"  says  an 
ninistration  official, 
one  wants  to  put 
President  in  that 
tion." 

GETS  LOOMING.  The 

ton  Administration 
yet  to  release  its 
ysis  of  the  costs  of 
■ting  an  unofficial 
Id  goal  of  at  least 
lilizing  emissions  at 
)  levels  by  2010.  But 
raft  of  the  report 
lined  by  business 
;k  spells  out  the 
ainistration's  math 
le).  While  the  overall 
act  on  the  U.  S. 
lomy  would  be  negli- 
e,  the  energy  sector 
lid  be  hit  hard:  By 
),  coal  prices  would 
e  than  triple,  to  $80 
)n.  Gasoline  at  the 
ip  would  jump  26(Z  a 
on,  to  $1.54  a  gallon. 


H  > 
m  " 

.     IT    »     »  j 

'  mm  *  '  ; 

HOW  CLINTON 
CALCULATES 
THE  COST  OF 
COMPLIANCE 

hi  an  early  White 
House  draft,  here's 
the  price  tag  for 
cutting  greenhouse- 
gas  emissions  to 
1990  levels  by  2010: 


HIGHER  GAS  PRICES 


The  retail  price  of 
gasoline  would  rise 
about  26<f  a  gallon. 


SOARING  COAL  COSTS 


Coal  prices,  which  are 
now  $27  a  ton,  would 
triple,  to  $80. 


A  NICKED  GDP 


The  added  costs  would 
slow  economic  growth 
slightly,  lowering  gross 
domestic  product  in 
2010  by  0.15%. 

DATA:  CLINTON  ADMINISTRATION 
INTERAGENCY  ANALYTICAL  TEAM 


BENXI,  CHINA:  A  "discernible 
human  influence"  on  climate 


But  time  is  running 
out  for  the  Administra- 
tion. The  U.  S. — which 
alone  emits  20%  of  the 
world's  greenhouse  gas- 
es— will  be  faced  with 
specific  emission  targets 
in  December,  when  rep- 
resentatives from  167  in- 
dustrialized countries 
meet  in  Kyoto  to  forge 
a  binding  plan  to 
counter  global  warming. 
European  governments 
are  pushing  to  reduce 
emissions  by  2010  to 
15%  below  1990  levels, 
but  the  Clintonites  con- 
sider that  goal  unrealis- 
tic. Their  position  is  not 


vastly  different  from  the  stance  as- 
sumed by  Clinton's  predecessor,  George 
Bush,  who  refused  to  sign  a  similar 
greenhouse  treaty  in  Rio  de  Janeiro 
five  years  ago. 

Since  then,  scientific  evidence  of  the 
gi'eenhouse  effect  has  been  pihng  up.  A 
1995  report  by  the  U.  N.'s  Intergov- 
ernmental Panel  on  Climate  Change 
found  that  "the  balance  of  evidence 
suggests  that  there  is  a  discernible  hu- 
man influence  on  global  ch- 
mate."  The  scientists,  who 
called  for  immediate  action, 
predicted  that  the  atmos- 
phere would  warm  by  1.8  to 
6.3  degrees  Fahrenheit  by 
2100.  That  could  cause  dis- 
astrous flooding,  food  short- 
ages, and  extinction  of  plant 
and  animal  species.  That 
prospect  has  even  some 
liusiness  leaders  concerned 
by  the  Administration's  waf- 
fling. "It's  frightening  that 
this  is  being  handled  like  a 
regular  political  issue," 
warns  Paul  H.  O'Neill,  chair- 
man and  ('Ko  of  Aluminum 
( '().  of  America. 
WANNA  TRADE?  Chnton,  who 
faces  far  more  business  lead- 
ers who  oppose  any  emission 
treaty,  is  trying  to  broker 
an  alternate  deal.  Under  his 
strategy,  companies  in  in- 
dustrialized nations  would 
buy  and  sell  "carbon  reduc- 
tions." Like  the  pollution 
credits  that  are  already  trad- 
ed in  the  U.  S.,  they  would 
allow  a  country  whose  emis- 
sions exceed  its  ceilings  to 
buy  rights  from  countries 
whose  emissions  are  below 
their  limits. 

The  Administration  claims 
this  could  produce  big  sav- 
ings:  Without  a  trading 
scheme,  it  says,  the  cost  of  reducing  a 
ton  of  carbon  would  be  $100,  but  the 
price  falls  to  $56  per  ton  if  the  U.  S. 
trades  with  industrialized  countries.  The 
credits  allow  the  U.  S.  to  avoid  the 
drastic  emission  cuts.  But  the  plan  is 
being  met  viith  skepticism  abroad  since 
it  would  allow  industrial  nations  to  con- 
tinue polluting  at  unacceptable  levels. 

Environmentalists  still  want  the  U.  S. 
to  show  leadership  on  the  issue.  "Clinton 
needs  to  stand  up  to  special  interests — 
expend  a  httle  political  capital  and  do 
the  right  thing,"  says  Daniel  Lashof  of 
the  Natural  Resouix-es  Defense  Council. 
Ultimately,  whatever  Clinton  decides  to 
do  about  global  warming,  he's  likely  to 
get  the  cold  shoulder. 

By  Mary  Beth  Regan,  with  Amy 
Borrus  in  Washington 
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NEW  TALENT 

Dodge  Durango  could 
be  a  strong  contender 


DETROIT 


MORE  THAN  A  SPEED  BUMP 
AT  CHRYSLER? 

Probably  not.  But  as  sales  slip,  CEO  Eaton  is  taking  no  chances 


The  second  quarter  of  1997  will  not 
be  one  that  Chrysler  Chairman 
Robert  J.  Eaton  will  remember 
fondly.  Sales  dropped  11%  in  April  and 
17%  in  May.  Analysts  predict  as  much  as 
a  10%  dip  in  June.  The  company's  U.  S. 
market  share  slipped  to  14.6%  in  May, 
from  16.5%<  a  year  earlier.  Because  of  a 
month-long  engine-plant  strike  and  slow 
sales,  Chiysler's  second-quarter  profits 
will  be  about  $500  million — half  of  what 
it  earned  the  same  time  last  year. 

Without  a  doubt,  the  hottest  auto 
maker  in  Detroit  has  hit  a  speed  bump. 
After  smashing  several  sales  and  profit 
records  since  late 
1995,  Chrysler  has 
lost  its  Midas  touch. 
Even  its  most  popu- 
lar vehicles — Ram 
pickups.  Dodge  mini- 
vans,  and  Jeep 
Grand  Cherokees — are  slipping 
Rams  are  in  an  outright  slump. 
Eaton,  who  is  downbeat  about  the 
U.  S.  market,  is  not  expecting  a  quick 
recovery,  despite  high  hopes  for  new 
models.  "The  market  out  there  is  not  as 
sti'ong  as  even  the  numbei's  would  indi- 
cate," he  says. 

As  a  result,  Eaton  is  falling  back  on 
Chrysler's  cost-cutting  skills,  ordering 
$1  billion  in  cuts.  He  laid  on  a  hiring 
freeze  and  told  Chiysler  executives  to 
reevaluate  every  expense  that  doesn't 
affect  product  quality.  Chrysler's  future 
pi-oduct  plans  are  undergoing  more 
sci-utiny  than  ever,  with  two  anticipated 
new  models — the  Jeep  Dakar  sport  util- 


ity vehicle  and  the  Dodge  Copperhead — 
still  under  review  by  top  management. 

Chrysler  execs  concede  that  last 
year's  record-breaking  run  led  to  a  bit 
of  complacency.  Budgets  were  stretched 
with  new  hii*es,  outside  consultants,  and 
inflated  travel  expenses.  "Everybody 
starts  saying  'yes'  to  marginal  things 

FALLING  BEHIND 
LAST  YEAR'S  PACE 

Sales  of  Chrysler  cars  and  trucks 


AGING  MODEL 

Dodge  Ram 
lost  sales 
to  Ford 


MAR         APR  MAY 
DAIA  WARD  'S  AUTOMOTM  REPORTS 


they  wouldn't 
'yes'  to  in  margi 
times,"  says 
Chiysler  official. 
Chrysler's  m 
difficult  problem  is  a  lack  of  new  pr 
ucts.  "Some  of  the  models  are  just  ^ 
ting  older,"  says  James  M.  Mclneme, 
Dodge  dealer  in  subui'ban  Detroit. 
Ram,  which  faced  supply  problems 
cause  of  the  engine-plant  strike, 
sales  to  the  newer  F-Series  pickup  ft 
Ford  Motor  Co.  Stalwarts  such  as 
Grand  Cherokee — which  gets  redesig 
next  year — now  seem  passe  compa 
with  newer  sport  utility  vehicles  fi 
Ford,  Toyota,  and  Honda. 
"RECESsioN  MODE."  Chiysler's  big^ 
weakness  is  in  passenger  cars,  wh 
Japanese   rivals   are  strongest 
Cluysler's  share  is  less  than  10%.  E 
rebates  have  not  spuiTed  sales  of  its 
model  sedans — Chiysler  Cinns,  Do 
Stratus,  and  Plymouth  Breeze.  The  s 
compact  Neon  is  also  underijerformii 
The  Chrysler  lineup  will  get  sc 
new  talent  tliis  fall:  redesigned  Chiy 
Concorde  and  Dodge  Intrepid  sed 
and  a  new  Dodge  Dui-ango  sport  uti 
The  Ram-resembling  Dui-ango  looks 
a  strong  contender.  It  has  thi'ee  row 
seats  like  the  big  Ford  Expedition 
General  Motors  Coip.'s  Subui-ban,  bi 
lower  price  tag. 

To  launch  these  vehicles,  Chiysle 
going  ahead  with  commitments  to 
engine  and  transmission  capacity 
to  retool  assembly  plants  in  Onta 
Canada,  and  Newark,  Del.  In  f 
Chrysler  also  recently  decided  to 
ceed  with  the  replacement  of  Je( 
aged  Toledo  factoiy. 

In  the  short  teiTn,  Clirysler — and 
rivals — are  fighting  the  swging  Jaj 
ese  with  discounts.  Eaton 
raised  average  per-vehicle  inc 
fives,  such  as  i-ebates,  to  $975  fi 
$705  in  the  first  quarter  "The 
no  question  that  incentives  are 
ying  the  market,"  he  says. 
Wall  Street  sees  Chrysler's  det 
as  temporary.  Its  stock — along  v 
that  of  other  car  companies — has  un( 
peifomied  the  market,  holding  at  at 
$32.  But  analysts  figure  Chiysler 
earn  close  to  $3  billion  on  revenue  of 
billion  this  year,  compared  with  $3.5 
lion  on  sales  of  $61.4  billion  in  1996. 
sentially,  Cluyslei'  is  "going  into  a  re 
sion  mode  without  having  a  recessii 
says  Davad  Healy,  an  analyst  at  Buinl" 
Secvu-ities  Inc.  But  Eaton  has  saidif 
wants  to  be  the  fii'st  Chiysler  ceo  note 
preside  over  a  comeback.  To  succeed  if 
has  to  avoid  a  real  downturn. 

By  BUI  Vlasic  in  Det 
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ROM  BIG  OIL 
0  BEHEMOTH  OIL 

iving  downsized  and  spun  off,  the  industry  turns  to  M&A 


;'s  the  kind  of  bare-knuckles  play  sel- 
iom  seen  in  the  oil  patch  lately:  On 
June  23,  Union  Pacific  Resources 
)up,  the  largest  U.  S.  independent  oil 
1  gas  exploration  company,  launched  a 
itile  bid  for  Pennzoil  Co.  Union  Pacific 
sources  called  Pennzoil's  managers 
iwilling  or  incapable"  of  executing  its 
dness,  and  attacked  the  company's 
itakeover  defenses  in  court  in  thi'ee 
tes.  Houston-based  Pennzoil  agreed 
respond  by  July  7. 


biggest  companies,  which  have  cash 
burning  a  hole  through  their  balance 
sheets  and  a  need  to  find  ways,  beyond 
cost-cutting  and  joint  ventures  with 
each  other,  to  make  more  money.  In 
addition,  all  the  majors  are  carrying 
what  industry  experts  consider  low  lev- 
els of  debt — primarily  because  explo- 
ration costs  are  falling  and  there  are 
not  enough  potential  new  reserves  in 
which  to  invest.  Says  Morgan  Stanley 
Dean  Witter  analyst  Douglas  T.  Terre- 


even  acquire  a  company  the  size  of 
Amoco  Corp.  without  diluting  earnings, 
analysts  calculate.  While  Exxon  declined 
to  comment,  it  has  in  fact  told  analysts 
it  is  unhappy  with  its  present  debt  lev- 
el, a  low  15%  of  total  capital. 

The  low  debt  ratio  in  the  capital- 
intensive  oil  business  is  a  sign  to  ana- 
lysts that  companies  are  not  making 
the  investments  that  will  produce 
future  earnings.  Typically,  the  indus- 
try's debt-to-equity  ratio  is  in  the  mid- 
30s.  Adam  Sieminski,  vice-president 
and  oil  analyst  at  NatWest  Securities 
Corp.,  estimates  the  average  industry 
debt-to-equity  ratio,  currently  about 
25%,  will  drop  below  10%  by "2001,  if 
this  trend  continues.  "That  [low  num- 
ber] doesn't  make  a  lot  of  sense," 
Sieminski  says. 

For  Union  Pacific  Resoiux-es,  at  least, 
it  makes  sense  to  plow  money  into  new 


.  FIELD, 
5PIAN  SEA:  A 

ding  war 
■r  Pennzoil 's 
erves ? 


Whatever  the  out- 
come, the  battle  sig- 
nals a  new  phase  of 
industry  consolida- 
tion. Having  down- 
sized,  spun  off  nonen- 
y  operations,  and  resti-uctured.  Big 
is  now  turning  its  attention  to  merg- 
.  and  acquisitions,  say  investment 
ikers  and  analysts.  With  low  debt 
els,  soaring  competition  for  new  re- 
ves,  friendlier  regulators,  and  pres- 
•e  to  boost  returns,  combining  some 
the  biggest  players  could  be  the 
!apest,  most  effective  way  to  raise 
I  bottom  line.  Or  so  the  logic  goes. 
JPERMAJORS."  Ab-eady  this  year,  M&A 
ivity  in  oil  has  reached  $20.5  billion, 
■mingly  destined  to  siupass  the  $28.3 
ion  spent  on  deals  in  1996.  "We're 
sed  for  a  record  year  if  this  trend 
itinues,"  says  Secmities  Data  Co.  an- 
st  Richard  J.  Peterson. 
3o  far,  that  consolidation  is  most  ap- 
■ent  among  the  fast-expanding  gi-oup 
small  and  midsize  oil  companies.  But 
•  trend  is  expected  to  spread  to  the 


son:  Mergers  are  "the  next  logical  step." 

The  result,  says  Teireson,  will  be  the 
emergence  of  a  new  type  of  elephan- 
tine oil  enteiprise — what  he's  calling  the 
"supermajors."  He  predicts  the  ui'ge  to 
merge  will  soon  engulf  companies  the 
size  of  Atlantic  Richfield  Co.,  Texaco, 
and  Mobil.  And  once  it  starts,  the  pace 
should  be  brisk  as  com- 
panies race  to  find  the 
most  desirable  proper- 
ties. "The  timing  is  right 
for  these  large  transac- 
tions because  capital 
markets  are  fluid,"  says 
R  OS  well  F.  Vaughan  III, 
a  managing  director  in 
Prudential  Securities 
Inc.'s  energy  investment 
banking  gi"oup. 

Even  giant  Exxon 
Coi-p.,  with  $134  billion 
in  annual  revenues, 
might  bid  for  a  peer 
company,  say  analysts. 
With  a  price-earnings  ra- 
tio of  22,  Exxon  could 


TIME  FOR  DEALS? 

The  top  seven  international 
integrated  oil  companies' 
balance  sheets  put  them  in 
a  position  to  make 
major  acquisitions. 


g    RATIO  OF  TOTAL  DEBT  TO 
MARKET  CAPITALIZATION 
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DATA:  MORGAN  STANLEY  DEAN  WinER 


resei-ves.  That's  the  logic  beliind  its  $6.4 
biUion  bid  for  Pennzoil.  Spun  out  of 
Union  Pacific  Corp.  in  October,  1995, 
the  feisty  driller  has  a  nearly  $7  billion 
market  cap,  little  debt,  and  a  need  for 
new  places  to  drill. 

Union  Pacific  Resources  is  particu- 
larly interested  in  Pennzoil's  U.  S.  prop- 
erties. Its  $84-a-share 
offer,  with  its  41%<  pre- 
mium over  Pennzoil's 
closing  price  on  June  20, 
represents  an  attempt  to 
preempt  rivals  who  are 
interested  in  the  rich  re- 
serves that  Pennzoil 
owns  in  the  Caspian  Sea, 
say  analysts.  Union  Pa- 
cific Resoiu'ces  Chaimian 
Jack  L.  Messman  says 
that  he's  "in  it  for  the 
long  haul,"  no  matter 
what  defenses  Pennzoil 
throws  up.  Analysts  be- 
lieve international  oil 
companies  such  as  Elf 
Aquitaine,   Total,  and 
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Monkey 
on  your 
back  #34: 
Howtofind 
the  vendor 
with  more 
Microsoft^ 
Exchange 
experience 
than  anybody. 
Anybody. 


DIGITAL  now  has  over 
1,000,000  seats  for 
Microsoft  Exchange 
under  contract. 

All  im|)ri'ssive  mimher,  for  sure,  but 
more  im|)()rl;ml,  made  possible  by 
DIGITAL'S  real-world  Windows  NT^ 
solutions  implementation  experience. 
Plus  a  broad  alliance  witb  Microsoft 
Ibal's  built  on  a  relationsliip  that's 
over  a  decade  long.  DIGITAL  has  been 
close  to  Windows  NT  since  its  very 
inception,  and  is  leading  the  way  in 
64-bit  computing  for  the  next  genera- 
tion of  Windows  NT.  We  currently 
offer  the  industry's  most  extensive  line 
of  Windows  NT  hardware,  software 
and  solutions,  across  both  Intel-  and 
Alpha"'  platforms.  But  what  matters 
most  in  a  large  Exchange  rollout  is 
making  it  all  work.  DIGITAL  has  more 
ti'ained  and  certified  Windows  NT 
experts  than  any  other  Microsoft 
partner.  All  of  which  goes 


Microsoft 


to  show,  when  it  comes 
to  Microsoft  Exchange  and 


ALLIANCE  Windows  NT,  nobody  has  more 
FOR  ENTERPRISE  COMPUTING      experience  than  DIGITAL. 

Nobody.  For  more  informa- 
tion, call  1-800-DIGITAL,  or  visit 
www.aliiance.digitai.com. 

Digrlal  Equipment  Corporation,  1997  DIGITAL,  the  DIGITAL  logo,  and  Alptia  are  tracjemarv,^ 
ol  Digital  Equipment  Corporalion  Intel  is  a  registered  trademark  ol  ine  Inlet  Corporation 
Micfosott  and  Windows  NT  are  registered  Irademartts  ol  Microsoft  m  Itie  U  S  and  other  countnes 
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Royal  Dutcli/Shell  Group  could  still  en- 
ter the  bidding. 

Even  if  a  white  knight  doesn't  ap- 
pear,  James  J.  Manzi,  a  xdce-pi'esident  at 
Mercer  Management  Consulting,  says 
the  Union  Pacific  Resources  offer  won't 
be  the  last  big  deal  this  year:  "Thei'e  is 
a  very  active  rumor  mill  around  lots  of 
independents  and  majors  combining  op- 
erations." Among  the  most  frequently 
mentioned  targets:  The  Coastal  Corp. 
and  DuPont  Co.'s  Conoco  Inc.  Both  com- 
panies declined  comment. 


To  oil-patch  veterans,  such  talk  is  a 
red  flag — a  warning  that  the  merger- 
mania  of  the  1970s  and  1980s  could  re- 
turn. Back  then,  raiders  like  T.  Boone 
Pickens  Jr.  forced  such  companies  as 
Phillips  Petroleum  Co.  to  sell  off  assets 
and  take  on  cmshing  debt  to  stay  inde- 
pendent. But  what  about  the  reaction  of 
regulators?  So  far,  alliances  among  the 
majors,  such  as  production  joint  ven- 
tures by  Amoco  and  Shell  and  the  pro- 
posed linking  of  Texaco  and  Shell  re- 
fining and  marketing  arms,  haven't 


raised  many  eyebrows.  And  given 
M&A  fi*ee-for-all  in  other  industries,  m 
analysts  don't  expect  many  roadblo 
for  oil.  "We're  beyond  the  raider  ei 
says  Messman.  "When  it's  economici 
driven,  it's  politically  acceptable." 

And  the  economics  do  seem  to  diet 
merger.  Certainly  Wall  Street — wh 
sees  big  bucks  in  m&a  ft-enzy — is  che 
ing  UPR  and  others  on.  This  is  one 
dustry  in  which  it  may  be  possible 
repeat  the  past  and  still  profit. 

By  Gary  McWilliams  in  Hous 


COMIVIENTARY 


By  Linda  Himelstein 


NIKE  HASN'T  SCRUBBED  ITS  IMAGE  YET 


Nike  Inc.  must  have  hoped  that 
hiring  a  dignitary  like  Andrew 
Young — the  former  civil-rights 
leader,  mayor  of  Atlanta,  and  U.  S. 
ambassador  to  the  U.  N — would  at 
least  quiet  some  of  its  labor-activist 
critics.  But  even  before  Young  re- 
leased his  long-awaited  report  on 
conditions  at  Nike's  overseas  plants 
on  June  24,  human-rights 
gTOups  were  ciying  foul. 

Their  main  beef  is  a  valid 
one:  The  report  all  but  ignores 
what  may  be  the  most  impor- 
tant concern  of  Nike's  foreign 
workers — wages.  Young  says 
he  deliberately  avoided  the 
topic  because  he  wasn't  quah- 
fied  to  assess  pay  in  a  global 
economy.  And  he  says  it's  un- 
fair to  single  out  the  .$9  billion 
company  when  it  pays  workers 
just  as  much  as  rivals  do.  "The 
minimum  standards  have  to  be 
put  in  place  by  the  govern- 
ments involved,"  says  Young, 
who  wi-ote  the  75-page  repoil 
with  his  Atlanta  consulting 


At  Nike's  expense,  Young  spent  15 
days  in  March  and  April  touring  12 
factories  in  China,  Indonesia,  and 
Vietnam.  He  says  Nike  let  him  go 
anywhere  he  wanted  and  speak  with 
any  worker  he  chose — but  he  admits 
that  Nike  officials  sei'ved  as  inter- 
preters for  most  of  his  interviews. 

In  the  end,  he  said,  he  saw  no  evi- 


WHAT  ANDY  YOUNG  FOUND 

Factories  tiiat  produce  Nike  goods  are  "clean, 


dence  of  "systematic  abuse  or  mis- 
treatment" of  workers.  "I  was  ex- 
pecting to  see  a  far  worse  situation," 
says  Young,  who  will  only  reveal 
that  his  pay  was  less  than  his  usual 
fee  for  a  speech. 

Young  didn't  let  Nike  off  complete- 
ly. For  example,  he  said  the  Beaver- 
ton  (Ore.)  athletic-shoe  maker  needs 
to  teach  workers  better  abou' 
their  rights  and  implement  a 
third-party  monitoring  sys- 
tem. But  these  recommenda- 
tions, which  Nike  vows  to  ira- 
plement,  seem  inconsequentia 
unaccompanied  by  a  discus- 
sion of  wages.  Critics  say 
Nike  pays  workers  below 
subsistence  levels  and  far  less 
than  other  U.  S.  companies  in 
Asia,  such  as  Coca-Cola, 
Gillette,  and  Goodyear. 

Nike  contends  it  pays 
workers  well — and  no  less 
than  its  rivals  do.  And  it  says 
its  foes  don't  give  Nike  credit 
for  its  efforts  to  improve 
workplace  conditions.  "There's 


c     r>    l^^ir  ,           ^1     orgaiiizod,  adequately  Ventilated,  and  wcll-lit"  , 
firm,  GoodWorks  Intel-national  —  '   no  way  any  report  would  eon- 


LLC.  "I  don't  know  that  any 
one  company  can  do  that." 
UNDERMINE.  Skirting  the  wage 
issue  undermines  a  I'eport 
that  could  have  put  to  rest 
charges  of  worker  abuses  and 
systemic  problems.  "We  were 
hoping  that  Andrew  Young 
would  come  out  with  some- 
thing sigTiificant,"  says  Medea 
Benjamin,  director  of  the  hu- 
man-rights gi'oup  Global  Ex- 
change in  San  Francisco.  "But 
this  report  is  meaningless." 


•No  evidence  of  a  "pattern  of  widespread  or  sys- 
tematic abuse  or  mistreatment  of  worl<ers" 

•Workers  don't  know  enough  about  their  rights 
or  about  Nike's  own  code  of  conduct 

•  Few  factory  managers  speak  the  local 
language,  which  inhibits  workers  from  lodging 
complaints  or  grievances 

•  Independent  monitoring  is  needed  because 
factories  are  controlled  by  absentee  owners  and 
Nike  has  too  few  supervisors  on  site 


vince  the  human-rights 
gi'oups,  who  are  saying  that 
Andi-ew  Young  has  been 
bought,  of  something  other 
than  their  biased  beliefs,"  says 
Lindsay  D.  Stewart,  Nike's 
vice-president  of  law  and  cor- 
porate affaii-s.  Still,  Nike 
might  have  stood  a  better 
chance  if  Young  had  addressef 
all  the  issues  on  the  table. 

Linda  Himelstein  covers 
Nike  from  San  Francisco. 
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AFTA:  WHERE'S  THAT 
IIANT  SUCKING  SOUND  ? 

lions  feel  a  squeeze,  but  so  far  few  U.S.  jobs  are  going  south 


•he  election  was  drawing  near  in  an 
organizing  drive  by  the  United 
Auto  Workers  at  three  itt  Indus- 
auto-parts  plants  in  northern 
'higan.  Then,  management  brought 
Mexicans  to  film  Americans  as  they 
nt  about  their  jobs.  An  assembly 
'  was  shut  down,  and  the  equipment 
eked  onto  flatbed  trailers  marked: 
exico  Transfer  Job." 
riie  ITT  workers  got  the  message  and 
ed  down  the  union.  "The  implication 
s,  if  you  foi-m  a  union,  we  wall  ship 
5  stuff  out  to  Mexico,  and  we  can  do 
n  a  heartbeat,"  says  Diane  Ketola,  a 
N  organizer  in  the  1995  effort,  itt 
lies  any  efforts  to  discoiu'age  woi'kers 
m  unionizing  and  is  appealing  a  Na- 
lal  Labor  Relations  Board  finding  of 
"air  labor  practices  in  the  incidents. 
lEATENING  CLIMATE.  As  the  Clinton 
niinisti'ation  compiles  its  first  official 
)Ort  on  the  agreement,  use  of  the 
iFTA  card"  to  thwart  union  efforts  will 
nd  out  as  one  of  the  few  negatives. 
3  AFL-cio,  however,  insists  that  nafta 
i  helped  keep  inflation-adjusted  aver- 
i  houi'ly  earnings  of  U.S.  production 
rkers  flat,  at  around  $12  an  hour. 
The  lack  of  wage  growth  and  other 
5ged  NAFTA  evils  are  certain  to  be 
id  by  critics  of  the  Administration's 
|uest  for  authoiity  to  make  market- 
Jning  moves  in  the  rest  of  Latin 
lerica.  That  means  the  White  House 


is  all  the  more  eager  to  put  the  contro- 
versy over  NAFTA  to  rest.  "The  fact  of 
the  matter  is,  in  1993,  people  were 
screaming  that  the  sky  was  going  to 
fall,  and  that  hasn't  happened,"  says 
Commerce  Secretary  William  M.  Daley. 

The  Administration  prefers  to  point 
to  expanded  exports  to  Mexico  and  ev- 
idence of  a  declining  trade  imbalance  as 
the  Mexican  economy  recovers  from 
the  perilous  peso  dechne  of  1994.  Its 
report  is  not  likely  to  dwell  on  nafta 's 
impact  on  collective  bargaining  and 
union  organizing  drives.  After  all,  as 
the  Administration  can  point  out,  U.  S. 
companies  ali'eady  had  the  capability 
to  move  production  to  Mexico  before 
NAFTA  took  effect  in  January,  1994.  But 
because  nafta  made  investing  in  Mex- 
ico safer,  it  also  made  the  threat  of 


THE  POST-NAFTA 
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BACKED  UP  AT  THE  BORDER 

Companies  like  Fisher  Price  have 
moved  production  from  Asia  to.. 
Mexico-creating  jobs  for 
American  drivers  who  truck  the  toys 

plant  relocations  more  real,  "nafta  has 
created  a  climate  that  has  emboldened 
employers  to  threaten  workers,"  says 
Kate  Bronfenbrenner,  a  Cornell  Uni- 
versity labor  economist.  In  a  three- 
year  siu-vey  released  in  June,  she  found 
that  60%  of  union  organizing  efforts  in 
manufacturing  after  nafta  were  met 
by  management  threats  to  close  the 
factories,  compared  with  29%  before 

NAFTA. 

Actually,  nafta's  impact  on  jobs 
hasn't  approached  the  debacle  that  crit- 
ics had  predicted — the  famous  "giant 
sucking  sound."  The  Labor  Dept.  has 
certified — under  a  program  that  gives 
displaced  workers  retraining  and  un- 
employment relief— that  128,303  U.S. 
workers  have  lost  their  jobs  so  far  be- 
cause of  increased  competition  from 
Mexico  and  Canada.  That  compares 
with  2.2  million  jobs  created  each  year 
since  nafta  took  effect. 
RIPPLE  EFFECT.  To  see  why  job  losses 
haven't  been  as  drastic  as  once  feared, 
look  at  Lucent  Technologies.  The  com- 
pany set  up  a  maqiiiladora  plant  in 
Guadalajara  in  1991  that  produces  95% 
of  Lucent's  phones  and  answering  ma- 
chines. Under  nafta,  the  plant  has 
been  buying  more  components  from 
U.  S.  suppliers,  while  cutting  back  on 
Asian  sources.  Miles  Press,  a  $2  million 
maker  of  directory  cards  based  in  In- 
dianapolis, has  seen  orders  from  Lu- 
cent gi'ow  by  20%  over  the  past  few 
months.  And  St.  Louis-based  Berg 
Electronics,  a  $700  million  component 
maker,  expects  to  triple  sales  to  Lu- 
cent's Guadalajara  plant  next  year. 

A  ripple  effect  has  generated  U.  S. 
ser'vice-sector  jobs  as  well.  Fishei'  Price 
Inc.  shifted  toy  production,  mostly  for 
the  U.  S.  market,  fi"om  Hong  Kong  to  a 
plant  in  Monterrey.  That  has  helped 
Celadon  Trucking  Services  Inc.,  which 
moves  goods  produced  for  Fisher  Price 
from  Mexico,  add  800  new  U.  S.  drivers 
to  the  payroll. 

That  doesn't  help  low-wage  workers 
in  nonunion  plants,  whei-e  the  nafta 
card  is  being  played.  But  the  Clinton 
Administration's  mixed  report  on 
NAFTA  probably  won't  be  the  last  word. 
With  the  peso  crisis  receding  and  the 
U.  S.  economy  still  roaring,  nafta's 
lasting  effects  may  not  be  clear  for 
years. 

By  Paul  Magnussov  in  Washington, 
with  Elisabeth  Malkin  in  Mexico  City, 
Bill  Vlasic  in  Detroit,  and  bureau 
repoHs 
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ENTERTAINMENT 


NOW  PLAYING 
ON  SCREEN  29 . . . 

Megaplexes  are  taking  over,  driving  out  the  smaller  chains 


In  Ontario,  Calif.,  a  dusty  suburb  40 
miles  east  of  Los  Angeles,  moviegoing 
has  become  a  competitive  sport.  On 
one  side  of  the  two-lane  road  that  winds 
through  the  giant  Ontario  Mills  shop- 
l^ing  mall,  the  amc:  offers  80  screens  that 
include  Speed  2:  Cruise  Control  and  Liar 
Liar.  On  the  other,  Edwards  Cinemas 
counter's  with  Batman  t&  Robin,  Austin 
Powers,  and  Con  Air  on  its  22  screens. 
Even  on  a  Sunday,  with  90,000  fans  di- 
verted to  nearby  Califomia  vSpeedway, 
the  par-king  lots  are  full.  "Tlie  gi'eat  thing 
is  you  can't  get  shut  out,"  says  Laura 
Placo,  scanning  start  times  for  The  Lost 
World:  Jurassic  Park,  showing  on  no 
fewer  than  eight  screens  and  just  min- 
utes apart  at  amc  and  Edwards. 

The  Megaple.x  Age  is  coming.  At  a 
time  when  the  average  U.  S.  multiplex 
theater  offers  about  live  sci'eens,  ex- 
hibitors are  scrambling  to  build  theaters 
with  as  many  as  80.  The  boom  will 
transform  the  way  consumers  pick  and 
watch  their  movies.  And  with  each 
megaplex  costing  upwards  of  $80  mil- 
lion, it's  a  game  for  giants.  "It's  becom- 
ing a  capital-intensive  business,"  says 
Michael  L.  Campbell,  chaiiinan  of  Regal 
Cinemas  Inc.,  the  nation's  fifth-largest 
chain,  with  169  theaters  and  1,408 
screens.  "Middle-tier  companies  with 
limited  resources  have  to  wonder  how 
they  are  going  to  play  in  this  game." 

Even  the  giants  may  find  the  going 
rocky.  Tlie  number  of  screens  is  growing 


fai-  faster  than  box-office  gi'osses.  Hence, 
each  screen  is  taking  in  less.  Chains  have 
been  ti-ying  to  push  up  ticket  pnces  but 
are  concentrating  on  concession  sales  and 
cutting  costs  to  compete.  And  they  ai'e 
consolidating:  Toronto-based  C-ineplex 
Odeon  Corp.  has  confii'med  that  it  is  in 
talks  to  merge  with  Loews  Theaters,  a 
900-screen  New  York-based  division  of 
Sony  Corp.  The  deal,  a  stock  transac- 
tion said  to  be  worth  neaiiy  $200  million, 
would  create  the  second-largest  chain  in 
North  America,  with  neariy  2,5(X)  sci-eens 
in  the  U.  S.  and  Canada.  It  would  be 
particularly  strong  on  the  East  Coast 
and  in  Chicago. 

Campbell's  Regal  intends  to  be  one 
of  the  sur'viving  giants  as  well.  It  soon 
will  close  a  $200  mil- 
lion deal  to  buy  Cobb 
Theater-s'  648  screens. 
Fr'om  its  strongholds  in 
the  Southeast,  it  plans 
to  add  1,100  new 
screens  at  a  cost  of 
$1.50  million  and  con- 
vert itself  to  a  chain  of 
mostly  16-  to  24-screen 
multiplexes. 

Mor-e,  biggei'  multi- 
plexes ar"e  also  planned 
at  AMC.  It  wants  to  con- 
vert all  of  its  theater's 
to  14-  to  80-screen 
megaplexes  and  will 
spend     $509  million 


BOX-OFFICE  BLUES 

The  number  of  new  screens 
has  risen  18%  since  1992, 
but  the  revenue  for  each  has 
failed  to  grow. 


REVENUE  PER  SCREEN 
$195,000  $198,700 


01. 


_1_ 
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through  1998  to  add  725  new  sci'ee 
Carmike  Cinemas,  National  Amui 
ments,  and  Cinemar'k  USA  also  are  pi 
ning  to  build  large  multiplexes. 

And  more  mergers  ar'e  likely, 
ready,  the  largest  8%  of  the  chains  c 
trol  over  60%  of  the  nation's  scree 
figures  Cowen  &  Co.  analyst  Paul 
Mar'sh.  But  the  economies  of  scale  hy 
size  and  regional  concentration  m£ 
consolidation  all  but  inevitable. 
POPCORN  POWER.  The  lar'gest  megapl 
es  wield  consider-able  clout  when  it  con 
to  negotiating  with  studios  to  get 
most  pr-omising  movies.  The  chains  \ 
up  to  90%  of  their  ticket  sales  for 
blockbuster  in  its  first  weekend, 
showing  hot  new  films  on  several  screi 
at  once  can  boost  admissions  and  c 
cession  sales.  Attendance  per  screen 
88%-  higher  at  AM(''s  16-plexes  than 
its  smaller'  theaters,  and  revenue  fr 
ticket  sales  and  concessions  rams  as  mi 
as  10%'  higher-. 

Keeping  the  audiences  coming  is  1 
to  theater'  siu'vival,  and  despite  the  c 
of  megaplexes,  theater  execs  see  a  p 
off.  New  and  upgraded  facilities  w 
lots  of  screens  and  such  amenities 
baby-sitting  servi( 
and  cappuccino  bi 
stand  to  gi'ab  more  c- 
sumers  and  keep  th 
there  longer.  "Peo; 
still  need  to  get  out 
the  house,  but  they 
more  picky  about  wb 
they  want  to  spe 
their  time,"  says  Ph: 
M.  Singleton,  presid* 
of  AMc's  theater  ur 
For-  theater  chains,  i 
idea  is  to  get  them  i 
a  multiplex  instead  ( 
video  store. 

By  Ron  Grove  i 
Los  Ang( 
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GULATORS 

IISIDERS.  WATCH 
DUR  BACKS 

ligh  court  ruling  sharpens 
3  SEC's  enforcement  power 

lor  nearly  two  decades,  the  Supreme 
Court  has  been  Pubhc  Enemy  No.  1 
for  anyone  biinging  a  secmities  fraud 
.  It  has  shortened  the  time  for  filing 
is  and  ban-ed  claims  against  lawyers, 
juntants,  and  investment  bankers  ac- 
3d  of  aiding  scams.  And  it  has  tossed 
cases  against  printers  and  financial 
lysts  accused  of  trading  on  or  spread- 
inside  information. 

?ut  on  June  25,  the  justices  upheld 
conviction  of  a  Minneapolis  lawyer 
)  stole  inside  information  from  his 
1,  which  represented  a  buyer  in  a 
med  tendei'  offer.  The  justices  bought 
ai'gument  that  insider  trading  bans 
ti't  limited  to  execs  and  their  close 
isers.  "This  is  a  good  decision  for 
ill  investors  and  market  integrity," 
5  William  R.  McLucas,  the  Seciuities 
Exchange  Commission  enforcement 
'f,  who  calls  it  the  biggest  victoiy  for 
agency  in  15  years.  The  ruling  could 


The  ruling, 
written  by 
Ginsburg, 
involves  a 
lawyer  who 
pocketed  over 
$4  million  on 
an  inside  trade 


make  the  sec  much  more  aggressive. 

The  6-3  decision,  wiitten  by  Justice 
Ruth  Bader  Ginsburg,  reverses  an  ap- 
peals court  ruling  that  tossed  out  the 
conviction  of  James  H.  O'Hagan,  a  part- 
ner in  the  law  firm  Dorsey  &  Whitney. 
In  1988,  while  his  partners  represented 
Grand  Metropolitan  PLC  as  it  prepared  a 
tender  for  PiUsbmy  Co.,  O'Hagan  stalled 
buying  call  options  on  Pillsbuiy  shares. 
He  later  bought  stock  and  eventually 
made  more  than  $4.3  million. 

Tlie  iiiling  bolsters  the  "inisappropria- 
tion"  theory,  where  the  sec  simply  goes 
after  people  who  steal  confidential  infor- 
mation and  trade  on  it.  Insider  trading 


cases  tyjMcally  involve 
those  who  violate  a  le- 
gal duty  to  sharehold- 
ers. But  undei'  misap- 
pi'opriation,  the  trader 
need  only  have  a  duty 
to  the  information 
source — in  this  case 
O'Hagan's  firm  and 
Grand  Met.  Ginsburg 
said  that  not  everyone 
has  ecjual  access  to 
data,  but  "investors 
likely  would  hesitate  to 
venture  theii'  capital  in 
a  market  where  trad- 
ing based  on  misappro- 
priated, nonpublic  in- 
formation is  unchecked  by  law." 

Some  lawyers  were  stunned  at  the 
outcome,  partly  because  the  court  had 
been  so  hostile  to  seciuities  litigation  and 
paitly  because  it  usually  inteiprets  crim- 
inal laws  more  naiTowly.  "I'm  smprised," 
says  Arthur  F.  Mathews,  a  Washington 
(D.  C.)  secuiities  lawyer  "The  pendulum 
seems  to  have  swimg." 

Can  the  sec  now  nab  everyone  from 
office  cleanere  to  psychiatrists  who  get  in- 
side dope?  Future  nilings  wall  tell.  But 
for  now,  the  justices  seem  willing  to  leave 
at  least  a  few  airows  in  the  govenmient's 
antifraud  quiver. 

By  Stan  Crock  in  Washbigton 


iMMUNiCATiONS 

lULKING  UP 
OR  BATTLE 

I  )C0  takes  the  lead  in 
letworking  buying  spree 

j  I  all  it  networking's  vdnter  of  discon- 
j-tent.  After  two  years  of  tonid  60%- 
'plus  gTowth,  makers  of  data  com- 
nications  gear  caught  a  cliill  in  the 

I  c  quaiter  of  1997  as  customers  paused 

II  digest  their  multibillion-dollar  feast 
I  new  equipment.  Investors  worried 
"  ut  a  protracted  slowdown  reacted  by 

k^ing  down  the  shares  of  highfliers 
h  as  Cisco  Systems  and  3Com  Corp. 
as  much  as  28%  and  62%,  respec- 
ily,  between  January  and  April, 
^ow,  there's  a  warming  trend  sweep- 
the  business.  Second-quarter  num- 
s  are  rolling  in,  and  the  networking 
liness  as  a  whole  is  back  on  a  30% 
'Wth  path.  Only,  not  everybody's 
king.  While  big  companies  like  Cisco 
I  3Com  are  getting  fatter,  smaller 
i|  fits  such  as  Fore,  Xircom,  Xylan, 
t  dge  Netwoi'ks,  and  Cabletron  Sys- 
%  IS  are  turning  in  disappointing  re- 
fj  OS.  That  could  accelerate  the  consoli- 


dation that  has  already  moved  82%  of 
industry  revenues  into  the  hands  of  the 
top  four  giants,  according  to  Robertson, 
Stephens  &  Co. 

No  company  typifies  this  trend  more 
than  Cisco.  With  its  stock  up  56%  in 
the  last  two  months  and  a  cash  hoard  of 
$1.3  billion,  Cisco  is  once  more  in  a  buy- 
ing mood.  On  June  24,  it  paid  .$200  mil- 
lion to  add  two  more  companies  to  its 
bulging  portfolio:  Global  Internet  Soft- 
ware Group  in  Palo  Alto,  Calif.,  a  mak- 
er of  Internet  security 
software,  and  Ardent 
Communications  Corp. 
in  San  Jose,  a  startup 
specializing  in  network 
gear  for  combining 
voice,  data,  and  video 
traffic  on  high-speed 
communications  lines. 
The  deals  buttress  Cis- 
co's position  as  the  No. 
1  networking  company, 
with  projected  revenues 
of  $5.88  billion  in  the 
year  ending  July  31,  according  to  Noel 
Lindsay  of  Deutsche  Morgan  Grenfell. 

3Com,  networking's  No.  2,  is  on  the 
upswing,  too.  It  just  acquired  modem- 
maker  U.  S.  Robotics  Corp.,  creating  a 
$5.5  biUion  behemoth  that  commands 
top  position  in  modems  and  PC  net- 
working cards.  "We  outgrew  our  com- 
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petitors,"  says  ceo  Eric  Benhamou. 

Where  does  that  leave  competitors 
like  Bay  Networks  Inc.  and  a  score  of 
smaller  playei's?  Many  are  tiying  to  buy 
their  way  into  the  big  league.  Bay,  for 
instance,  announced  June  19  that  it 
would  acquire  Rapid  City  Communica- 
tions, a  startup  that  makes  high-speed 
data  switches.  But  Bay  is  still  i-ecover- 
ing  from  years  of  misdirection,  and 
earned  only  $255,000  in  the  quarter  end- 
ed March  31  after  a  $32  million  restiuc- 
tui'ing  charge.  "The 
small  guys  are  becom- 
ing like  the  walking 
dead,"  says  analyst  Don 
Miller  of  Dataquest. 
FRANCE,  TOO.  The  sheer 
size  and  momentum  of 
the  top  dogs  give  them 
an  edge  in  foi'ging  part- 
nerships. Cisco,  for  in- 
stance, is  working  close- 
ly with  Microsoft  Corp. 
to  develop  new  network- 
ing technology  for  Win- 
dows NT.  And  on  Jime  23,  it  annoimced  a 
sweeping  agreement  with  French  com- 
munications giant  Alcatel  Telecom. 

With  partners  like  that  in  its  camp, 
Cisco  will  continue  to  pull  away  from 
the  pack.  That  could  leave  small  net- 
working competitors  out  in  the  cold. 
By  Andy  Reinhardt  in  San  Francisco 
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SQUASHING  AN 
ASBESTOS  DEAL 

THE    SUPREME    COURT  HAS 

halted  a  $1.3  billion  global 
settlement  between  20  man- 
ufacturers of  asbestos  and 
hundreds  of  thousands  of 
current  and  future  claimants. 
In  a  6-2  decision  on  June  25, 
the  court  took  issue  with 
the  settlement's  equal  treat- 
ment of  current  and  future 
claimants.  The  ruling  stands 
to  make  it  far  more  difficult 
to  reach  large  settlements  in 
future  class  actions.  In 
recent  years,  public  advo- 
cates have  complained  that 
plaintiffs  and  defense  attor- 
neys have  been  too  cjuick  to 
reach  class-action  settle- 
ments that  don't  reflect  the 
interests  of  all  members  of 
the  class.  The  court  said  that 


CLOSING  BELL 


NET  DROP 


CNET  is  betting  there's  room  for 
another  onhne  service,  but 
investors  aren't  so  sure.  On  June 
23,  the  Internet  publisher 
announced  plans  for  a  Septem- 
ber launch  of  Snap!  Online,  an 
Internet  navigation  and  informa- 
tion service  to  compete  with 
America  Onhne,  Yahoo!,  and 
Excite.  But  worries  about  the 
cost  of  building  the  service, 
which  Deutsche  Morgan  Grenfell 
estimates  at  $37  million  through 
1998,  sent  CNET's  stock  plum- 
meting 13%,  to  27/.  Startup 
costs  could  delay  profitability  for 
CNET  until  fall  1998.  Some  ana- 
lysts think  the  service  could 
eventually  be  a  winner,  but  oth- 
ers say  it  might  be  too  late. 

34  - 

CNET 

STOCI<  PRICE 
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under  a  federal  court  rule,  a 
class  had  to  have  common 
interests  and  characteristics 
and  this  class  didn't  meet 
that  standard.  A  spokesman 
for  the  asbestos  makers  says: 
"We  are  determined  to  alle- 
viate the  backlog  of  individ- 
ual claims  that  are  clogging 
the  nation's  courts." 


WHYSNET 
IS  INASNIT 

LET  THE  TELEMARKETING 

blitz  begin.  Starting  next 
March,  Connecticut  residents 
must  pick  a  local  phone  com- 
pany as  the  state  becomes 
the  first  to  deregulate  fully 
its  local  service.  Those  who 
don't  choose  will  be  assigned 
to  1  of  21  cai'riers  at  random, 
state  regulators  have  decid- 
ed. Southern  New  England 
Telecommunications  (snet) 
is  not  happy  about  the 
sweepstakes.  The  former 
local  monopoly  had  hoped  to 
be  the  default  carrier — auto- 
matically assigned  to  con- 
sumers who  won't  make  a 
choice.  Now  that  it  won't 
be,  the  company  is  warning 
that  1998  earnings  could  be 
hurt. 


EXXON:  FILL  IT  UP 
WITH  REGUUR 

REMEMBER  THOSE  E.XXON  ADS 
claiming  that  high-octane  gas 
keeps  car  engines  cleaner 
and  reduces  maintenance? 
Get  ready  for  a  very  differ- 
ent campaign.  In  a  landmark 
settlement  on  June  24,  the 
Federal  Ti'ade  Commission 
announced  that  Exxon  would 
run  new  ads  advising  con- 
sumers that  for  most  cars, 
regular  gas  has  the  right 
octane.  The  settlement  fol- 
lows a  September,  1996,  etc 
complaint  charging  Exxon 
with  misleading  consumers 
by  making  unsubstantiated 
claims  about  high-octane  gas. 
Beginning  in  September,  the 
15-second  ads  will  run  in  18 
major  metropolitan  markets. 


HEADLINER:  ECKHARD  FFEIFFER 


IN  TANDEM  WITH  TANDEM 


A  year  ago,  he  vowed  to 
double  annual  revenues  by 
2000,  pushing  Compaq 
Computer  to  $40  billion 
in  sales.  And  ceo 
Eckhard  Pfeiffer 
isn't  one  to  miss 
a  target.  On 
June  23,  he 
gave  himself  a 
little  boost  by 
agreeing  to  buy 
struggling  Tan- 
dem Computers,  the 
largest  maker  of  "fault-tol 
erant"  computers. 

The  stock  deal,  valued 
at  around  $3  billion,  does 
two  things:  It  gives  Pfeif- 
fer $2  billion  a  year  from 
sales  of  Tandem  systems, 
which  are  used  to  run 
bank  ATM  networks,  stock 
exchanges,  and  phone 
switching  centers.  And  it 


gives  Compaq  4,000  sales 
and  service  experts  used 
to  dealing  with  big  corpo 
rate  buyers,  doubling 
Compaq's  force.  "I 
accelerates  our 
plans  dramati- 
cally," says 
Pfeiffer.  Com- 
paq is  also  get 
ting  Tandem  f( 
a  song,  paying 
just  1.5  times 
sales. 
The  deal  comes  after 
Compaq  kicked  the  tires 
at  $14.5  billion  Digital 
Equipment,  among  other: 
Is  Tandem  the  consolatio 
prize?  Not  according  to 
Pfeiffer:  "This  is  the  one 
we  wanted  to  make,"  he 
says.  Now  he  has  to  mak( 
the  combo  work. 

By  Gary  McWillian 


PAXSON'S  RADIO 
SIGN-OFF  

THE  RADIO  MAN  IS  DOUBLING 

up  his  bets  on  TV.  On  June  23, 
Lowell  "Bud"  Paxson,  chair- 
man and  CEO  of  Paxson  Com- 
munications, who  started  in 
radio  in  the  '50s,  agi'eed  to  sell 
all  46  of  Paxson's  radio  sta- 
tions and  some  other  assets  to 
Cleai'  Channel  Communica- 
tions for  $693  million.  He  will 
use  the  proceeds  to  close  on  a 
half-dozen  tv  stations.  Pax- 
son's  TV  pi'operties  got  a  boost 
in  March  with  the  Supreme 
Court's  "must-carry"  ruling 
that  requii'es  cable  companies 
to  include  all  broadcast  chan- 
nels, and  he's  now  trying  to 
forge  a  new  network. 

ABC:  A  NEW  BOSS 
FOR  JAIME  TARSES 

IF  ONLY  THE  SHOWS  ON  ABC 

were  this  intriguing.  On  June 
24,  the  third-place  network 
announced  that  longtime  pro- 


gramming executive  Stu 
Bloomberg  would 
installed  as  chairman  of . 
Entertainment.  The  m 
came  after  weeks  of  Indus 
talk  that  Jamie  Tarses,  pi 
ident  of  abc  Entertainm( 
was  headed  for  the  exit  al 
a  disastrous  first  season 
inherited  from  her  pre 
cesser.  Tarses  was  brough 
ABC  from  NBC  by  Mid 
Ovitz  during  his  brief,  unl 
py  stint  as  president  of  , 
parent  Walt  Disney.  No  wF 
yet  on  Tarses'  plans. 


ETCETERA. 


■  Swiss  banks  will  pub 
names  of  those  holding  f^- 
mant  accounts  on  July  2M 

■  Eli  Lilly  is  taking  a  \ 
billion  charge  for  its 
Health  Systems  unit. 

m  Qwest  Communici!  i 
shares  rose  27%  on  lI 
first  day  of  trading. 

■  Liposome's  stock  phm  ■ 
61%  on  news  of  a  disapnn 
ing  study  of  its  drug  \  dil- 
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What  energy  company  is  aggressive  enougii 
to  succeed  in  a  competitive  environment? 

We're  no  stranger  to  competition.  In  fact,  Southern  Company  provides  electricity  at  a  cost  that's 
1 6%  below  the  national  average.  It's  helped  us  compete  for  and  win  more  than  2,200  large  customers 
over  the  past  20  years.  So  you  can  be  confident  we'll  thrive  in  a  competitive  world. 


http://www.southernco.com 

fr)  1996  Soulhern  Company 


SOUTHERN  ^ 
COMRANY 

Energy  to  Serve  Your  World^ 


than  the 
obvious  solution 

The  obvious  solution  may  not  always  be  the  one  that  take 
you  furthest.  Who  can  you  trust  to  help  you  evaluate  all 
your  options?  J.P  Morgan.  We  provide  you  with  more. 

More  discipline  to  find  the  approach  that's  right,  not  just 
easy.  More  focus  on  delivering  value  for  your  shareholder 
not  simply  on  doing  a  deal.  More  of  a  global  mind-set, 
based  on  deep  roots  in  key  markets  around  the  world. 
And  more  experience  turning  smart  ideas  into  well  execute 
ones,  to  take  you  as  far  as  you  can  possibly  go. 

No  wonder  that  in  1996,  more  firms  than  ever  turned 
to  J.P  Morgan,  making  us  the  number  one  advisor  in 
Latin  America,  number  two  in  Europe,  and  number  five 
worldwide,  with  $122  billion  of  completed  transactions. 
Among  these  were  some  of  the  year's  largest,  most 
complex  -  and  most  well  received  -  deals  for  clients 
like  Aetna,  Ciba-Geigy,  and  Gillette. 

Objectivity.  Creativity.  Global  thinking.  Winning  for 
our  clients.  These  all  add  up  to  more. 

www.jpmorgan.com 


J  P  Morgan 


strategic  ridrice  •  mergers  &  acquisit ions  •  capital  raising  •  swaps  &  derivatires  •  luan  syndication  •  sales  &:  trading  •  asset  managemi 


Washington  Outlook 


I  ITED  BY  OWEN  ULLMANN 


LINTON  LOOKS  READY  TO  GUT  A  DEAL 
N  PRODUCT-LIABILITY  REFORM 


)iierican  manufacturers'  20-year  quest  for  product-liabil- 
l  il y  reform  looked  like  Beltway  roadkill  last  year.  Faced 
I  with  a  measure  limiting  the  damages  consumers  could 
ect  from  makers  of  defective  products,  President  Clin- 

juit  his  foot  on  the  veto  pedal.  And  no  one  cheered  loud- 
ilian  the  trial  lawyers  who  were  big  Bill  backers. 

I  h.it  was  then.  Now  the  White  House  and  Senate  Re- 
tiicans  are  suddenly  seaix-hing  for  a  compromise,  and  busi- 
s  has  its  hopes  up.  Tlie  President,  who  has  always  favored 

idea  of  reforming  the  legal  system,  wants  to  sign  some- 
lu — as  long  as  it  doesn't  look  like  a  flip-flop. 
Hilton's  complaint  last  year  was  that 
hill  went  too  far  in  protecting  companies 

II  multimillion-dollar  juiy  awards,  espe- 
1>  by  setting  a  S250,000  ceiling  on  puni- 
■  damages.  That  limit  remains  in  dis- 
e,  but  business  was  buoyed  on  May  1 
L'li  the  Senate  Commerce  Committee  ap- 
ved  a  bill  that  addressed  other  Presi- 
itial  objections.  For  instance,  the  revised 
asure  wouldn't  limit  damages  in  cases 
ere  a  gun  dealer  sells  a  weapon  to  a 
111.  Nor  would  it  impose  liinits  in  cases  in- 
\  ing  suppliers  of  raw  materials  for  sili- 
e  breast  implants.  And  the  GOP  is  hinting 
more  flexibility:  Commerce  Committee  Chairman  John 
Cain  (Ariz.)  says  the  measure  could  be  reworked  further 
tlie  Senate  floor.  Moreover,  Hill  sources  say  Majority 
uii^r  Ti-ent  Lott  (Miss.)  is  eager  for  an  agi"eement. 

rile  White  House  seems  inchned  to  deal  as  well.  Clinton 
.  named  a  high-level  task  force  headed  by  National  E  co- 
nic Council  chief  Gene  Sperling  and  White  House  Deputy 
ansel  Bruce  R.  Lindsey  to  work  on  revised  legislation. 
June  19,  Sperling  and  Lindsey  met  with  Caterpillar  ceo 
nald  V.  Fites,  Tenneco  ceo  Dana  G.  Mead,  and  National 
sociation  of  Manufacturers  head  Jerry  J.  Jasinowski.  "We 
:1  there  is  a  window  of  opportunity  for  bipartisan  collabo- 


McCAIN:  Hints  of  mure  flextbdity 


ration,"  Jasinowski  says.  "They  were  intei'ested  in  seeing  if 
we  can  get  a  bill."  Negotiations  with  Senate  Republicans 
could  start  in  July. 

Some  of  Clinton's  closest  Democratic  allies  also  favor  prod- 
uct-liability refoi™.  Senators  John  D.  Rockefeller  IV  of  West 
Vu-ginia,  and  Christopher  J.  Dodd  and  Joseph  I.  LiebeiTnan  of 
Connecticut  have  pressed  him  to  support  legislation,  and  he 
would  like  to  come  to  their  aid  this  time.  After  the  last 
veto.  Rockefeller  accused  Clinton  of  i-epaying  the  Association 
of  Ti'ial  Lawyers  of  America,  which  gave  Denis  $581,000  for 
the  1996  camjiaign.  Now  with  the  election  beliind  him,  Clinton 
is  more  willing  to  woi"k  with  business.  "The 
White  House  has  always  been  uncomfort- 
able with  the  President  being  so  closely 
identified  with  trial  lawyers,"  says  a  Dem- 
ocratic Hill  staffer. 

VAGUE  VETO.  But  talking  compromise  and 
reaching  one  are  two  different  matters.  Be- 
sides keeping  the  $250,000  cap,  the  bill 
would  prohibit  jiuies  from  holding  one  com- 
pany liable  for  all  noneconomic  damages, 
such  as  pain  and  suffering,  if  it  was  found 
only  })artly  responsible  foi'  a  defective  prod- 
uct. Clinton  is  opposed  to  both  changes.  An 
aide  says  any  shift  in  position  would  have  to 
be  "consistent  with  the  President's  veto  statement."  But 
both  Clintonites  and  the  gop  say  the  vagueness  of  his  veto 
left  plenty  of  wiggle  room. 

A  Clinton  compromise  is  sure  to  trigger  protests  from 
tiial  lawyers  and  consimier  gi-oups.  Tliey  claim  manufactiu-ers 
would  have  less  incentive  to  make  safe  products  if  the  right 
to  sue  is  curtailed.  Clinton  bought  that  argument  last  time — 
and  he  may  yet  again.  But  for  now,  he  seems  to  enjoy  being 
the  Dealmaker-in-Chief  who  worked  with  the  (;op  to  overhaul 
welfare  and  balance  the  budget.  Product-liability  refoiTn  could 
be  another  notch  on  his  legacy  belt. 

By  Susan  B.  Garland,  with  Mike  McNamee 


CAPITAL  WRAPUP 


EADING  THE  VOTE  ON  CHINA 

The  259-173  House  vote  on  June  24 
acking  most-favored-nation  trade 
:atus  for  China  signals  a  shift  to  the 
^nter  by  younger  Democrats.  Some 
i%  of  Democratic  freshmen  and 
iphomores  backed  mfn,  compared 
ith  51%  of  the  remaining  Dems. 
'verall,  112  members  split  with 
linority  Leader  Richard  A.  Gephardt 
l)-Mo.).  Gephardt  also  lost  a  majority 
f  his  caucus  in  May,  when  Dems  vot- 
d  132-72  in  favor  of  the  balanced- 
udget  accord,  which  he  opposed. 


Conclusion:  The  liberal  base  support- 
ing an  expected  Gephardt  Presiden- 
tial bid  in  2000  is  shrinking. 

FIRE-SALE  AIRWAVES 

►  To  reach  a  balanced  budget  in  2002, 
the  Senate  expects  to  pull  in  $20  bil- 
lion from  sales  of  spectrum  to  broad- 
casters and  telecom  companies.  But 
that  estimate  looks  wildly  optimistic. 
The  Federal  Communications  Com- 
mission figured  it  could  raise  $1.8  bil- 
lion from  an  auction  of  wireless  ser- 
vices last  April.  Instead,  the  take  was 
a  mere  $14  million. 


HOT  SPOT..  .FOR  TOURISTS? 

►  American  tourists  may  soon  be  able 
to  visit  a  new  Mediterranean  resort: 
Beirut.  Administration  officials  say 
Secretary  of  State  Madeleine  K. 
Albright  is  reviewing  a  proposal  to 
rescind  the  U.  S.  travel  ban  on 
Lebanon,  imposed  during  its  civil  war 
in  the  1980s.  French  President 
Jacques  Chirac  pushed  Clinton  during 
the  economic  summit  in  Denver  to 
reverse  the  U.  S.  position.  The  White 
House  says  a  decision  is  expected  "in 
the  very  near  future." 
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THE  BUSINESS  WEEK  GLOBAL  1000 


A  NEW  BREED 
OF  BLUE  CHIPS 

They're  lean,  boast  global  brands,  and  give  lots  of  value 


N 


I  obody  likes  a  braggart.  So  Bill 
Clinton  didn't  exactly  get  a  stand- 
ing ovation  at  the  mid-June  eco- 
I  nomic  summit  in  Denver  when  he 
extolled,  again  and  again,  America's 
magic  formula  for  growth.  Indeed,  his 
fellow  world  leaders  barely  hid  theii- 
resentment  when  the  President  sug- 
gested that  U.  S.  advisers  help  Japan 
untangle  its  regulatory  snarls  and  that 
Evu'opeans  follow  the  Ameiican  example 
and  slash  their  swollen  budgets. 

Stock  buyers,  though,  couldn't  care 

less  about  modesty.  This   

year's  business  wkek 
Global  1000  shows  that 
investors  think  Clinton  is 
light.  For  the  fourth  yeai' 
in  a  row,  U.  S.  companies 
increased  their  presence 
in  our  tables  of  the 
world's  most  highly  val- 
ued companies.  America 
added  25  coipoi'ate  names 
to  the  list,  bringing  its 
share  of  the  ranking's  to- 
tal mai'ket  capitalization 
to  nearly  50%. 

Using  data  eomjMled 
by  Geneva-based  Morgan 
Stanley  Capital  Interna- 
tional, BUSINESS  wi-:ek  has 
since  1988  been  ranking 
about  2,700  companies  in 
21  countries  by  market 
capitalization.  Because  re- 
sults are  statefl  in  dollars, 
cun-ency  fluctuations  over 
the  years  have  influenced 
how  far  countiies  rose  or 
fell  in  the  standin  ^s.  For 
example,  thanks  to  the 
dollar's  strength  in  the 
past  12  months,  the 
healthy  gains  posted  by 
European  bourses  were 
even  stronger  in  local 
cun-ency  teiTns.  And  the 
n%  shrinkage  in  Japan's 


overall  market  capitalization  would  have 
been  just  11%  if  stated  in  yen. 

Yet  even  allowing  for  the  dollar's  rise, 
the  shifting  balance  of  power  in  the 
Global  1000  reflects  long-term  economic 
trends.  Japan  has  been  steadily  losing 
heft  in  the  rankings  since  1990,  when  it 
accoimted  for  39%-  of  the  list's  total  mar- 
ket capitalization.  Now,  Japanese  com- 
panies represent  16%  of  the  total,  down 
from  23%  last  year,  while  Japan  lost  45 
companies  from  the  list. 

Nor  do  this  year's  results  simply  re- 


How  the  Giants  Stack  Up 


SALES 

(BILLIONS  OF  us  DOLLARS) 

PROFITS 

(BILLIONS  OF  us  DOLLARS) 

1 

GENERAL  MOTORS 

$164.07 

1 

ROYAL  DUTCH/SHELL  GROUP 

$9.31 

2 

FORD  MOTOR 

146.99 

2 

EXXON 

7  51 

3 

MITSUI  &  CO. 

140.14 

3 

GENERAL  ELECTRIC 

7.28 

4 

MITSUBISHI  CORP. 

135.50 

4 

PHILIP  MORRIS 

6.30 

5 

ROYAL  DUTCH/SHELL  GROUP 

134.28 

5 

GENERAL  MOTORS 

5.89 

6 

ITOCHU 

131.04 

6 

IBM 

5.86 

7 

MARUBENI 

119.97 

7 

AT&T 

5.61 

8 

EXXON 

116.73 

8 

INTEL 

5.16 

9 

SUMITOMO  CORP. 

115.34 

9 

HSBC  HOLDINGS 

5.09 

10 

TOYOTA  MOTOR 

105.04 

10 

FORD  MOTOR 

4.45 

SHARE-PRICE  GAIN 

(PERCENTAGE  CHANGE  FROM  1996  IN  U  S  DOLLARS! 

RETURN  ON  EQUITY 

(PERCENTAGE) 

1 

DELL  COMPUTER 

306% 

1 

NORTHWEST  AIRLINES 

536.8% 

2 

TSIM  SHA  TSUI  PROPERTIES 

205 

2 

GLAXO  W/ELLCOME 

164.1 

3 

AES 

159 

3 

GENERAL  MILLS 

158.7 

4 

COMPUWARE 

136 

4 

UST 

158.2 

5 

ADVANCED  MICRO  DEVICES 

127 

5 

EMI  GROUP 

152.4 

6 

HENNES  &  MAURIT2 

123 

5 

AVON  PRODUCTS 

132.4 

7 

COMPAQ  COMPUTER 

122 

7 

LUCENT  TECHNOLOGIES 

92.9 

8 

CONSECO 

120 

8 

GUCCI  GROUP 

86.7 

9 

ALTERA 

119 

9 

SMITHKLINE  BEECHAM 

77.5 

10 

RAILTRACK  GROUP 

118 

10 

DELL  COMPUTER 

73.6 

DATA  MORGAN  STANLEY  CAPITAL  INTERNATIONAL,  BUSINESS  WEEK 


fleet  the  bull  run  on  Wall  Street  2 
the  bearish  mood  in  Tokyo.  The  U 
keeps  gaining  gi'ound  in  the  global  ec 
omy  not  just  because  its  stock  market 
booming  but  also  because  many  of 
companies  dominate  the  world's  faste 
gTowing  industries.  Indeed,  global  co 
petition  has  created  a  brand-new  cl; 
of  blue  chips.  Investors  no  longer  set 
for  big-cap  companies  with  steady  sa 
and  strong  domestic  market  share.  TI 
want  a  worldwide  brand  name,  sup 
efficient  production,  lean  manage  me 

^   and  an  outspoken  co 

mitment  to  shareholc 
value.  So  companies  si 
as  Coca-Cola,  Sony,  > 
vartis,  and  Volkswag 
came  out  winners  regai 
less  of  how  their  domes 
stock  markets  did. 

Two  names  nev 
perched  at  the  very  t 
of  the  list  tell  the  sto 
Microsoft  Corp.  and  In 
Corp.,  the  West  Cos 
companies  that  provi 
the  software  and  chi] 
respectively,  for  the  lio 
share  of  the  world's  pt 
sonal  computers,  be 
made  it  into  the  top 
for  the  first  time  ev 
(table).  PCS  had  anoth 
banner  year,  with  U 
unit  growth,  and  "W: 
tel,"  as  the  duo  are  co 
monly  known,  reaped  t 
rewards. 

Windows  95  rea 
kicked  in  for  Micros( 
this  year  In  the  quari 
ended  in  March,  the  p( 
centage  of  new  PCs  wi 
Windows  95  preinstall 
gi'ew  to  more  than  7f 
of  reported  shipmen 
and  Windows  3.1  and  t; 
Windows  nt  workstati 
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rating  system  accounted  for  much 
he  rest.  The  blockbuster  Office  soft- 
•e  suite  supphes  more  than  half  of 
■rosoft's  $8.7  billion  in  annual  rev- 
cs.  In  the  nine  months  ended  Mar. 
l  aiTiings  rose  a  breathtaking  46%,  to 
;;i  billion. 

ntel  is  the  Microsoft  of  the  global 
)  business.  In  1996,  its  already  pow- 
il  lock  on  the  PC  microprocessor  mai-- 
hecame  a  viitual  monopoly.  While  ri- 
■  -tumbled  with  marketing  blunders, 
1  relentlessly  churned  out  a  series  of 
>•  and  faster  Pentium  chip  models, 
liding  the  fb'st  Pentium  Pro.  Intel's 
enues  topped  $20  billion  for  the  first 
e  in  1996,  and  profits  came  in  at 
•e  than  $5  billion. 

'hi'  PC  boom  explains  why  Dell  Com- 
er Corp.  stock  rose  more  than  any 
I'l  in  the  rankings  this  year,  soaring 
' ; .  The  company  has  perfected  the 
iiC  ultrahigh  asset  turnover.  Because 
iistom-builds  its  pes  after  an  order  is 
■(  il,  Dell  operates  with  few  raw  ma- 
als  and  no  finished-goods  inventoiy. 
1  by  collecting  payment  quickly,  it 
M^rts  a  sale  to  cash  on  its  balance 
et  in  less  than  a  day.  The  low-fixed- 
et  system  allows  Dell  to  become 
■('  profitable  as  it  gi'ows.  Rival  Com- 
Cnmputer  Corp.  didn't  do  badly,  ei- 
1.  Its  shares  were  up  122%,  bringing 
company  to  No.  83  in  the  rankings, 
v.  No.  223  last  year. 
RADICAL  CHANGE."  Not  eveiy  Amer- 
1  success  story  was  one  of  technolo- 
liuwever.  Coca-Cola  Co.  vaulted  to 
iind  place  on  the  list,  from  No.  4  last 
11',  boostmg  its  volume  around  the 
I'ld  and  gaining  share  by  virtue  of 
mai'keting  muscle.  "What  you  saw  in 
(i  was  increasing  confidence  from  in- 
tiii's  that  Coke  has  won  the  global 
I  wars,"  says  Jennifer  F.  Solomon  of 
'  mon  Brothers  Inc.  in  New  York. 
A.ii-ldwide,  unit  case  volume  grew 
.  Tlie  surprise  was  that  Coke  racked 
<i'i  volume  growth  in  the  U.S., 
ose  soft-drink  market  analysts  had 
itt'-n  off  as  mature.  Meanwhile, 
<e's  international  numbers  remain  im- 
ssive.  Its  Middle  &  Far  East  gi"oup, 
ieh  has  a  42%  market  share  in  soft 
iiks,  saw  volume  gi'owth  of  11%.  And 
'-ii'eater  Europe,  volume  rose  8%  de- 
te  the  region's  slow  economic  growth. 
Compared  with  such  achievement,  the 
)anese  made  a  poor  showing  overall, 
e  Nikkei  stock  average,  down  6%  in 
'  past  12  months,  didn't  help.  Nor 
the  dollar-yen  exchange  rate,  as  the 
1  slipped  from  around  108  to  the  dol- 
in  midyear  1996  to  about  115  now. 
d  although  the  weaker  yen  was  good 
Japanese  exporters,  making  their 
)ducts  cheaper  on  world  markets,  do- 
■stic  demand  is  still  sluggish. 
Yet  companies  that  have  moved  out 


The  Top  100  Companies 

Another  strong  showing  by  American  companies,  with  7  out  of  the  top  10 
coming  from  the  U.S.  this  year,  including  Microsoft  and  Intel 


RANK 

1997  1996 


MARKET  VALUE 


RANK 


Billions  of  U  S,  dollars      1997  1996 


MARKET  VALUE 

Billions  of  U  S,  dollars 


1 

1 

GENERAL  ELECTRIC 

U.S.  198.09 

51 

88 

NATIONSBANK 

U.S. 

42.34 

2 

4 

COCA-COLA 

U.S. 

169.86 

52 

37 

GTE 

U.S. 

42.14 

3 

2 

ROYAL  DUTCH/SHELL 

Neth./Bntain  168.99 

53 

36 

GENERAL  MOTORS 

U.S. 

41.83 

4 

3 

NTT 

Japan  151.57 

54 

74 

BANKAMERICA 

U.S. 

41.44 

5 

12 

MICROSOFT 

U.S.  148.59 

55 

64 

CHASE  MANHATTAN 

U.S. 

40.74 

6 

6 

EXXON 

U.S.  147.15 

56 

90 

LUCENT  TECHNOLOGIES 

U.S. 

40.64 

7 

15 

INTEL 

U.S.  124.08 

57 

44 

ENI 

Italy 

40.08 

8 

8 

TOYOTA  MOTOR 

Japan  108.67 

58 

71 

DAIMLER-BENZ 

Germany 

39.74 

9 

10 

MERCK 

U.S. 

108.49 

59 

50 

MATSUSHITA  ELECTRIC  INDL 

Japan 

39.68 

10 

9 

PHILIP  MORRIS 

U.S. 

106,58 

60 

41 

MOTOROLA 

U.S. 

39.42 

11 

42 

NOVARTIS 

Switzerland 

93.48 

61 

69 

MINNESOTA  MINING  &  MFG. 

U.S. 

38.24 

12 

18 

PROCTER  &  GAMBLE 

U.S. 

93.39 

62 

21 

DAI-ICHI  KANGYO  BANK 

Japan 

38.03 

13 

20 

IBM 

U.S. 

85.91 

63 

67 

BOEING 

U.S. 

37.99 

14 

11 

ROCHE  HOLDING 

Switzerland 

83.51 

64 

14 

FUJI  BANK 

Japan 

37.30 

15 

5 

BANK  OF  TOKYO-MITSUBISHI  Japan 

80.90 

65 

22 

SANWA  BANK 

Japan 

37.10 

16 

40 

HSBC  HOLDINGS 

Britain 

80.71 

66 

61 

AMERITECH 

U.S. 

35.96 

17 

13 

JOHNSON  &  JOHNSON 

U.S. 

70  01 

67 

62 

HITACHI  LTD. 

Japan 

35.52 

18 

32 

BRISTOL-MYERS  SQUIBB 

U.S 

73.38 

68 

130 

TRAVELERS  GROUP 

U.S. 

35.27 

19 

26 

GLAXO  WELLCOME 

Britain 

70.85 

69 

58 

MCDONALD'S 

U.S. 

34.77 

20 

19 

WAL-MART  STORES 

U.S. 

67.68 

70 

91 

ING  GROEP 

Netherlands 

34.77 

21 

25 

BRITISH  PETROLEUM 

Britain 

67.34 

71 

112 

L.M.  ERICSSON 

Sweden 

33.85 

22 

27 

PFIZER 

U.S. 

04. JO 

72 

110 

SCHERING-PLOUGH 

U.S. 

33.20 

23 

29 

AIG 

U.S. 

63.57 

73 

108 

AMERICAN  EXPRESS 

U.S. 

32.86 

24 

28 

DUPONT 

U.S. 

61.45 

74 

93 

SONY 

Japan 

32.34 

25 

NR 

DEUTSCHE  TELEKOM 

Germany 

60.97 

75 

139 

ALLSTATE 

U.S. 

32.26 

26 

7 

AT&T 

U.S. 

59,71 

76 

99 

HUTCHISON  WHAMPOA 

Hong  Kong 

32.23 

27 

24 

PEPSICO 

U.S. 

56,31 

77 

60 

SIEMENS 

Germany 

31.76 

28 

35 

WALT  DISNEY 

U.S. 

55,28 

78 

75 

BELL  ATLANTIC 

U.S. 

30.66 

29 

30 

MOBIL 

U.S. 

55.03 

79 

85 

HOME  DEPOT 

U.S. 

30.66 

30 

82 

LLOYDS  TSB  GROUP 

Britain 

53  85 

80 

17 

INDUSTRIAL  BANK  OF  JAPAN 

Japan 

30.51 

31 

65 

SBC  COMMUNICATIONS 

U.S. 

53,64 

81 

104 

ORACLE 

U.S. 

30.47 

32 

49 

BERKSHIRE  HATHAWAY 

U.S. 

52.98 

82 

80 

SEVEN-ELEVEN  JAPAN 

Japan 

30.13 

33 

48 

UNILEVER 

Neth./Bntain 

52.64 

83 

223 

COMPAQ  COMPUTER 

U.S. 

29.68 

34 

39 

CITICORP 

U.S. 

52.56 

84 

121 

SCHLUMBERGER 

U.S. 

29.39 

35 

23 

HEWLETT-PACKARD 

U.S. 

52.53 

85 

144 

BARCLAYS  BANK 

Britain 

29.38 

36 

52 

ELI  LILLY 

U.S, 

51.65 

86 

86 

SUN  HUNG  KAI  PROPERTIES 

Hong  Kong 

29.37 

37 

77 

GILLEnE 

U.S. 

49,52 

87 

105 

TEXACO 

U.S. 

28.77 

38 

31 

NESTLE 

Switzerland 

48,93 

88 

125 

ZENECA  GROUP 

Britain 

28.71 

39 

55 

AMERICAN  HOME  PRODUCTS         U  S 

48,92 

89 

97 

HONDA  MOTOR 

Japan 

28.60 

40 

54 

ABBOn  LABORATORIES 

U.S, 

48.73 

90 

66 

BROKEN  HILL  PROPRIETARY 

AiKtrjilia 

nu o LI  a  1  la 

28.53 

41 

47 

ALLIANZ 

Germany 

47.96 

91 

94 

BAYER 

Germany 

28.13 

42 

72 

SMITHKLINE  BEECHAM 

Britain 

47.32 

92 

87 

UBS 

Switzerland 

28.13 

43 

57 

FANNIE  MAE 

U,S. 

46.42 

93 

120 

KIMBERLY-CLARK 

US. 

28.12 

44 

43 

CHEVRON 

U.S. 

45.74 

94 

79 

VEBA 

Germany 

27.97 

45 

53 

BRITISH  TELECOMMS. 

Britam 

45.55 

95 

96 

DEUTSCHE  BANK 

Germany 

27.77 

46 

38 

BELLSOUTH 

U.S. 

44,98 

96 

84 

B.A.T.  INDUSTRIES 

Britain 

27.77 

47 

63 

CISCO  SYSTEMS 

U.S. 

44,96 

97 

34 

SINGAPORE  TELECOMMS. 

Singapore 

27.52 

48 

33 

FORD  MOTOR 

U.S. 

44.66 

98 

192 

WARNER-LAMBERT 

U.S. 

27.41 

49 

51 

AMOCO 

U.S. 

44,17 

99 

131 

ELF  AQUITAINE 

France 

27.33 

50 

16 

SUMITOMO  BANK 

Japan 

43,40 

100 

81 

EASTMAN  KODAK 

U.S. 

27.27 
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MARKET  PRICE/  RETURN 


GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

U.S. 

PER  SHARE 

FROM  1996 

VALUE 

P/E 

YIELD 

U.S. 

U,S, 

US 

EQUITY 

NDUSTR 

RANK 

RANK 

$MIL. 

U.S.  $ 

(U.S.  $ 

(LOCAL) 

RATIO 

RATIO 

%, 

SMIL, 

$M!L 

SMIL 

% 

CODE 

9  SOLVAY 

720 

5062 

605 

1 

13 

1.8 

15 

3.4 

8029 

318 

7442e 

11. 5g 

22 

10  ROYALEBELGE 

783 

4544 

284 

41 

58 

2.6 

23 

2,9 

2969 

199 

25007 

11.3 

63 

11  GROUPEUCB 

888 

3960 

2715 

46 

54 

6.5 

24 

1,1 

1443 

152 

1352e 

26.9g 

22 

12  ELECTRAFINA 

931 

3765 

101 

9 

22 

1.3 

19 

4,0 

NA 

171e 

2418e 

7.0g 

11 

13  GROUPE  BRUXELLES  LAMBERT 

935 

3752 

150 

21 

35 

1.8 

17 

3.6 

NA 

220 

4571e 

10,3g 

71 

14  CREDIT  COMMUNAL  HOLDING/DEXIA  BELGIUM 

(7)  NR 

3665 

100 

NA 

NA 

NA 

13 

3.3 

NA 

556 

194620 

NA 

51 

BRITAIN 

COUNTRY  COMPOSITE 

1276943 

11 

26 

20 

4.3 

18 

3.6 

860617 

85702 

2988868 

24.4 

1   HSBC  HOLDINGS 

16 

80708 

31 

104 

93 

3.3 

16 

2,7 

NA 

5091 

387001 

20.6 

51 

2  GLAXO  WELLCOME 

19 

70854 

20 

53 

45 

35.4 

22 

3,5 

13545 

3267 

13602 

164.1 

45 

3  BRITISH  PETROLEUM 

21 

67343 

12 

38 

31 

3.2 

16 

3,5 

73180 

4285 

53288 

19.6 

11 

4  SHELL  TRANSPORTS.  TRADING  (1) 

NR 

65314 

20 

39 

31 

2.7 

20 

3,8 

134281 

9310 

119832 

13.4 

11 

5  LLOYDS  TSB  GROUP 

30 

53851 

10 

107 

96 

5.5 

20 

2.7 

NA 

2577 

211417 

32.9 

51 

6  SMITHKLINE  BEECHAM 

42 

47316 

17 

69 

60 

21.1 

27 

1.9 

12955 

1593 

13108 

77.5 

45 

7  BRITISH  TELECOMMUNICATIONS 

45 

45546 

7 

31 

24 

2.2 

13 

5.6 

24434f 

3398f 

38505 

15.3g 

55 

8  BARCLAYS  BANK 

85 

29378 

19 

67 

58 

2.5 

12 

3.3 

NA 

2511 

304299 

20.7 

51 

9  ZENECA  GROUP 

88 

28714 

30 

43 

35 

8.5 

25 

2.4 

8774 

1094 

8180 

32.9 

45 

10  B.A.T.  INDUSTRIES 

96 

27767 

9 

11 

6 

3.1 

11 

5.9 

25721 

2536 

76630 

28.5 

71 

1 1   MARKS  &  SPENCER 

124 

23455 

8 

16 

10 

3.5 

19 

3.2 

12829f 

1239f 

10388 

18.3g 

54 

12  UNILEVER  PLC  (2) 

NR 

21823 

27 

44 

36 

5,5 

19 

2.5 

50755 

2437 

31242e 

28.6g 

44 

1 3  NATIONAL  WESTMINSTER  BANK 

154 

20833 

12 

26 

20 

1.8 

11 

4.9 

NA 

1904 

303210 

16.0 

51 

14  ABBEY  NATIONAL 

156 

20270 

14 

68 

59 

2.5 

15 

3.7 

NA 

1234 

202882 

17,2 

52 

15  GRAND  METROPOLITAN 

167 

19550 

9 

38 

31 

3,7 

18 

3.6 

14581 

1124 

18353 

20.4 

44 

16  PRUDENTIAL 

173 

19325 

10 

51 

43 

4.3 

8 

3.5 

18943 

2302 

128326 

51.2 

63 

17  REUTERS  HOLDINGS 

176 

18951 

11 

-3 

-9 

8.9 

23 

2.1 

4757 

803 

3825 

39.3 

52 

18  RIOTINTOPLC  (3) 

NR 

18384 

17 

10 

4 

3.3 

21 

3.2 

8448 

1096 

17357 

15.9 

24 

19  CABLE  &  WIRELESS 

189 

18148 

8 

19 

13 

3.4 

16 

2.8 

9898f 

1108f 

14757 

20.6g 

55 

20  GUINNESS 

192 

17944 

9 

29 

22 

2.7 

15 

3.5 

7738 

1121 

13485e 

16.5g 

43 

21   BRITISH  SKY  BROADCASTING  GROUP 

215 

16135 

9 

35 

28 

LOSS 

36 

1.3 

1649 

382 

799 

NA 

51 

22  GENERAL  ELECTRIC  CO. 

219 

15762 

6 

-1 

-5 

3.1 

15 

4.5 

17980 

1019 

10888 

20.4 

34 

23  STANDARD  CHARTERED 

222 

15561 

16 

59 

51 

4.5 

17 

1.9 

NA 

887 

58938 

25.5 

51 

24  BG 

232 

14738 

3 

56 

47 

2.3 

14 

5.5 

7171 

1032 

19357 

15.3 

12 

25  VODAFONE  GROUP 

248 

13550 

4 

12 

6 

8.1 

24 

2.0 

2294 

507 

2885 

34.2 

55 

26  TESCO 

253 

13361 

6 

32 

25 

2.1 

16 

3.5 

22719f 

851f 

10834f 

13.5 

54 

27  BTR 

257 

13257 

3 

-25 

-29 

3.5 

9 

5.1 

15593 

1451 

13499 

40.3 

71 

28  GRANADA  GROUP 

278 

12050 

14 

11 

5 

7.6 

20 

1.9 

5244 

553 

11202 

39.0 

71 

29  BRITISH  AIRWAYS 

288 

11662 

12 

34 

27 

2.4 

13 

2.7 

13575f 

905f 

17073f 

18,7 

55 

30  ROYAL  &  SUN  ALLIANCE  INSURANCE  GROUP 

289 

11501 

8 

22 

16 

1.2 

21 

5.2 

15313 

559 

91081 

5.7 

63 

31  BASS 

294 

11477 

13 

3 

-3 

1.8 

15 

4,0 

8358 

726 

11393 

12,0 

53 

32  REED  INTERNATIONAL  (5) 

NR 

11273 

10 

14 

8 

5,6 

21 

2,8 

5531 

987 

8420 

30,8 

51 

33  RENTOKIL  INITIAL 

313 

10997 

4 

21 

15 

LOSS 

28 

1,3 

3713 

359 

2433 

NA 

52 

34  GREAT  UNIVERSAL  STORES 

325 

10645 

11 

1 

-5 

1.7 

17 

3,3 

4511 

632 

7862 

10.2 

54 

35  J.  SAINSBURY 

329 

10504 

6 

~7 

-12 

1.8 

15 

4,4 

23414f 

702f 

11050 

12.1g 

54 

36  BOOTS 

332 

10475 

12 

23 

16 

3.1 

19 

3,4 

6750 

540 

5709 

15.9 

54 

37  NATIONAL  POWER 

341 

10252 

9 

41 

33 

2.4 

11 

5,7 

5783f 

991f 

7859 

21. 7g 

12 

38  IMPERIAL  CHEMICAL  INDUSTRIES 

364 

9643 

13 

1 

-5 

1.7 

22 

4,9 

17211 

576 

14807 

7.5 

22 

39  BAA 

391 

9044 

9 

15 

9 

1.7 

17 

2.7 

2050 

491 

7997 

10.4 

52 

40  LEGAL  &  GENERAL  GROUP 

396 

9005 

7 

65 

55 

2.5 

14 

3.2 

5042 

651 

75061 

19.2 

63 

41  CADBURY  SCHWEPPES 

397 

8958 

9 

20 

13 

4.6 

16 

3.9 

8358 

556 

7373 

28.4 

43 

42  BRITISH  AEROSPACE 

403 

8753 

20 

48 

40 

3.8 

17 

1.5 

10575 

522 

12638 

22.5 

31 

43  ASSOCIATED  BRITISH  FOODS 

427 

8352 

9 

58 

50 

2.1 

18 

2.1 

9337 

455 

5955 

11.4 

44 

44  EMI  GROUP 

434 

8282 

19 

-12 

-17 

33.5 

22 

3.2 

5546f 

377f 

3832 

152. 4g 

46 

45  BOC  GROUP 

443 

8122 

17 

16 

10 

2.7 

18 

3.5 

5138 

455 

7585 

15.5 

22 

46  ROYAL  BANK  OF  SCOTLAND  GROUP 

450 

7995 

10 

21 

15 

2,5 

13 

4.0 

NA 

617 

99986 

20.7 

5! 

47  KINGFISHER 

455 

7846 

12 

24 

17 

3,4 

17 

3.3 

9513f 

457f 

5597f 

19.6 

54 

48  LAND  SECURITIES 

459 

7755 

15 

51 

43 

1.3 

28 

3.7 

NA 

278f 

9318 

4.8g 

54 

49  COMMERCIAL  UNION  ASSURANCE 

464 

7677 

11 

19 

13 

1.2 

15 

5.5 

13484 

479 

88954 

7.9 

63 

50  ALLIED  DOMECQ 

470 

7553 

7 

-3 

-8 

2.2 

13 

5.5 

8785 

561 

8870 

15.2 

43 

51  POWERGEN 

472 

7553 

11 

43 

35 

2.3 

11 

4.5 

4671f 

702f 

5781 

20.7g 

12 

52  BANK  OF  SCOTLAND 

474 

7528 

6 

51 

43 

2.6 

12 

2,7 

NA 

616t 

77341f 

21.7 

6i 

53  SIEBE 
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7275 

15 

17 

11 

3  9 

18 

1,9 

4917f 
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4820 

21.8g 

35 

54  SCOTTISH  POWER 
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7255 

5 

30 

23 

2.8 

10 

6,0 

481  If 

689f 

4580 

27.3g 

12 

55  GENERAL  ACCIDENT 

497 

7142 

15 

44 

36 

1.3 

9 

4,7 

7125 
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46215 

15.4 

63 

56  SCOTTISH  &  NEWCASTLE  BREWERIES 
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11 

10 

4 

2.2 

16 

3,6 
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6337 

13.1 

53 

57  PEARSON 
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6703 

12 

9 

4 

10.5 

23 

3.1 

3575 
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3574 

45.0 

51 

58  SAFEWAY  PLC 

558 

6373 

6 

7 

2 

2.1 

13 

4.9 

10781f 

482f 

5775 

15.8g 

54 

59  PENINSULAR  &  ORIENTAL  STEAM  NAVIGATION 

560 

6351 

10 

29 

22 

1.7 

16 

6.0 

11501 

398 

10372 

10.5 

58 

60  WHITBREAD 

563 

6334 

13 

15 

9 

1.7 

15 

3.8 

4953f 

387f 

5286f 

10.6 

53 

61   NATIONAL  GRID  GROUP 

566 

6320 

4 

31 

24 

3.5 

10 

5.9 

2356 

634 

5227 

35.0 

12 

62  UNITED  NEWS  &  MEDIA 

577 

6215 

13 

10 

4 

LOSS 

19 

3.8 

3257 

321 

2613 

NA 

51 

63  GKN 

586 

6115 

17 

13 

7 

5.2 

16 

3.1 

5459 

374 

4093 
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Return  On  Investment 

LTV  Steel  Company 


LTV     C  • 


1 


Steel 


rhe  top-of-the-line  data  warehousing  software 

will  have  a  positive  i m [) a c I  on  your 
business  decision  makers. 

And  wait  until  you  see  what  it  does 

for  your  bollom  line. 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC)  study 
of  organizations  that  have  implemented  data  warehouses 
reveals  an  average  three-year  Return  on  Investment  of 
401%!  There's  no  better  choice  for  reaping  similar  rewards 
than  the  SAS  Data  Warehouse,  a  data  warehousing 
Product  of  the  Year  for  two  years  running. 

And  the  world's  only  end-to-end  warehousing 
solution  for  managing,  organizing,  and  exploiting  your 
business  data— including  data  from  external  sources. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

MERRILL  LYNCH  ROI=1,464% 
For  this  leader  in  financial  services  markets,  the  SAS 
Data  Warehouse  yielded  fast  payback  and  measurable 
benefits.  According  to  John  Crawford,  VP  of  Reporting 
Systems  in  the  Marketing  Systems  Group,  "We've  been 
using  SAS  software  for  all  of  our  solutions  in  terms  of 
our  data  warehouse  implementation,  and  our  return 
on  investment  has  only  grown, .  .it's  a  broad-scope, 
well-integrated  solution  that  provides  all  of  our  data 
warehousing  needs  from  one  vendor,  and  there's  no 
other  single  vendor  out  there  capable  of  doing  that," 

LTV  STEEL  COMPANY  ROI=16,995% 
As  the  third  largest  steel  operator  in  the  U  S.,  they've 
been  using  SAS  software  for  data  warehousing  since 
long  before  the  term  was  coined.  According  to  Quality 
Assurance  Senior  Analyst  Robert  Scharl,  "SAS  software 
is  THE  element  of  our  data  warehousing  solution  It 
beat  everything  else  for  data  retrieval... and  it  would 
have  cost  us  maybe  a  half  million  dollars  to  bring 
something  else  in  for  a  data  warehousing  system." 
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3.2 

8448 

1096 

17357 

15,9 

2 

19 
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25 
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5 

26 
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6 

32 
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2,1 

16 

3.5 
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5 

27 
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257 

13267 
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3.6 

9 
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7 
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1.3 

3713 

359 

2433 

NA 

5 

34 

GREAT  UNIVERSAL  STORES 

325 

10646 

11 

1 

-5 
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9 
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2, 

39 
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15 

9 

1.7 
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56 

2.6 
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54 
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55 
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3.6 
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12 
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he  lop-of-the-line  data  warehousing  soliwarc 

will  have  a  positive  impact  on  your 
business  decision  makers. 

And  wait  until  you  see  what  it  does 

for  your  bottom  line. 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC)  study 
of  organizations  thiat  hiave  implemented  data  warehouses 
reveals  an  average  three-year  Return  on  Investment  of 
401%!  There's  no  better  choice  for  reaping  similar  rewards 
than  the  SAS  Data  Warehouse,  a  data  warehousing 
Product  of  the  Year  for  two  years  running 

And  the  world's  only  end-to-end  warehousing 
solution  for  managing,  organizing,  and  exploiting  your 
business  data — including  data  from  external  sources. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

MERRILL  LYNCH  ROI=1,464% 
For  this  leader  in  financial  services  markets,  the  SAS 
Data  Warehouse  yielded  fast  payback  and  measurable 
benefits.  According  to  John  Crawford,  VP  of  Reporting 
Systems  in  the  Marketing  Systems  Group,  "We've  been 
using  SAS  software  for  all  of  our  solutions  in  terms  of 
our  data  warehouse  implementation,  and  our  return 
on  investment  has  only  grown. .  .it's  a  broad-scope, 
well-integrated  solution  that  provides  all  of  our  data 
warehousing  needs  from  one  vendor,  and  there's  no 
other  single  vendor  out  there  capable  of  doing  that." 

LTV  STEEL  COMPANY  ROI=16.995% 
As  the  third  largest  steel  operator  in  the  U.S.,  they've 
been  using  SAS  software  for  data  warehousing  since 
long  before  the  term  was  coined  According  to  Quality 
Assurance  Senior  Analyst  Robert  Scharl,  "SAS  software 
is  THE  element  of  our  data  warehousing  solution.  It 
beat  everything  else  for  data  retrieval... and  it  would 
have  cost  us  maybe  a  half  million  dollars  to  bring 
something  else  in  for  a  data  warehousing  system." 
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5 

8.2 

1 1531 

1271 

13322 

1 1.9  : 

76 

CARLTON  COMMUNICATIONS 

731 

4987 

9 

15 

9 

6.0 

16 

2.8 

2744 

299 

2218 

38.2 

77 

31  GROUP 

753 

4805 

8 

17 

11 

1.2 

38 

2.1 

NA 

115 

5709 

3.1  i 

78 

BRITISH  LAND 

773 

4653 

10 

54 

46 

1 .4 

42 

1 .8 

NA 

71 

7253 

3.3  1 

79 

CENTRICA 

778 

4512 

1 

NA 

NA 

1.3 

24 

NA 

7750e 

195e 

7247 

NA 

80 

NEXT 

784 

4542 

12 

39 

32 

5.5 

24 

2.5 

1549f 

189f 

1103f 

27.4 

81 

LUCASVARITY 

795 

4483 

3 

-17 

-21 

5. 1 

19 

2.9 

4373cf 

131cf 

4902t 

25.0 

82 

Tl  GROUP 

803 

4458 

9 

14 

8 

8.4 

19 

3.2 

2874 

232 

2057 

44.0 

83 

SEVERN  TRENT 

810 

4432 

13 

35 

29 

1 . 1 

8 

4.8 

1894 

535 

5412 

13.4  ' 

84 

LADBROKE  GROUP 

813 

4413 

4 

28 

22 

1.5 

22 

3.4 

6257 

200 

5051 

7.1 

85 

WOLSELEY 

827 

4318 

8 

7 

1 

3.4 

1 5 

2.8 

7058 

265 

3416 

22.0 

86 

MERCURY  ASSET  MANAGEMENT  GROUP 

829 

4295 

24 

53 

45 

11.1 

23 

3.9 

NA 

191f 

2212 

49. Ig  ( 

87 

THAMES  WATER 

847 

4177 

1 1 

22 

16 

1.3 

9 

5.5 

1953 

488 

5119 

14.4 

88 

GUARDIAN  ROYAL  EXCHANGE 

857 

4139 

5 

10 

4 

1.2 

6 

4.5 

5105 

721 

30598 

21.4 

89 

ORANGE 

867 

4057 

3 

-11 

-15 

LOSS 

-10 

0.0 

1013 

-375 

1474 

NA 

90 

LASMO 

905 

3854 

4 

42 

34 

2.1 

76 

0.8 

1225 

51 

4033 

2.8 

91 

RMC  GROUP 

911 

3854 

1 5 

-4 

-10 

1.7 

13 

3.5 

5578 

285 

5584 

12.4 

92 

SMITHS  INDUSTRIES 

913 

3847 

13 

17 

11 

11.1 

20 

2.7 

1650 

181 

1152 

55.5 

93 

BURMAH  CASTROL 

951 

3562 

17 

7 

1 

3.0 

15 

4.4 

5005 

242 

3688 

20.1 

94 

COMPASS  GROUP 

974 

3552 

11 

24 

18 

LOSS 

24 

1.7 

4191 

137 

1320 

NA 

95 

MEPC 

983 

3531 

8 

30 

23 

1.2 

22 

4.9 

NA 

155 

7043 

5.1 

CANADA 


COUNTRY  COMPOSITE 

239277 

33 

28 

28 

2.6 

25 

1.9 

127762 

11680 

859911 

12.6 

1   NORTHERN  TELECOM 

141 

21929 

84 

55 

55 

4.8 

34 

0.7 

12847 

523 

10903 

14.4 

2  BCE  (BELL  CANADA  ENTERPRISES) 

203 

16760 

26 

32 

33 

2.2 

23 

3.7 

20420 

745 

29913 

9.4 

3  SEAGRAM 

231 

14902 

40 

17 

17 

1.6 

30 

1.5 

5013b 

85b 

21628 

5.5 

4  THOMSON 

252 

13432 

22 

35 

37 

2.9 

33 

2.5 

7723 

413 

13173 

8.8 

5  ROYAL  BANK  OF  CANADA 

254 

13355 

43 

82 

83 

2.4 

13 

2.5 

NA 

1037 

158009 

18.2  ( 

6  CANADIAN  IMPERIAL  BANK  OF  COMMERCE 

351 

9951 

24 

45 

47 

1.8 

11 

3.0 

NA 

990 

144301 

16.7  ( 

7  BANK  OF  MONTREAL 

352 

9935 

38 

61 

52 

2.0 

12 

3.0 

NA 

847 

123125 

17.2  ( 

8  BANK  OF  NOVA  SCOTIA 

355 

9881 

42 

72 

73 

2.1 

13 

2.5 

NA 

775 

114011 

15.3  ( 

9  BARRICKGOLD 

375 

9447 

25 

-20 

-19 

2.7 

39 

0.5 

1299 

255 

4515 

6.9  i 

10  CANADIAN  PACIFIC 

382 

9218 

27 

30 

31 

2.0 

16 

1.3 

6295 

537 

11031 

12.2 

11  TORONTO-DOMINION  BANK 

392 

9028 

30 

58 

59 

2.1 

13 

2.7 

NA 

553 

91089 

16.2  ( 

12  ALCAN  ALUMINIUM 

442 

8144 

36 

10 

10 

1.7 

20 

1.7 

7614 

410 

9325 

8.9  : 

13  IMPERIAL  OIL 

457 

7527 

49 

12 

13 

2.3 

24 

3.3 

7527 

314 

7530 

9.9 

14  BOMBARDIER 

500 

7123 

21 

51 

51 

5.8 

24 

1.0 

5800f 

294f 

4555 

23.8g  : 

15  NEV)/BRIDGE  NETWORKS 

524 

6818 

40 

11 

12 

10.3 

37 

0.0 

558 

147 

793 

28.1  : 

16  IMASCO 

557 

5434 

28 

38 

39 

2.5 

15 

3.1 

6841 

436 

43317 

17.1 

17  INCO 

550 

5495 

33 

1 

2 

1.5 

48 

1.2 

3139 

158 

7542 

3.3  : 

18  PANCANADI AN  PETROLEUM 

566 

5464 

22 

12 

13 

3.2 

19 

1.3 

2020 

251 

3590 

16.5 

19  NORANDA 

688 

5292 

22 

3 

4 

1.6 

38 

3.3 

5898 

184 

10813 

4.2  : 

20  PETRO-CANADA 

754 

4710 

17 

34 

35 

1.8 

23 

1,3 

4055 

179 

5632 

7.5 

21   SHELL  CANADA 

770 

4665 

41 

26 

25 

1.7 

10 

3.2 

3750 

431 

4647 

16.9 

22  PLACER  DOME 

787 

4529 

18 

-38 

-38 

2.8 

73 

1,7 

1157 

56 

2574e 

3.9g  i 

23  POTASH  CORP.  OF  SASKATCHEWAN 

819 

4375 

82 

21 

22 

2.7 

19 

1.3 

1404 

209 

2494 

14.2  ; 

24  LAIDLAW 

831 

4267 

14 

34 

35 

2.8 

38 

1.1 

1665 

82 

3575 

7.4  ! 

25  TRANSCANADA  PIPELINES 

840 

4211 

19 

34 

35 

1.8 

14 

4.3 

7823 

308 

9146 

12.7  ; 

26  FALCONBRIDGE 

898 

3894 

22 

-2 

-2 

2,5 

33 

1.3 

1555 

137 

2606 

7.5  ; 

27  NOVA  CORP. 

917 

3834 

8 

-13 

-13 

1.4 

12 

3.5 

3397 

312 

7285 

11.8 

28  MAGNA  INTERNATIONAL 

921 

3819 

54 

11 

12 

2.2 

14 

1.5 

4246 

224 

3178 

16.3  ; 

29  RENAISSANCE  ENERGY 

955 

3507 

31 

19 

20 

2.5 

25 

0.0 

591 

131 

2058 

10.1 

30  TALISMAN  ENERGY 

970 

3576 

33 

37 

38 

2.4 

49 

0.0 

879 

69 

2720 

4.8  : 

31  CANADIAN  NATIONAL  RAILWAY 

980 

3541 

42 

75 

75 

2.1 

9 

1.6 

3015 

366 

4521 

22.5  i 

DENMARK 

COUNTRY  COMPOSITE 

45933  10695 

34 

48 

10.2 

46 

1.5 

12178 

1931 

87504 

22.2 

1  NOVO-NORDISK 

445 

8056 

107 

56 

72 

3.3 

29 

0.5 

2291 

277 

3425 

11.3  ' 

2  DAMPSKIBSSELSKABET  AF  1912 

471 

7554  34970 

59 

75 

26.5 

128 

0.3 

NA 

59 

420 

23.6g  ! 

3  DAMPSKIBSSELSKABET  SVENBORG 

478 

7462  50058 

54 

59 

23.7 

118 

0.4 

NA 

53 

399e 

20.1g  i 

4  TELE  DANMARK 

555 

6458 

49 

0 

10 

1.5 

14 

5.3 

3590 

478 

7256 

11.1  i 
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THE  BUSINESS  WEEK  GLOBAL  1000  ^^^^^■■■■H 


IVlHi\r\L  1 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US 

PER  SHARE 

FROM  1996 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

US 

EQUITY 

N[)USj 

RANK 

RANK 

$  MIL 

US  $ 

(U  S  $)  (LOCAL) 

RATIO 

RATIO 

% 

$  MIL 

$  MIL 

$MIL 

% 

COL 

5  DEN  DANSKE  BANK 

725 

5044 

95' 

52 

58 

1.3 

9 

2.6 

NA 

562 

69595 

14.1 

6 

6  SOPHUS  BERENDSEN 

878 

3994 

152 

25 

38 

19.7 

29 

0.6 

1035 

140 

599 

68.7 

7 

7  CARLSBERG 

926 

3790 

59 

5 

15 

2.9 

23 

0.9 

2768 

154 

3152 

12.6 

4; 

8  DANISCO 

971 

3574 

59 

23 

35 

2.8 

17 

1.1 

2494 

187 

2559 

16.5 

4' 

FINLAND 

COUNTRY  COMPOSITE 

25749 

44 

35 

47 

4.0 

19 

2.4 

17721 

1125 

19652 

18.1 

1  NOKIA 

166 

19600 

55 

50 

54 

6.8 

27 

1.0 

7651 

592 

6474 

25.5 

3' 

2  UPM-KYMMENE 

582 

6149 

23 

20 

30 

1.2 

12 

3.8 

10070 

533 

13178 

10.7 

2. 

FRANCE 

COUNTRY  COMPOSITE 

392421 

140 

11 

24 

2.6 

25 

2.7 

449885 

15459 

1912394 

10.2 

1   ELF  AQUITAINE 

99 

27331 

100 

39 

54 

2.1 

23 

3.6 

40390 

1211 

42852 

9.2 

1 

2  CARREFOUR 

110 

25301 

658 

20 

34 

7.7 

45 

1.0 

26886 

562 

13251 

17.0 

5- 

3  L'OREAL 

113 

24583 

364 

32 

47 

5.5 

38 

1.0 

10474 

647 

9961 

14.6 

41 

4  TOTAL 

133 

22338 

92 

27 

41 

2.3 

23 

3.0 

30648 

980 

27455 

10.0 

1 

5  LVMH  MOET  HENNESSY  LOUIS  VUITTON 

151 

21210 

243 

0 

11 

3.7 

33 

2.2 

5405 

639 

13546 

11.1 

4f 

6  AXA-UAP 

171 

19374 

50 

6 

18 

1.6 

18 

3.3 

NA 

661 

195664 

9.0 

6 

7  ALCATEL  ALSTHOM 

199 

17568 

108 

19 

33 

2.9 

37 

2.4 

28135 

469 

44377e 

7.5g 

3' 

8  COMPAGNIE  GENERALE  DES  EAUX 

216 

16065 

123 

16 

29 

2.7 

45 

2.5 

28797 

339 

41698 

6.1 

5; 

9  COMPAGNIE  DE  SAINT-GOBAIN 

282 

1 1987 

138 

9 

21 

1.5 

15 

3.2 

15861 

750 

21863 

9.3 

2: 

10  SGS-THOMSON  MICROELECTRONICS 

299 

11325 

81 

92 

113 

4.2 

21 

0.0 

4078 

626 

4486e 

20. 3g 

31 

11  L'AIRLIQUIDE 

305 

11231 

154 

-3 

8 

2.7 

23 

2.4 

5968 

481 

8392 

11.7 

2; 

12  CROUPE  DANONE 

314 

10970 

151 

3 

15 

1.5 

19 

2.9 

14569 

587 

17508 

8.6 

4' 

13  RHONE-POULENC 

323 

10693 

32 

30 

45 

1.7 

22 

2.8 

14895 

476 

24619 

7.7 

2; 

14  SOCIETE  GENERALE 

346 

10197 

111 

5 

17 

1.0 

13 

4.1 

NA 

789 

308574 

8.0 

6: 

15  PINAULT-PRINTEMPS-REDOUTE 

376 

9409 

420 

36 

51 

3.8 

26 

2.0 

13954 

358 

9951 

14.3 

5' 

16  SANOFI 

384 

9128 

87 

13 

26 

2.7 

30 

2.0 

4104 

303 

5352 

8.9 

41 

17  BANQUE  NATIONALE  DE  PARIS 

413 

8529 

41 

10 

22 

0.9 

13 

3.4 

NA 

669 

323018 

5.7 

6: 

18  COMPAGNIE  OE  SUEZ 

425 

8368 

51 

33 

48 

1.2 

57 

4.2 

NA 

146 

42403 

2.1 

6: 

19  PARIBAS 

449 

8009 

55 

6 

18 

1.1 

11 

5.3 

NA 

755 

264255 

9.9 

6: 

20  MICHELIN 

512 

6943 

55 

9 

21 

2.4 

13 

1.6 

12355 

502 

13225 

18.5 

3; 

21  GROUPE  SCHNEIDER 

537 

5627 

48 

4 

15 

2.1 

29 

2.7 

10598 

229 

9093 

7.1 

3' 

22  CHRISTIAN  DIOR 

540 

5514 

157 

11 

24 

1.7 

21 

2.5 

5515 

315 

19403 

8.4 

4f 

23  PROMODES  GROUP 

551 

5495 

339 

30 

45 

4.6 

30 

1.1 

17970 

216 

7841 

15.3 

5' 

24  LAFARGE 

597 

5045 

64 

-3 

8 

1.4 

19 

4.1 

6120 

320 

9454 

7.5 

2; 

25  LYONNAISE  DES  EAUX-OUMEZ 

622 

5852 

98 

2 

13 

2.1 

25 

3.2 

15902 

234 

27231e 

8.4g 

5; 

26  SYNTHELABO 

644 

5557 

117 

35 

51 

6.3 

34 

1.2 

1810 

165 

1768 

18.4 

4! 

27  HAVAS 

676 

5423 

68 

-21 

-12 

2.0 

25 

3.3 

8437 

174 

5823 

8.1 

5; 

28  CANAL  PLUS 

699 

5216 

170 

-31 

-23 

2.7 

30 

3.1 

2011 

140 

3757 

9.1 

5: 

29  RENAULT 

708 

5153 

21 

-21 

-12 

0.8 

-6 

0.0 

31950 

-911 

38324 

NEG 

4; 

30  PSA  PEUGEOT  CITROEN 

734 

4966 

99 

-29 

-21 

0,5 

39 

0.8 

29970 

127 

25203 

1.3 

4; 

31  ACCOR 

780 

4599 

139 

-4 

7 

1.7 

25 

3.8 

4913 

184 

9622 

6.8 

5: 

32  CETELEM 

782 

4558 

107 

-2 

9 

2.8 

20 

2.4 

NA 

228 

15692 

13.9 

5; 

33  LEGRAND 

792 

4497 

151 

-9 

2 

4.3 

28 

1.3 

1995 

161 

2963 

15.2 

3' 

34  VALEO 

848 

4171 

59 

13 

25 

2.3 

20 

0.9 

5011 

208 

4285 

11.5 

3: 

35  AGF 

854 

4147 

30 

14 

27 

1.0 

16 

4.3 

12037 

267 

72031 

6.5 

5; 

36  BIC 

866 

4079 

148 

29 

44 

4.8 

34 

1.9 

1102 

120 

1315 

14.1 

4f 

37  USINOR  SACILOR 

954 

3656 

15 

-6 

4 

0.8 

14 

5.2 

12334 

258 

12003 

5.0 

2; 

38  ERIDANIA  8EGHIN-SAY 

958 

3544 

140 

-10 

0 

1.2 

12 

5.1 

9542 

301 

8521 

9.7 

4i 

39  CASINO,  GUICMARD-PERRACHON 

990 

3519 

45 

11 

24 

2.5 

25 

2.6 

11602 

145 

5778 

10.0 

5' 

40  SODEXHO  ALLIANCE 

994 

3497 

455 

20 

34 

4.6 

49 

1.5 

4332 

70 

2886 

9.4 

5; 

41  DEXIA  FRANCE  (7) 

NR 

3435 

94 

19 

32 

NA 

12 

4.4 

NA 

556 

194620 

NA 

6: 

GERMANY 

COUNTRY  COMPOSITE 

605103 

255 

26 

40 

4.0 

31 

2.1 

642221 

21266 

2634776 

13.6 

1   DEUTSCHE  TELEKOM 

25 

60969 

22 

NA 

NA 

2.1 

34 

2.3 

36982 

1031 

102210 

6.4 

5J 

2  ALLIANZ 

41 

47950 

212 

28 

43 

6.0 

41 

0.7 

34160e 

888e 

158470e 

14.4 

6: 

3  DAIMLER-BENZ 

58 

39738 

77 

41 

58 

2.6 

25 

1.2 

62349 

1619 

65938 

10.4 

4i 

4  SIEMENS 

77 

31761 

56 

1 

13 

2.4 

22 

2.2 

55220 

1336 

51304 

11.0 

3^ 

5  BAYER 

91 

28132 

39 

15 

30 

2.5 

17 

3.7 

28500 

1598 

28992 

14.4 

21 

8  VEBA 

94 

27968 

57 

8 

21 

2.6 

19 

2.8 

39926 

1441 

42168 

13.4 

1 ; 

7  DEUTSCHE  BANK 

95 

27772 

56 

18 

32 

1.7 

22 

2.7 

NA 

1251 

519533 

7.4 

6] 

8  BASF 

129 

22830 

37 

33 

49 

2.1 

14 

3.9 

28598 

1536 

25633 

14.3 

2; 

9  HOECHST 

130 

22787 

39 

17 

30 

2.8 

24 

3.0 

29860 

1239 

32321 

11.8 

22 

10  VOLKSWAGEN 

136 

22259 

547 

84 

105 

3.6 

20 

1.2 

58704 

385 

55448 

18.0 

42 

11  RWE 

140 

21950 

43 

8 

21 

5.5 

25 

2.9 

38367 

701 

44428 

22.4 

li 

12  MUENCKENER  RUECK. 

153 

20872 

2551 

44 

61 

8.1 

31 

0.5 

15374 

292 

74381 

26.1 

6- 

13  SAP 

180 

18519 

179 

31 

46 

22.2 

76 

0.8 

1581e 

235e 

13C0e 

29.1 

55 

14  DRESDNERBANK 

210 

15387 

35 

41 

57 

2.0 

21 

3.5 

NA 

901 

323588 

9.5 

61 

15  BMW 

213 

15221 

820 

49 

67 

3.2 

29 

1.5 

30644 

481 

25585 

11.1 

45 

16  MANNESMANN 

230 

14973 

407 

17 

31 

4.1 

32 

1.3 

20335 

225 

14107 

12.9 

as 
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TEMPLETON  GLOBAL 
SMALLER  COMPANIES  FUND 


Uncovering  Potential 
Others  May  have  Missed 


Cumulative  Total  Returns' 

Average  Annual  Total  Returns' 

10-Year 

5 -Year 

1-Year 

5-Year 

10 -Year 

147.9% 

74.9% 

9.8% 

1 1 .8% 

9.5% 

■  In  today's  global  market,  many  investors  desire  to 
explore  new  opportunities  that  go  beyond  conven- 
tional, broad-appeal  mutual  funds.  The  Templeton 
Global  Smaller  Companies  Fund  strives  to  uncover 
the  best  bargains  anywhere  in  the  world  which 
odrer  investors  may  have  overlooked. The  fund  seeks: 

Global  Diversification  of  Smaller 
Companies 

Undervalued  and  Underfollowed 
Bargain  Stocks 

Long-Term  Capital  Growth  Potential 

■  The  fund's  diversified  portfolio  can  help  reduce 
risk,  but  there  are  special  risks  inherent  in  foreign 
investing,  including  currency  fluctuation  and 
political  uncertainty. 

■  Call  your  investment  representative  or  Templeton 
today 

'Performance  figures  shovvTi  pertain  only  to  Class  I  shares  of  the  fund.  The  fund 
offers  other  share  classes,  which  are  subject  to  different  fees  and  expenses  which 
will  affect  their  performance.  Please  see  the  prospectus  for  more  information. 
Cumulative  total  returns  show  the  percent  change  in  value  of  an  investment 
and  average  annual  total  returns  represent  the  average  annual  increase  in  value 
of  an  investment  over  the  indicated  periods,  ended  3/3  I  /  97.  All  calculations 
have  been  restated  to  reflect  the  current  ma,\imum  5.75%  initial  sales  charge 
and  assume  reinvestment  of  dividends  ond  capital  gains  at  net  asset  value.  Such 
restatement  may  change  actual  total  returns.  Effective  January  1,  1993,  the 
fund  implemented  a  Rule  12b-l  plan,  which  affects  subsequent  performance. 
Investment  return  and  principal  value  will  fluctuate  so  that  your  shares,  when 
redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance 
does  not  guarantee  future  results. 

Franklin  Templeton  Distributors,  Inc. 


Q  Communication/Technology 

^  Energy 

Q  Heavy  Industry 

^  Transportation 


Call  1 -800-342-FUND  Ext.  T242 


YES!  I  would  like  a  free  prospectus  ccjntaining  more  complete  information 
on  the  Templeton  Global  Smaller  Companies  Fund,  including  sales  charges, 
expenses  and  risks.  I  -will  read  it  carefully  before  I  invest  or  send  money. 

□  I  am  currently  a  Templeton  shareholder. 


BWK7/'57 
T242 


Name 


-Address 


City/State/Zip 


Daytime  Phone 


Ibmpleton 

700  Central  Avenue 
St.  Petersburg,  FL  33701-3628 


A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 


THE  BUSINESS  WEEK  GLOBAL  1000 


I 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKFT 
VALUE 
US 
SMIL 

PRICE 
PER  SHARE 
U^S,  $ 

%  CHANGE 
FROM  1996 
(U  S  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
U,S, 
SMIL 

PROFITS 
US, 
SMIL 

ASSETS 
US, 
SMIL 

)CTI  IDM 

ON 
EQUITY 

% 

INDl 

17 

VIAG 

277 

12112 

456- 

17 

31 

2.6 

21 

2.2 

24891 

468 

28431 

12.5 

1 

18 

COMMERZBANK 

286 

11782 

29 

41 

58 

1.6 

17 

3.8 

NA 

698 

262674 

9.7 

6 

19 

METRO 

311 

11028 

no 

NA 

NA 

4.0 

NA 

1.5 

NA 

NA 

11023 

NA 

5 

20 

BAYERISCHE  VEREINSBANK 

317 

10906 

41 

46 

63 

2.0 

25 

3.3 

NA 

509 

235656 

7.9 

6 

21 

BAYERISCHE  HYPOTHEKEN-  UND  WECHSEL-BANK 

437 

8176 

32 

26 

41 

1.7 

21 

3.8 

NA 

392 

198843 

8.0 

6 

22 

HENKEL 

454 

7896 

52 

NA 

NA 

3.3 

24 

1.9 

9558 

261 

7883 

13,8 

2 

23 

THYSSEN 

501 

7121 

227 

23 

37 

2.6 

24 

3,0 

22675 

175 

14941 

10.6 

2 

24 

MERCK  KGAA 

503 

7085 

41 

9 

22 

5.1 

42 

2.0 

3675e 

208e 

4465e 

12.1 

4 

25 

SCHERING 

515 

6876 

101 

34 

49 

3.5 

32 

1.7 

3091 

212 

4699 

10.8 

4 

26 

FRESENIUS  MEDICAL  CARE 

549 

6499 

86 

NA 

NA 

3.0 

149 

0.0 

3053 

44 

5093 

2.0 

5 

27 

DEUTSCHE  LUFTHANSA 

593 

6088 

16 

3 

15 

2.2 

14 

2.1 

11668e 

860e 

10799e 

16.0 

5 

28 

VEW 

608 

6004 

300 

0 

12 

6.3 

31 

2.7 

501  le 

133e 

7667e 

20.2 

1 

29 

LINDE 

626 

5791 

689 

7 

20 

2.5 

27 

2,1 

5160 

211 

4876 

9.5 

3 

30 

GEHE 

705 

5172 

71 

10 

23 

4.6 

37 

1.2 

11232e 

119e 

3635e 

12.4 

4 

31 

BANKGESELLSCHAFT  BERLIN 

729 

5006 

23 

5 

19 

1.1 

16 

4.0 

NA 

267e 

163808e 

6.6 

6 

32 

ADIDAS 

755 

4773 

105 

40 

57 

9.0 

23 

0,9 

2761 

184 

1440 

39.4 

4 

33 

DEGUSSA 

795 

4483 

49 

42 

58 

3.8 

21 

1.6 

8087 

171 

4807 

17.8 

2 

34 

BEIERSDORF 

797 

4482 

53 

16 

30 

4.9 

35 

1,6 

3388 

134 

2137 

14.2 

4 

35 

AACHENER  UND  MUENCHENER  BETEILIGUNG 

801 

4472 

928 

45 

61 

3.7 

50 

1.4 

NA 

122e 

47682e 

7.4 

6 

36 

FRESENIUS 

809 

4433 

222 

30 

45 

D.D 

DD 

n  7 

Do 

4o  Its 

inn 

4 

37 

MAN 

844 

4181 

287 

11 

24 

2,1 

19 

3,3 

11885 

177 

7622 

11.4 

3 

38 

HEIDELBERGER  ZEMENT 

859 

4128 

94 

43 

59 

3.4 

24 

1,4 

3541e 

147e 

5328e 

14.6 

2 

39 

PREUSSAG 

876 

4019 

264 

3 

16 

2,4 

26 

3,2 

14684 

147 

8908 

9.2 

7 

40 

LAHMEYER 

896 

3903 

43 

21 

35 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

3 

41 

FRIED.  KRUPP  AG  HOESCH-KRUPP 

902 

3879 

185 

18 

31 

2.5 

12 

1.7 

13799e 

222e 

10230e 

20.3 

2 

42 

ALTANA  INDUSTRIE-AKTIEN  UND  ANLAGEN 

967 

3604 

924 

47 

54 

5.5 

37 

1.4 

1334 

73 

1405 

14.9 

4 

HONG  KONG 


COUNTRY  COMPOSITE 

258749 

6 

30 

30 

3.4 

22 

2.6 

30164 

13566 

221075 

16.4 

1   HUTCHISON  WHAMPOA 

76 

32232 

8 

30 

30 

3,4 

19 

2.3 

4732 

1551 

16981 

17,4 

7 

2  SUN  HUNG  KAI  PROPERTIES 

86 

29374 

12 

21 

21 

2,1 

19 

2.5 

2919 

1425 

17867 

11.3 

6 

3  HONG  KONG  TELECOMMUNICATIONS 

107 

25881 

2 

19 

20 

8.8 

18 

4.5 

4204f 

1443f 

4718 

48.8g 

5 

4  CHEUNG  KONG  HOLDINGS 

123 

23499 

10 

38 

38 

3,4 

13 

1.7 

1704 

1776 

9432e 

25.3g 

6 

5  HANG  SENG  BANK 

127 

23183 

12 

15 

15 

4,3 

21 

3,3 

NA 

1095 

50185 

20.1 

6 

6  HENDERSON  LAND  DEVELOPMENT 

202 

16879 

10 

31 

31 

3,0 

13 

2,8 

NA 

1079 

10159 

22.8 

6 

7  SWIRE  PACIFIC 

256 

13299 

8 

-6 

-5 

1,0 

14 

2,7 

4950 

920 

16305 

7.1 

7 

8  CHINA  LIGHT  &  POWER 

269 

12460 

5 

5 

5 

2,6 

19 

3,7 

2403 

624 

4430 

13.5 

1 

9  CITIC  PACIFIC 

274 

12196 

6 

40 

41 

2,6 

27 

1.4 

1646 

460 

6448 

9.8 

7 

10  NEW  WORLD  DEVELOPMENT 

279 

12059 

6 

34 

34 

1,7 

20 

2.4 

NA 

537 

12384 

8.6 

6 

11  WHARF  (HOLDINGS) 

340 

10303 

4 

16 

16 

1.0 

29 

3.2 

1085 

353 

13431e 

3.5g 

6 

12  HONGKONG  ELECTRIC  HOLDINGS 

483 

7275 

4 

12 

13 

3.3 

14 

4.4 

990 

536 

4293 

24.1 

1 

13  CHEUNG  KONG  INFRASTRUCTURE  HOLDINGS 

496 

7142 

3 

NA 

NA 

NA 

38 

0.7 

392 

114 

NA 

NA 

2 

14  HONG  KONG  &  CHINA  GAS 

571 

6256 

2 

32 

32 

4.0 

25 

2.6 

619 

251 

2411 

16.2 

1 

15  CATHAY  PACIFIC  AIRWAYS 

706 

5168 

2 

-19 

-19 

1.6 

12 

4.6 

4179 

422 

8665 

12.9 

5 

16  WHEELOCK&CO. 

736 

4949 

2 

21 

21 

1.0 

22 

2,2 

NA 

317 

6021 

4.4 

7 

17  BANK  OF  EAST  ASIA 

751 

4821 

4 

24 

24 

3.2 

20 

2,8 

NA 

243 

14591 

16.1 

6 

18  TSIM  SNA  TSUI  PROPERTIES 

769 

4673 

4 

205 

205 

14,7 

60 

0.7 

340 

77 

4740 

24.5 

6 

19  DAOHENG  BANK  GROUP 

968 

3587 

5 

37 

37 

3.0 

14 

2.0 

NA 

194 

13355 

20.9 

6 

20  SINOLAND 

992 

3514 

1 

15 

15 

0.9 

18 

2,4 

NA 

148 

4662 

5.2 

6 

IRELAND 


COUNTRY  COMPOSITE 

18145 

17 

32 

37 

4.2 

18 

1.8 

3902 

1084 

74839 

21.7 

1   BANK  OF  IRELAND 

698 

5219 

11 

53 

61 

2.8 

14 

2.5 

NA 

380f 

31648 

20.5g 

6 

2  ALLIED  IRISH  BANKS 

700 

5204 

8 

41 

49 

2,7 

13 

3.0 

NA 

392 

38718 

20,4 

6 

3  ELAN 

887 

3968 

41 

30 

30 

8,4 

31 

0.0 

235d 

87d 

719 

27,2 

4 

4  CRH 

934 

3753 

10 

4 

10 

3,0 

16 

1.5 

3666 

225 

3754 

18,6 

2 

ITALY 

COUNTRY  COMPOSITE 

170479 

5 

5 

15 

3.9 

22 

2.4 

165244 

9068 

623189 

14.0 

1  ENI 

57 

40076 

5 

5 

15 

3,2 

15 

2.8 

34076 

2630 

52450e 

20.9g 

1 

2  STET 

112 

25071 

5 

55 

70 

2,7 

26 

1.5 

23952 

1024 

44170e 

10.5g 

5 

3  TIM 

135 

22281 

3 

37 

50 

27.7 

44 

1,0 

4343 

550 

3810 

63.0 

5 

4  TELECOM  ITALIA 

147 

21645 

3 

36 

49 

1,7 

18 

2,7 

17364 

1252 

34031 

9.7 

5 

5  ASSICURAZIONI  GENERALI 

229 

15033 

17 

-21 

-14 

2.6 

37 

1.3 

18205e 

411e 

74697e 

7.2 

6 

6  FIAT  GROUP 

245 

13870 

3 

-6 

3 

1.3 

12 

1.8 

46105 

1401 

60098e 

11. Ig 

4 

7  ISTITUTO  NAZIONALE  DELLE  ASSICURAZIONI 

656 

5533 

1 

-8 

0 

0.8 

19 

2.8 

3931 

299 

25435e 

4.4g 

6 

8  ISTITUTO  MOBILIARE  ITALIANO 

694 

5261 

9 

7 

17 

1.2 

13 

3.7 

NA 

390 

47252 

8.6 

6 

9  ISTITUTO  BANCARIO  SAN  PAOLO  Dl  TORINO 

710 

5136 

6 

4 

13 

0.9 

14 

2.6 

NA 

356 

154994 

6.2 

6 

10  MEDIASET 

719 

5073 

4 

NA 

NA 

2,5 

19 

2,7 

1852 

263 

3197 

13.2 

5 

1 1  ALLEANZA  ASSICURAZIONI 

808 

4438 

6 

-20 

-12 

5,0 

27 

1,4 

1117e 

91e 

9267e 

18.7g 

12  BANCA  COMMERCIALE  ITALIANA 

978 

3549 

2 

-6 

3 

0,7 

16 

4,9 

NA 

223 

9403 le 

4.5g 

13  MONTEDISON 

991 

3514 

1 

-25 

-18 

0.8 

20 

1.9 

14298 

176 

19746e 

3.8g 

7 

62  BUSINESS  WEEK  /  JULY  7,  1997 


NTRY 
K 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
US. 
SMIL 

PRICE 
PER  SHARE 
US  $ 

%  CHANGE 
FROM  1996 
(U.S.  $)  (LOCAL! 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
U.S. 
SMIL, 

PROFITS 
U.S. 
SMIL 

ASSETS 
U.S. 
SMIL 

RETURN 
ON 

EQUITY  INDUSTRY 
%  CODE 

iPAN 

UNTRY  COMPOSITE 

2166929 

21 

-9 

-2 

3.1 

44 

0.8 

2604592 

31077 

8262648 

6.6 

1     UIDDDM  TPI  PRDAPU  JL  TPI  PPUnUP 

4 

151569 

9525 

31 

4 1 

3.9 

118 

0.5 

75589f 

1285f 

1 15685 

3.3g 

55 

n   TnVflTi  MHTOR 
^    lUTUiH  iviu  1  un 

g 

1 08665 

29 

25 

35 

2.4 

33 

0.6 

105037f 

3312f 

97335 

7.2g 

42 

3  BANK  OF  TOKYO-MITSUBISHI 

15 

80898 

17 

-27 

-21 

3.4 

231 

0.4 

NA 

350f 

456717 

1.5g 

61 

4  SUMITOMO  BANK 

50 

43397 

14 

-30 

-24 

2.6 

149 

0.5 

NA 

292f 

455958 

1.8g 

61 

0    IVlMI  oUOni  1  n  LLCU  1  niu  inuuoininL 

59 

39676 

19 

9 

18 

1.4 

34 

0.5 

55871f 

1 183t 

58753 

40g 

41 

a    nAI  IPHI  kANRVn  RANK 
0  Uni  iwni  fVMnuiu  DHnrv 

62 

38028 

12 

-32 

-27 

2.2 

-25 

0.6 

NA 

-1522f 

473530 

NEG 

61 

7  FUJI  BANK 

64 

37299 

13 

-41 

-35 

2.7 

40 

0.5 

NA 

935f 

466845 

6.7g 

51 

8  SANWABANK 

65 

37100 

13 

-34 

-28 

2.3 

167 

0.6 

NA 

222f 

456971 

1.4g 

51 

Q    MITATHI  ITD 
a    nl  Inl/ili  LI  U. 

67 

35518 

1 1 

1 5 

24 

1.3 

47 

0.9 

731 14f 

758f 

84128 

2  8e 

34 

n  QOMV 

u  ounT 

74 

32342 

84 

32 

43 

3.1 

29 

0.5 

3941 1 

455 

43300 

10.9 

41 

1  INDUSTRIAL  BANK  OF  JAPAN 

80 

30511 

12 

-51 

-48 

2,3 

279 

0.6 

NA 

109f 

372866f 

0.8g 

51 

2  SEVEN-ELEVEN  JAPAN 

82 

30126 

72 

19 

28 

10.4 

60 

0.5 

12575 

459 

4034 

17.4g 

54 

t    MnunA  MHTRR 
i>  nunuH  IVIU  1  un 

89 

28595 

29 

22 

32 

2.9 

15 

0.4 

45396f 

1898f 

30173 

19. 3g 

42 

A  Tnifvn  PI  PPTRir  phuupr 

1 08 

25773 

19 

-24 

-18 

2.0 

58 

2.3 

43370 

445 

120732 

3.5 

12 

5  MITSUBISHI  HEAVY  INDUSTRIES 

116 

24254 

7 

-16 

-10 

2.3 

23 

1.2 

26945f 

1061f 

35810 

9.8g 

38 

6  ITO-YOKADO 

120 

23669 

57 

0 

8 

3.3 

37 

0.5 

25915f 

538f 

14759 

8.9g 

54 

1    nuiviui\n  ocuuni  i  ico 

125 

23245 

1 2 

-37 

-32 

1.6 

-1 1 

0.7 

NA 

-2083f 

1 19863 

NEG 

62 

R  PlillT^II 

132 

22441 

12 

34 

45 

2.3 

57 

0.7 

38617f 

395f 

371 1 1 

4  Oe 

33 

9  SEIBU  RAILWAY 

134 

22310 

51 

-3 

5 

86.2 

-463 

0.1 

4755 

-48 

10581 

NEG 

57 

0  TAKEDA  CHEMICAL  INDUSTRIES 

137 

22159 

25 

53 

65 

3.7 

35 

0.6 

7198f 

513f 

10060 

10.2g 

45 

1  nPMcn 
1  ucnou 

139 

22005 

25 

15 

25 

2.6 

35 

0.4 

13902f 

613f 

14504f 

7.3 

37 

144 

21778 

25 

29 

39 

2.6 

27 

0.4 

21953 

808 

22469 

9.6 

33 

3  NEC 

145 

21756 

14 

26 

36 

2.9 

28 

0.7 

42478f 

785f 

40188 

10.3g 

34 

4  SAKURABANK 

155 

20481 

6 

-45 

-41 

1.4 

135 

1.2 

NA 

152f 

436001 

l.lg 

61 

9  r«irrun  oicll 

157 

20162 

3 

-14 

_7 

2.6 

581 

0.7 

26259f 

3  Of 

38851 

0  4p 

25 

R   Pllll  PMHTn  Pll  M 
D  ruji  rnu  1  u  riLivi 

1 59 

19917 

39 

25 

34 

1  9 

27 

0.5 

10727f 

732f 

15849 

6  8p 

46 

7  TOSHIBA 

162 

19751 

6 

-12 

-5 

1.9 

34 

1.4 

46759f 

576f 

47717 

5.5g 

34 

B  EAST  JAPAN  RAILWAY 

163 

19737 

4934 

-10 

-3 

3.2 

33 

0.9 

21540f 

606f 

53370f 

9.8 

57 

9  MfitidUDidm  1  nuo  1  ot  DHnninu 

1 78 

18653 

14 

-14 

_7 

3  0 

194 

0.4 

NA 

95t 

148513 

1  5p 

52 

n  (uiiT<:iiRi^Hi  rnRP 

u  iviiioupioni  uunr. 

182 

18425 

12 

-14 

_7 

1.8 

48 

0.6 

1  3550?f 

381f 

84403 

3  8b 

59 

1  KANSAI  ELECTRIC  POWER 

183 

18392 

19 

-18 

-11 

1.8 

34 

2.3 

22145 

534 

58535 

5.1 

12 

2  TOKIO  MARINE  &  FIRE 

187 

18219 

12 

-9 

-2 

3.4 

80 

0.5 

10972 

229 

43082 

4.3 

53 

o  Dniuuco  1  unc 

190 

18145 

23 

30 

40 

3.4 

30 

0.5 

15820 

504 

15121 

1 1.4 

37 

t    IVIIIdUDIOni  COIHIC 

194 

1 7727 

1 4 

_2 

5 

5  1 

-21 

0  5 

473 1 

-849 

18462 

NEG 

54 

5  TOKAIBANK 

206 

15681 

8 

-34 

-29 

2.0 

-14 

0.9 

NA 

-1155 

284346 

NEG 

51 

6  NISSAN  MOTOR 

207 

16648 

7 

-19 

-13 

1.4 

25 

0.9 

56638f 

567f 

50856 

5.7g 

42 

7  DDI 

214 

162 1 2 

7457 

-14 

_7 

10  8 

-72 

0  2 

8722f 

-224f 

9059f 

NEG 

55 

u   JHrnn  1 UDHUUU 

225 

15292 

7646 

_2  ] 

_4 

1  4 

2 1 

0.8 

32352f 

742f 

17958 

5  9p 

43 

9  ASAHIBANK 

226 

15171 

7 

-45 

-41 

1.8 

121 

0.9 

NA 

125f 

253850 

1.5g 

61 

0  DAI  NIPPON  PRINTING 

228 

15075 

20 

8 

17 

2.2 

31 

0.7 

11242f 

482f 

11471 

7.2g 

52 

1  <:harp 

236 

14500 

13 

-2 1 

-15 

1  9 

35 

0  8 

1 5361f 

417f 

17224 

41 

240 

14365 

32 

34 

44 

4.3 

38 

0.5 

4783 

378 

5027 

11.4 

45 

3  MITSUI  &  CO. 

244 

13946 

9 

-4 

4 

2.7 

45 

0.8 

140135f 

311f 

63147 

6,0g 

59 

4  CHUBU  ELECTRIC  POWER 

249 

13523 

18 

-22 

-16 

1.7 

33 

2.4 

18098 

410 

52330 

5,1 

12 

S  KYRPFRA 

251 

1 345 1 

72 

13 

2  4 

34 

0.7 

6134f 

392f 

8287 

ft  ftp 

35 

MIT<;SIRI<^HI  PI  PPTRir 
o   iviiioUDioni  CLCU 1  nii# 

276 

12161 

_  J  2 

^  7 

166 

1  5 

32009f 

73f 

32124 

34 

7  ROHM 

281 

12017 

104 

55 

79 

4.7 

31 

0.2 

2555f 

391f 

3943 

15. 2g 

35 

8  SUMITOMO  ELECTRIC  INDUSTRIES 

296 

11403 

16 

15 

24 

2.9 

41 

0.6 

10813f 

276f 

10703 

7.1g 

37 

9  A^&HI  tti  A^^ 

0    nOnni  ULMOO 

297 

1 1 395 

10 

-19 

-13 

2  2 

55 

0  8 

1 1499f 

207f 

14466 

A  Od 

25 

0  NINTFKinn 

309 

1 1063 

78 

14 

2  5 

20 

I  I 

3589f 

552f 

5577 

1  9  So 

45 

1  SUMITOMO  TRUST  &  BANKING 

312 

10998 

9 

-35 

-31 

1.9 

175 

0.7 

NA 

62f 

131244 

iig 

52 

2  JUSCO 

319 

10843 

34 

14 

23 

4.1 

35 

0.5 

19223f 

303f 

11877 

11. 5g 

54 

3  KIRIN  RRFWPRV 

JO  / 

10387 

1 0 

-20 

-14 

1  6 

35 

1  0 

13599 

295 

1 3088 

4  6 

43 

4  MIT^III  Flinn^AN 
^   iviiioui  ruuuoHn 

342 

1 0250 

1 3 

Q 

7 

2  1 

-27 

0  5 

10905f 

-378 

29944 

NEG 

64 

5  TDK 

345 

10218 

77 

35 

45 

2.9 

20 

0.5 

5327f 

517f 

5358 

14, 8g 

35 

6  DAIWA  SECURITIES 

353 

9888 

7 

-45 

-41 

1.2 

-14 

0.9 

NA 

-687f 

60734 

NEG 

62 

7   KINKI  MIPPflN  RAM  WAV 

9720 

D 

-19 

-13 

5  5 

433 

0  7 

784 1 

1  "5  1  RA 
1  o  1  OH 

57 

8  TOPPAN  PRINTINR 

365 

9502 

14 

_4 

4 

1  9 

5? 

0  9 

10898f 

1 86f 

9665 

O.Dg 

52 

9  KAWASAKI  STEEL 

368 

9543 

3 

-2 1 

-15 

2  3 

140 

0.9 

i  VJ  J  J  J  1 

68f 

19022 

25 

0  TORAY  INDUSTRIES 

369 

9525 

7 

1 

8 

2.4 

48 

0.9 

9011f 

200f 

11256 

5.0g 

22 

1  ALL  NIPPON  AIRWAYS 

372 

9471 

7 

-39 

-34 

8.1 

-129 

0.4 

8301 

-74 

11450 

NEG 

56 

2  MURATA  MFG. 

373 

9453 

40 

8 

16 

2.3 

34 

0.4 

2837f 

280f 

5533f 

6  7 

35 

3  SUMITOMO  CORP 

377 

9409 

9 

-20 

-14 

1.5 

-8 

0.8 

115335f 

-1250f 

46158 

NEG 

59 

4  Nn  DATA  COMMUNICATIONS  SYSTEMS 

380 

9271 

35643 

19 

28 

5.0 

75 

0.2 

5248f 

122f 

6986 

7.9g 

52 

5  MITSUI  TRUST  &  BANKING 

394 

9008 

8 

-32 

-26 

1.9 

185 

0.5 

NA 

49f 

121136 

l.Og 

62 

6  SHIN-ETSU  CHEMICAL 

401 

8759 

25 

25 

36 

3.1 

25 

0.3 

5358f 

348f 

5081 

12.3g 

22 

7  NIKKO  SECURITIES 

404 

8725 

5 

-45 

-42 

1.2 

-9 

1.2 

NA 

-lOOlf 

32717 

NEG 

62 

8  RICOH 

406 

8631 

13 

30 

40 

2.5 

46 

0.8 

9551 

188 

12945 

5.4 

33 
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^heiv  is  a  band  of  people  who 
live  in  vour  neighborhood. 
They  roam  the  streets. 
And  come  into  vour  businesses. 
Some  people  claim  they  are  prophets. 
Others  say  thev  are  maniacs 
who  have  so  many  formulas 


running  through  their  heads 


and  scribble  so  many  configurations 

on  the  backs  of  envelopes  and  lunch  receipts. 

They  advise. 

Counsel. 

Thev  also  deliver. 
And  then  they  come  back. 
They  come  back  because 
technology  doesn't  stop. 
So  they  can't. 

They  work  in  partnership  with  Compaq. 

They  arc  your  local  Compaq  Authorized  Resellers, 

and  that's  their  job. 

T)  finfl  your  Compaq  Authorized  Reseller, 
call  1-800-410-8458. 

COMPAa 


in  lWr,,iii|,,„|l  ,,in|Hil.  i  r,.rpi.r.ilic..i  "111  nplif.  n-MTV.-il  I -niiiiuti  rcj;iM.-n-.l  U  S  I'.iu  nl  an.nr.iik  m.irK  )flic 
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COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
US, 
$  MIL 

PRICE 
PER  SHARE 
US  $ 

%  CHANGE 
FROM  1996 
(U.S  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
US 
SMIL 

PROFITS 

US, 
$MIL, 

ASSETS 
US, 
SMIL, 

RETURN 

ON 
EQUITY 

% 

NOUS" 

cot 

69 

TAISHO  PHARMACEUTICAL 

409 

8500 

25- 

12 

21 

3.2 

30 

0.7 

2040f* 

287f* 

3428* 

10.5g 

4' 

70 

TOHOKU  ELECTRIC  POWER 

411 

8588 

17 

-25 

-19 

1.5 

26 

2.5 

13127 

334 

32021 

6.3 

1 

l: 

71 

FANUC 

415 

8523 

36 

-9 

-2 

2.1 

33 

0.5 

1577f 

262f 

4597 

5.3g 

31 

72 

MATSUSHITA  ELECTRIC  WORKS 

417 

8517 

11 

4 

12 

1.8 

32 

1.0 

10232 

267 

11354 

5.7 

2 

73 

SECOM 

426 

8356 

72 

11 

20 

3.7 

41 

0.7 

2415 

200 

3768 

8.9 

5: 

74 

NIPPON  EXPRESS 

428 

8343 

8 

-22 

-16 

3.4 

35 

0.8 

15351t 

236f 

9301 

9.7g 

5; 

75 

KYUSHU  ELECTRIC  POWER 

429 

8342 

18 

-27 

-21 

1.5 

21 

2.4 

12283 

389 

35438 

7.1 

1: 

76 

TOKYO  ELECTRON 

432 

8295 

50 

80 

94 

5.4 

32 

0.5 

3714f 

257f 

3433 

15.6g 

3! 

77 

SANYO  ELECTRIC 

435 

8221 

4 

-29 

-24 

1.2 

54 

1.0 

15361f 

152f 

21131 

2.2g 

4 

78 

JAPAN  TELECOM 

439 

8171 

19737 

-6 

1 

3.5 

37 

0.3 

3225f* 

218f* 

4288* 

9.4g 

51 

79 

KAO 

441 

8149 

14 

2 

10 

2.5 

34 

0.9 

7735f 

237f 

5926f 

7.3 

4. 

80 

ASAHI  CHEMICAL  INDUSTRY 

447 

8022 

6 

-23 

-17 

2.1 

37 

0.9 

11070f 

218f 

10735f 

5.7 

2: 

81 

SUMITOMO  METAL  INDUSTRIES 

448 

8017 

3 

-17 

-11 

1.8 

35 

1.0 

12529f 

228f 

21041 

5.1g 

2i 

82 

YAMANOUCHI  PHARMACEUTICAL 

451 

7987 

25 

14 

23 

2.1 

22 

0.7 

3902f 

359f 

5751 

9.4g 

4: 

83 

LONG-TERM  CREDIT  BANK  OF  JAPAN 

457 

7803 

3 

-60 

-57 

0.9 

47 

1.5 

NA 

157f 

279255 

1.9g 

6 

84 

SHIZUOKA  BANK 

460 

7737 

10 

-26 

-20 

2.0 

45 

0.5 

NA 

171f* 

66042* 

4.4g 

5 

85 

TONEN 

468 

7585 

12 

-17 

-10 

2.9 

88 

1.7 

5709 

85 

5989e 

3.3g 

1 

86 

KOMATSU 

469 

7581 

8 

-21 

-15 

1.5 

49 

0.9 

9440f 

156f 

13670 

3.0g 

31 

87 

JAPAN  AIRLINES 

473 

7541 

4 

-47 

-43 

3.3 

-97 

0.0 

12435 

-78 

18116 

NEG 

51 

88 

WEST  JAPAN  RAILWAY 

476 

7483 

3742 

NA 

NA 

2.9 

24 

1.2 

10384f 

306f 

22114 

12.0g 

5; 

89 

ITOCHU 

486 

7253 

5 

-29 

-24 

1.9 

58 

1.0 

131039f 

107f 

60335 

2.7g 

5< 

90 

TOKYO  GAS 

494 

7162 

3 

-33 

-27 

2.0 

50 

1.7 

8227 

144 

14221 

4.1 

1; 

91 

SEKiSUI  HOUSE 

509 

6984 

10 

-17 

-10 

1.1 

19 

1,6 

12272f 

356f 

14704 

5.6g 

3; 

92 

NKK 

513 

6924 

2 

-33 

-28 

1.8 

48 

1,3 

15133f 

143f 

22515f 

3.7g 

2! 

93 

MARUI 

517 

6859 

19 

-9 

-2 

2.0 

42 

1.0 

4539f 

152f 

5271 

4.7g 

5' 

94 

MITSUBISHI  MOTORS 

523 

6819 

7 

-12 

-5 

1.6 

69 

0.8 

31494f 

lOOf 

25811 

2.4g 

4; 

95 

SUMITOMO  CHEMICAL 

529 

6708 

4 

-17 

-11 

2.9 

36 

1.0 

868  If 

184f 

11445 

8.1g 

2; 

98 

MITSUBISHI  CHEMICAL 

534 

6656 

3 

-39 

-34 

1.6 

34 

0.9 

14142 

193 

17035 

4.5 

2; 

97 

OSAKA  GAS 

536 

6639 

3 

-33 

-27 

2.1 

53 

1.6 

6614 

125 

10335 

4.0 

1; 

98 

CHUGOKU  ELECTRIC  POWER 

543 

6559 

18 

-22 

-16 

1,7 

27 

2.4 

8979 

244 

23830 

6.3 

1; 

99 

AJINOMOTO 

548 

6516 

10 

-17 

-10 

2.0 

50 

0.9 

5755f 

132f 

5573 

4.1g 

4' 

100 

ACOM 

552 

6480 

44 

7 

15 

3.0 

20 

0.7 

NA 

316f* 

10755f*  14.5 

5; 

101 

KUBOTA 

553 

6472 

5 

-31 

-25 

2.3 

25 

1.1 

9783f 

248f 

1 1459 

8.8g 

31 

102 

MARUBENI 

552 

5345 

4 

-22 

-15 

1.3 

37 

1,2 

119969f 

173f 

65597 

3.6g 

5! 

103 

TOKYO  CORP. 

569 

5277 

5 

-24 

-18 

3.2 

355 

0.8 

4154 

17 

13553 

0.9 

5: 

104 

NIKON 

572 

6264 

17 

38 

49 

4.9 

39 

0.4 

2856 

159 

3648 

12.5 

3! 

105 

DAIWA  BANK 

574 

5234 

4 

-47 

-43 

1.2 

-25 

1,3 

NA 

-253f 

145312 

NEG 

6: 

106 

NIPPON  OIL 

575 

6227 

5 

-23 

-17 

1.1 

58 

1.2 

22827f 

108f 

23741 

2.0g 

1: 

107 

DAIWA  HOUSE  INDUSTRY 

580 

6159 

12 

-23 

-17 

1.3 

18 

1.2 

9150 

335 

10651 

7.5 

3; 

108 

ADVANTEST 

585 

6126 

68 

69 

83 

5.9 

29 

0.3 

1384f 

212f 

1546 

20.3g 

3! 

109 

TOYODA  AUTOMATIC  LOOM  WORKS 

590 

6103 

22 

7 

15 

2.7 

40 

0.5 

4787f 

154f 

3900 

5.7g 

3i 

110 

ASAHI  BREWERIES 

603 

6024 

14 

15 

24 

2.2 

85 

0.6 

10384 

71 

14565 

2.6 

4; 

111 

SHISEIDO 

605 

6017 

15 

18 

27 

1.9 

37 

0.7 

505  If 

154f 

4982 

5.2g 

4! 

112 

KAWASAKI  HEAVY  INDUSTRIES 

607 

5008 

4 

-17 

-11 

4.0 

31 

1.2 

10459f 

194f 

10747 

13.0g 

3f 

113 

MATSUSHITA  COMMUNICATION  INDUSTRIAL 

611 

5974 

32 

23 

33 

2.9 

24 

0.4 

6988f 

245f 

4200f 

12.1 

3' 

114 

OJI  PAPER 

612 

5954 

6 

-34 

-29 

1.4 

54 

1.4 

9597f 

lilt 

8773 

2.7g 

2; 

115 

TOSTEM 

624 

5844 

27 

-9 

-2 

2.0 

30 

0.6 

4911 

193 

5541 

6.5 

2: 

116 

SEKISUI  CHEMICAL 

633 

5731 

10 

-12 

-5 

1.7 

26 

0.9 

9225 

225 

7791 

6.5 

2: 

117 

MATSUSHITA-KOTOBUKI  ELECTRONICS  INDUSTRIES 

641 

5673 

36 

44 

55 

3.3 

31 

0.3 

5334f 

181f 

3324f 

10.4 

4: 

118 

BANK  OF  YOKOHAMA 

645 

5545 

5 

-42 

-38 

1.5 

518 

0.9 

NA 

llf 

104127 

0.3g 

e: 

119 

SUZUKI  MOTOR 

549 

5525 

13 

-1 

7 

2.1 

20 

0.5 

12872f 

288f 

8175 

10. 5g 

4i 

120 

EISAI 

652 

5579 

20 

10 

18 

2.8 

33 

0.8 

2416f 

167f 

3301 

8.3g 

4; 

121 

TOYO  TRUST  &  BANKING 

653 

5578 

7 

-26 

-20 

1.5 

-8 

0.6 

NA 

-571 

64869 

NEG 

5; 

122 

YASUDA  FIRE  &  MARINE 

554 

5473 

5 

-17 

-11 

2,5 

61 

1.0 

7812 

90 

31323 

4.2 

6; 

123 

KOBE  STEEL 

574 

5450 

2 

-30 

-25 

1.8 

35 

0.0 

13130f 

150f 

20349 

5.0g 

2! 

124 

KEYENCE 

675 

5443 

144 

21 

30 

5.5 

57 

0.1 

421 

96 

1085 

9.8 

3i 

125 

HACHUUNI  BANK 

677 

5420 

9 

-15 

-8 

2.5 

45 

0.5 

NA 

117f 

45994* 

5.4g 

6: 

126 

KAJIMA 

580 

5370 

5 

-47 

-42 

1.6 

85 

1.4 

18021f 

53f 

24731 

1.9 

3; 

127 

HOYA 

590 

5272 

45 

41 

52 

4.7 

40 

0.4 

1560f 

131f 

1747 

11. 7g 

4! 

128 

OMRON 

692 

5253 

20 

-1 

7 

2,0 

39 

0.6 

5100f 

135f 

4984 

5.2g 

3i 

129 

NICHIEI 

696 

5242 

94 

37 

48 

5.9 

25 

0.5 

NA 

209f 

3755 

23.6g 

s; 

130 

SMC 

707 

5159 

82 

4 

12 

4.6 

35 

0.2 

1449f 

146f 

2671 

12.9g 

Si 

131 

SONY  MUSIC  ENTERTAINMENT 

712 

5106 

47 

-6 

1 

2.7 

45 

0.6 

1761f 

llOf 

2431 

5.7g 

4f 

132 

SUMITOMO  MARINE  &  FIRE 

716 

5096 

8 

-15 

-9 

2.4 

51 

0.8 

4813f 

99f 

22427 

4.5g 

e; 

133 

NIPPON  TELEVISION  NETWORK 

721 

5051 

399 

41 

52 

4.1 

43 

0.3 

2312 

119 

1918 

9.5 

5; 

134 

ISHIKAWAJIMA-HARIMA  HEAVY  INDUSTRIES 

723 

5059 

4 

-15 

-8 

3.0 

43 

1.3 

9182f 

118f 

11451 

6.9g 

135 

NIPPON  PAPER  INDUSTRIES 

725 

5055 

5 

-21 

-14 

1.9 

24 

1.3 

9182 

207 

10708 

7.8 

136 

MITSUI  MARINE  &  FIRE 

746 

4862 

7 

-13 

-7 

2.5 

57 

0.9 

5318 

77 

22747 

4.4g 

137 

NIPPON  YUSEN 

748 

4858 

A 

-30 

-24 

2.5 

42 

0.8 

8753f 

!17f 

12042 

5.9g 

138 

SHIKOKU  ELECTRIC  POWER 

752 

4808 

17 

-25 

-19 

1.5 

30 

2.5 

5142 

153 

12289 

5.5 

139 

BANYU  PHARMACEUTICAL 

754 

4780 

18 

41 

52 

2.9 

46 

0.5 

1252f* 

104f* 

2105f* 

6.3 

4i 

140 

DAIICHI  PHARMACEUTICAL 

758 

4749 

17 

11 

20 

1.9 

22 

0.8 

2371f 

216f 

4193f 

8.7 

4! 
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Hut:  measure  oi  its 
f-y" \.„U  without  the 


.^^^  aao  cotnpames  ^ 
■^^t  too  long  ^^^'thev  stored  ^oj 

k'us! s  'here  the  reM  e^^^ 
«^'^trcheapest3uten^'^;^,,„g^^ 

v,as  the       V ecotvung  >«",_,w  \o-  tic| 

^^^ta  accessible, 

aware  that "»    ^^uses  ate  I 

cated  data  v/are     machine,  ^^^g,  ^ j 

<=°^tb*Smuch-^^^^^^^^^^^ 


Data  warehouses  are  becoming 


strategically  vital  to  a  busmess's 


success.  But  the  truth  is,  many  are 
outgrown  right  after  they're  delivered. 
They're  simply  overwhelmed  by 


ever- 


increasing  amounts 
you  have 


Hot  Without 
EMC  Enterprise 
Storage  p 
Tliey  Aren't. 


of  data.  Unless 
EMC  Enterprise  Storage!" 
It's  the  only  solution  that  keeps 
mission-critical  information  available, 
protected  and  timely,  even  m  the 
face  of  explosive  growth.  And  it's 
the  only  way  to  reiresh  data  from 
multiple  sources  without  sacrificing 
performance.  To  find  out  how 
a   data   warehouse   with  EMC 


Enterprise   Storage  can 
help  you  instantly 
;pond  to  the  ever-changing 
needs  of  your  business. 


call  1-800-424-EMC2,  ext.  121,  and 


we'll  send  you  an  interactive  CD-ROM, 


Or  visit  us  at  www.emc.com. 


EMC 

The  Enterprise  Storage  Company 


EMC-  IS  a  registered  trademark,  and  EMC,  EMC  Enterprise  Storage,  and  The  Enterprise  Storage  Company  are  trademarks  of  EMC  Corporation,  ©1997  EMC  Corporation  All  rights  rcser^'cd 
Reprinted  through  the  courtesy  of  CIO  ©1996  CIO  Communications  Inc  -  Daniel  Gross  autiior  4/15/1996 


SIEMENS 


1847.  That  was  then. 


Werner  Siemens  opens  his  first  factory,  a  small  shop  to  manufacture  the  world's 
most  advanced  telegraph. 


Siemens  Corporation  1997 


1997.  This  is  now. 


All  across  America,  more  than  90  Siemens  manufacturing  and  assembly  plants 
are  turning  out  an  astonishing  variety  of  high-tech  electronic  and  electrical 
products  with  quality  American  industry  can  count  on.  Over  20,000  Siemens 
U.S.  employees  have  manufacturing  jobs  in  these  plants,  and  are  helping  to 
build  products  in  a  wide  range  of  fields,  including  energy,  communications, 
automotive,  medical  and  automation  technology.  In  fact,  15%  of  Siemens'  $8.5 
billion  annual  sales  are  derived  from  exports  from  these  factories  to  the  rest  of 
the  world  Siemens.  Precision  Thinking. 


For  more  information,  write  for  Siemens  '97.  Box  8003,  Trenton,  New  Jersey  08650 

Automation      Automotive  Electronics      Electronic  Components      Energy      Information  Systems 
Lighting  Systems       Medical  Systems       Power  Generation       Telecommunications  Transportation 

Visit  our  web  site  at  www. Siemens  com  on  the  Intemet 
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MARKET  PRICE/  RETURN 


GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US, 

PER  SHARE 

FROM  1996 

VALUE 

P/E 

YIELD 

U.S 

U.S. 

US, 

EQUITY 

NOU' 

RANK 

RANK 

$  MIL 

U.S.  $ 

(U.S.  $)  (LOCAL) 

RATIO 

RATIO 

% 

$  MIL. 

$  MIL. 

SMIL 

'° 

Cfi 

141  PROMISE 

761 

4735 

48 

-5 

3 

2.7 

16 

1.0 

NA 

301f 

8165 

U.Og 

6 

142  SHIMIZU 

757 

4689 

5 

-48 

-44 

1.5 

74 

1.3 

15673 

63 

22052 

2.1 

Q 

143  DAIEI 

772 

4655 

7 

-47 

-42 

4.5 

-46 

2.2 

27117f 

-102f 

18848f 

NEG 

144  OBAYASHI 

779 

4611 

6 

-33 

-27 

1.8 

45 

1.1 

10541 

103 

21187 

4.1 

3 

145  HANKYU  CORP. 

804 

4456 

5 

-13 

-5 

3.5 

-195 

.0.3 

3398 

-23 

10982 

NEG 

t 

146  PIONEER  ELECTRONIC 

807 

4438 

25 

1 1 

20 

1.8 

205 

0.2 

4742f 

22f 

4554 

0.8g 

4 

147  YAMATO  TRANSPORT 

812 

4431 

12 

-1 

7 

2.5 

33 

0.9 

5094f 

134f 

4483 

7.7g 

5 

148  FAMILYMART 

815 

4393 

46 

10 

18 

6.2 

42 

0.5 

1251t 

105f 

1245 

14.9g 

149  MITSUBISHI  MATERIALS 

816 

4389 

4 

—0^ 

— ^lO 

1.7 

45 

1.1 

9578 

97 

13364 

3.8 

150  TAISEI 

820 

4367 

4 

-43 

-39 

1.3 

-261 

1.4 

15358 

-17 

27140 

NEG 

3 

151  JOYOBANK 

825 

4327 

5 

-35 

-30 

1.4 

84 

0.9 

NA 

52f* 

55552* 

1.7g 

6 

152  AISIN  SEIKI 

828 

4315 

15 

1 

8 

1.8 

38 

0.6 

7834f 

1 14t 

5950f 

4.9 

153  TOYO  SEIKAN  KAISHA 

837 

4227 

19 

-41 

-37 

1.2 

19 

0.3 

5331 

219 

5037 

6.1 

2 

154  MYCAL 

838 

4223 

14 

-9 

-2 

2.0 

32 

1.2 

15447f 

130f 

14496t 

6.2 

t: 

155  ONO  PHARMACEUTICAL 

841 

4209 

34 

-2 

6 

2.7 

20 

0.6 

1085f* 

214f* 

2340* 

13.6g 

4 

156  TOTO 

846 

4178 

11 

-16 

-9 

2.0 

41 

0.8 

4053t 

102f 

4151 

4.8g 

^' 

157  EBARA 

850 

4169 

15 

—4 

o 

3.8 

49 

0.7 

4543f 

85f 

4591 

7.5g 

3 

158  KDD 

858 

4137 

64 

-31 

-26 

1.4 

37 

0.7 

3443f 

llCf 

5492f 

3.5 

5 

159  TEUIN 

862 

4106 

4 

-19 

-12 

1.5 

42 

1.2 

5485f 

97f 

7433 

3.5g 

2 

160  ODAKYU  ELECTRIC  RAILWAY 

868 

4054 

6 

-17 

-1 1 

3.4 

140 

0.8 

4922 

29 

9193 

2.4 

5 

161  GUNMABANK 

869 

4053 

8 

-29 

-23 

2.0 

76 

0.5 

NA 

53f^ 

46139* 

2.5g 

6 

162  CHIBABANK 

873 

4039 

5 

-40 

-36 

1.2 

92 

0.8 

NA 

44f* 

67294f* 

1.3 

6 

163  TAKASHIMAYA 

883 

3979 

13 

-20 

-14 

2.6 

50 

0.5 

10641f 

80f 

7436 

5.2g 

5 

164  SUMITOMO  METAL  MINING 

884 

3971 

7 

-26 

-20 

2.0 

43 

0.7 

4393 

92 

5358 

4.7 

- 

165  ISUZU  MOTORS 

889 

3954 

4 

9/1 

4.0 

48 

1.1 

16476f 

82f 

13220 

8.2 

3 

166  YAMAHA 

893 

3917 

19 

18 

27 

2.5 

45 

0.4 

5190f 

121f 

4410 

5.6 

4 

167  ORIX 

897 

3897 

60 

53 

65 

3.5 

59 

0.2 

NA 

55 

39995 

5.8 

6 

168  FURUKAWA  ELECTRIC 

900 

3886 

6 

1 

8 

2.3 

36 

0.9 

6473f 

109f 

7483 

6.4g 

3 

169  HOKURIKU  ELECTRIC  POWER 

908 

3857 

18 

-24 

-18 

1.5 

36 

2.5 

4335 

108 

12640 

4.3 

1 

170  TOBU  RAILWAY 

914 

3846 

4 

-31 

-26 

3.2 

-892 

1.0 

3046 

-4 

9764 

NEG 

P. 

171   HITACHI  ZOSEN 

919 

3827 

4 

-31 

-26 

4.3 

38 

1.4 

5451f 

lOlf 

5993 

11. 3g 

'J 

172  MINEBEA 

922 

3816 

10 

18 

27 

3.8 

50 

0.6 

2599f 

76f 

4778 

7.5g 

3 

173  HOKKAIDO  ELECTRIC  POWER 

924 

3800 

17 

-24 

-18 

1.7 

25 

2.5 

4715 

149 

11702 

6.5 

1 

174  YAMAZAKI  BAKING 

936 

3743 

17 

-14 

_7 

2.1 

33 

0.6 

5699 

115 

3521e 

5.5g 

4 

175  UNY 

940 

3720 

20 

-7 

0 

2.2 

44 

0.7 

858  If 

85f 

4835 

5.0g 

itc   DAMv  nc  ciiuitnu h 
i  /D   DANK  Ur  rUMJUnA 

94 1 

3715 

5 

-27 

-21 

l.O 

85 

0.7 

N  A 

4^T 

D/  iyo 

z.Ug 

G 

177  NSK 

948 

3685 

7 

-14 

-7 

1.8 

49 

0.8 

4131f 

76f 

5937 

3.8g 

3 

178  MAZDA  MOTOR 

952 

3661 

3 

-37 

-32 

1.2 

-24 

0.0 

16219f 

-151f 

1 1741 

NEG 

4 

179  NIPPON  CREDIT  BANK 

955 

3649 

2 

-44 

-39 

0.9 

-1 

1.0 

NA 

-3233f 

144145 

NEG 

6 

180  NISSHOIWAI 

963 

3632 

4 

-27 

-21 

1.8 

27 

1.0 

75289f 

132f 

42930 

6.5g 

181  KINDEN 

981 

3539 

13 

-17 

-10 

1.5 

23 

0.7 

4858f* 

155f* 

5350f* 

6.5 

182  CREDIT  SAISON 

998 

3454 

22 

5 

14 

2.6 

32 

0.6 

NA 

108f* 

5501f* 

7.9 

f 

NETHERLANDS 

COUNTRY  COMPOSITE 

355944 

90 

29 

44 

7.5 

26 

1.8 

308868 

22862 

1080450 

27.6 

1   ROYAL  DUTCH  PETROLEUM  (1) 

NR 

103681 

193 

28 

43 

3.0 

21 

2.8 

134281 

9310 

119832 

14.4 

1 

2  ING  GROEP 

70 

34767 

44 

35 

51 

2.0 

19 

2.4 

NA 

1707 

252194 

10.1 

e 

3  UNILEVER  NV  (2) 

NR 

30820 

193 

42 

59 

6.8 

24 

1.9 

50756 

2437 

31242 

28.0 

4 

4  ABN  AMRO  HOLDING 

109 

25411 

19 

34 

51 

2.3 

15 

3.0 

NA 

1624 

310232 

14.7 

e 

5  AEGON 

169 

19437 

73 

53 

72 

3.3 

23 

2.0 

8705 

817 

95440 

14.6 

6 

6  PHILIPS  ELECTRONICS 

172 

19369 

55 

55 

73 

2.7 

45 

1.5 

35053 

377 

28702 

5.8 

4 

7  KONINKLIJKE  PH  NEDERLAND 

211 

16381 

35 

-3 

9 

2.0 

13 

4.2 

10587 

1283 

18694 

15.3 

8  KONINKUJKE  AHOLD 

264 

12839 

76 

42 

59 

8.1 

39 

1.2 

19043 

330 

48196 

20.8g 

9  ELSEVIER  (5) 

NR 

11278 

17 

9 

23 

7.1 

29 

2.3 

5531 

987 

8420 

24.5 

10  AKZO  NOBEL 

371 

9491 

133 

10 

24 

2.4 

14 

2.9 

11694 

659 

10636 

16.8 

2 

11  HEINEKEN 

418 

8501 

169 

-25 

-16 

3.5 

25 

1.1 

6352 

342 

5553 

14.5 

£ 

12  POLYGRAM 

419 

8499 

47 

-19 

-9 

4.9 

23 

1.1 

4945 

376 

4904 

21.8 

4 

13  WOLTERS  KLUWER 

438 

8174 

120 

8 

21 

13.2 

32 

1.1 

2249 

252 

3515 

40.5 

14  FORTISAMEV  (6) 

NR 

7518 

41 

32 

48 

2.2 

17 

2.4 

NA 

905 

175360 

12,8 

e 

15  DORDTSCHE  PETROLEUM 

488 

7212 

200 

25 

40 

15.9 

39 

2.6 

NA 

184 

428 

43.2 

1 

16  VENDEX  INTERNATIONAL 

794 

4493 

56 

76 

97 

7.5 

17 

1.9 

5330f 

266f 

2895f 

44.5 

17  HAGEMEUER 

805 

4454 

49 

43 

61 

7.5 

30 

1.2 

4282 

149 

2382 

25.1 

18  RANDSTAD  HOLDING 

824 

4345 

101 

39 

56 

15.6 

40 

1.0 

3103 

108 

785 

38.8 

19  VNU 

830 

4284 

23 

38 

55 

8.2 

25 

1.3 

1756 

155 

1359 

31.4 

20  GUCCI  GROUP 

870 

4052 

69 

3 

16 

20.9 

24 

0.4 

881f 

168f 

349 

86.7g 

£ 

21  K0N1NKLMKE  VERENIGDE  BEDRIJVEN  NUTRICIA 

929 

3774 

156 

46 

64 

19.1 

31 

1.1 

1517 

121 

946 

61.4 

22  HEINEKEN  HOLDING 

949 

3677 

147 

-28 

-19 

3.1 

22 

1.2 

NA 

171 

1203 

14.5 

£ 

23  ASM  LITHOGRAPHY  HOLDING 

995 

3488 

51 

114 

140 

10.4 

31 

0.0 

594 

113 

559 

33.8 

NEW  ZEALAND 

COUNTRY  COMPOSITE 

12938 

4 

14 

12 

3.7 

20 

4.2 

4177 

705 

8508 

21.0 

1  TELECOM  CORP  OF  NEW  ZEALAND 

400 

8783 

5 

18 

17 

5.1 

17 

5.6 

2146f 

532f 

3168 

37.0g 

2  CARTER  HOLT  HARVEY 

852 

4155 

2 

10 

8 

1.2 

24 

2.9 

2032f 

173f 

5340 

5.0g 
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Send  1  million  packages  to  japan  without  a  single  customs  form. 


That's  what  one  of  our  customers  did  last 


year  Global  Package  Link  '  handles 


everything  it  takes  to  ship  overseas- 


even  speeding  your  packages  through 


custonis*  Ijyoure  serious  about  doing 


business  globally,  well  sweat  the  details. 


Ask  for  the  world.  We'll  deliver. 


UNITED  smTEsposm  service  , 


FOR  INFORMATION,  CALL  1-800-THE  USPS,  EXT.  2037,  OR  VISIT  US  AT  HTTP;//WWW.USPSGLOBAL.COM 


•Although  CPAS  provides  declarations  of  contents  and  value,  all  packages  are  subject  to  inspection  at  the  discretion  of  customs  agents  in  destination  counines  ®  WM?  USPS      ZYl  I 


Do    you    really    have    time    for  downtime? 

With  businesses  becoming  more  dependent  on  technology 


by  the  day,  there's  never  a  good  time  for  a 


server  to  go  down.  Which  is  why  at  HP 
we've  engineered  our  legendary  reliability 
HP  Netserver  Lx  Pro  1  u  t  o  o  u  r  I  u  t  e  1'  P  e  u  1 1  u  m'  Pro  processor- 
based  N  e  t  S  e  r  v  e  r  s  .  The  result?  Maximum  uptime.  With  a 
host  of  features  like  a  redundant  power  supply,  memory 
scrubbing  to  decrease  accumulated  errors,  hot-swappable 
drives,  unattended  Automatic  Server  Restart, 
and  even  redundant  fans  that  protect  against 
overheating,  HP  NetServers  can  actually  reduce  downtime. 
Because  in  today's  fast-paced  business  world,  most 
people  don't  even  have  time  for  lunch,  let  alone  downtime. 
n)  IV  IV .  hp  .c  o  m /g  0  /  n  e  ts  e  r  I)  e  r  or  1-800-533-1333,  ext.  2360 


HEWLETT^ 
PACKARD 
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MARKET  PRICE/  RETURN 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

VALUE 
US. 
SMIL 

PRICE 
PER  SHARE 
U.S.  $ 

%  CHANGE 
FROM  1996 
(U  S  $)  (LOCAL) 

BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
US 
$MIL 

PROFITS 
US, 
SMIL 

ASSETS 
U.S. 
SMIL 

ON 
EQUITY 
% 

NDUS 
COO 

NORWAY 

COUNTRY  COMPOSITE 

15633 

69 

41 

53 

2.7 

15 

1.6 

15581 

1091 

17188 

17.2 

1  NORSK  HYDRO 

295 

11464 

50 

6 

15 

2.2 

14 

2.0 

11926 

845 

13464 

16.5 

1] 

2  ORKLA 

849 

4170 

87 

76 

92 

3.1 

17 

1.1 

3655 

246 

3725 

18.0 

7] 

SINGAPORE 

COUNTRY  COMPOSITE 

104454 

9 

3 

4 

2.7 

19 

1.7 

20373 

5404 

178212 

13.1 

1  SINGAPORE  TELECOMMUNICATIONS 

97 

27524 

2 

-35 

-35 

6.0 

24 

1.3 

3093f 

1160f 

7596f 

25.5 

bi 

2  OCBC  OVERSEAS  CHINESE  BANK 

263 

12526 

12 

4 

6 

3.5 

25 

0.7 

NA 

495 

31808e 

13.9g 

61 

3  SINGAPORE  AIRLINES 

315 

10946 

9 

-17 

-16 

1.5 

15 

1.4 

5052f 

722t 

10158f 

9.8 

5i 

4  UNITED  OVERSEAS  BANK 

356 

9842 

10 

13 

15 

3.2 

19 

0.9 

NA 

501 

28377e 

16.9g 

6] 

5  DEVELOPMENT  BANK  OF  SINGAPORE 

405 

8655 

13 

6 

7 

2.0 

18 

0.7 

NA 

468 

38991 

10.7 

6] 

6  CITY  DEVELOPMENTS 

479 

7381 

9 

21 

23 

4.0 

20 

0.4 

NA 

375 

5817 

20.2 

6^ 

7  HONGKONG  LAND  HOLDINGS 

484 

7267 

3 

22 

22 

0.7 

11 

4.5 

NA 

649 

12187 

6.4 

6^ 

8  SINGAPORE  PRESS  HOLDINGS 

527 

6748 

20 

6 

8 

5.1 

30 

0.8 

623 

215 

1565 

16.9 

51 

9  JARDINE  MATHESON  HOLDINGS 

728 

5018 

7 

-12 

-12 

1.2 

17 

3.7 

11605 

300 

14285 

7.3 

7] 

10  OVERSEAS  UNION  BANK 

771 

4562 

7 

-3 

-2 

2.3 

21 

0.9 

NA 

217 

17927e 

10.6g 

61 

1 1  JARDINE  STRATEGIC  HOLDINGS 

901 

3886 

4 

24 

24 

0.8 

13 

3.9 

NA 

302 

9501 

6.1 

7 

SPAIN 

COUNTRY  COMPOSITE 

135274 

69 

39 

56 

3.0 

22 

2.4 

53778 

6609 

545898 

14.2 

1  TELEFONICA  NACIONAL  DE  ESPANA 

101 

27150 

29 

61 

81 

2.2 

24 

2.1 

13902 

1111 

37670 

9.0 

5> 

2  ENDESA 

160 

19893 

77 

23 

38 

3.4 

18 

2.5 

8967 

1144 

14789e 

18.9g 

i; 

3  BANCO  BILBAO  VIZCAYA 

217 

15948 

71 

88 

111 

3.0 

21 

2.3 

NA 

723 

119178 

14.2 

6 

4  BANCO  DE  SANTANDER 

246 

13648 

85 

88 

110 

3.4 

22 

2.6 

NA 

593 

114077e 

15.5g 

6 

5  REPSOL 

267 

12578 

42 

23 

38 

2.9 

16 

3.0 

19209 

825 

11563e 

18.2g 

1 

6  IBERDROLA 

307 

11202 

12 

22 

36 

1.7 

17 

3.9 

5658 

670 

21369e 

10.2g 

i; 

7  GAS  NATURAL  SDG 

498 

7127 

191 

8 

21 

5.7 

22 

0.8 

2309 

336 

4164e 

26.4g 

i; 

8  BANESTO 

550 

6496 

11 

68 

88 

3.8 

35 

0.0 

NA 

171 

38860 

10.4 

6 

9  ARGENTARIA,  CORP  BANCARIA  DE  ESPANA 

587 

6112 

50 

19 

34 

1.5 

36 

3.9 

NA 

216 

76239 

4.2 

6 

10  BANCO  POPUUR  ESPANOL 

504 

6020 

213 

22 

37 

2.7 

14 

3.5 

NA 

423 

24122 

19.3 

6 

11  BANCO  CENTRAL 

687 

5296 

32 

61 

80 

1.8 

21 

2.4 

NA 

232 

81358 

8.6 

6: 

12  PRYCA 

923 

3803 

20 

-14 

-4 

3.5 

23 

2.2 

3733 

166 

2508 

15.2 

5' 

SWEDEN 

COUNTRY  COMPOSITE 

176953 

32 

38 

58 

3.7 

17 

2.4 

127527 

11817 

434783 

20.0 

1  L.M.ERICSSON 

71 

33849 

35 

57 

81 

6.9 

35 

0.9 

16080 

920 

14512 

19.5 

3' 

2  ASTRA 

103 

26361 

16 

-6 

8 

5.7 

22 

1.2 

5045 

1223 

6758 

26.5 

4! 

3  VOLVO 

262 

12876 

28 

32 

52 

1.8 

6 

2.0 

20194 

1614 

18266 

27.8 

4; 

4  ABBAB  (4) 

NR 

12682 

14 

31 

50 

5.2 

23 

1.7 

34574 

1233 

30896 

22.7 

3' 

5  INVESTOR 

370 

9491 

50 

36 

57 

4.3 

-29 

2.6 

NA 

1227 

12050e 

NEG 

6: 

6  SANDVIK 

489 

7207 

26 

17 

34 

3.1 

20 

3.3 

3657 

403 

4241 

15.6 

2 

7  FOERENINGSSPARBANKEN 

514 

6879 

20 

68 

92 

2.0 

11 

3.6 

NA 

612 

80460 

17.5 

6 

8  HENNES  &  MAURITZ 

526 

6773 

33 

123 

156 

11.1 

39 

0.9 

1883 

172 

928 

28.3 

5' 

9  SVENSKA  HANDELSBANKEN 

556 

6443 

27 

32 

52 

1.9 

10 

2.4 

NA 

659 

73902 

20.0 

6 

10  INCENTIVE 

591 

6094 

89 

74 

99 

3.4 

17 

1.5 

2616 

373 

4490 

19.5 

4 

11  NOROBANKEN 

640 

5675 

31 

73 

99 

2.8 

8 

4.0 

NA 

696 

47565 

34.3 

6 

12  SCANIA 

555 

5538 

28 

-2 

13 

6.1 

27 

2.6 

4365 

256 

3712e 

23.0g 

3 

13  SKANDINAVISKA  ENSKILDA  BANKEN 

671 

5455 

10 

49 

71 

2.1 

9 

3.4 

NA 

608 

71250 

23.7 

6 

14  SKANSKA 

717 

5084 

40 

24 

42 

2.9 

10 

3.2 

5876 

499 

6628 

28.0 

3 

15  ATLAS  COPCO 

741 

4912 

27 

45 

66 

3.4 

21 

1.8 

3251 

251 

3008 

16.5 

3 

16  STORA  KOPPARBERGS  BERGSUGS 

756 

4767 

15 

11 

28 

1.3 

33 

3.3 

5844 

202 

8027 

4.0 

2 

17  SYDKRAFT 

763 

4716 

26 

19 

37 

2.5 

11 

2.0 

1756 

235 

5444 

23.0 

1 

18  ELECTROLUX 

818 

4378 

60 

29 

48 

1.6 

22 

2.7 

13141 

213 

10350 

7.1 

4 

19  SVENSKA  CELLULOSA  AKTIEBOLAGET 

853 

4151 

21 

8 

24 

1.5 

16 

3.2 

7169 

274 

8798 

9.3 

2 

20  SKANDIA  FORSAKRING 

964 

3622 

35 

39 

59 

3.6 

25 

1.0 

2077 

148 

23499e 

14.5g 

6 

SWITZERLAND 

COUNTRY  COMPOSITE 

403139 

1551 

25 

42 

3.5 

25 

1.2 

188891 

8113 

1306222 

13.7 

1  NOVARTIS 

11 

93477 

1361 

38 

56 

5.1 

58 

1.0 

25613 

1629 

41019 

8.8 

4 

2  ROCHE  HOLDING 

14 

83514 

13148 

8 

22 

8.0 

41 

0.4 

11286 

2756 

28117 

19.4 

4 

3  NESTLE 

38 

48932 

1244 

10 

25 

3.3 

20 

1.7 

42760 

2404 

36077 

16.4 

4 

4  UBS 

92 

28128 

1097 

17 

32 

1.8 

-114 

2.1 

NA 

-247 

309088 

NEG 

6 

5  CREDIT  SUISSE  GROUP 

115 

24399 

126 

46 

65 

2.3 

-13 

2.3 

NA 

-1830 

370519 

NEG 

6 

6  SWISS  RE 

164 

19636 

1343 

39 

57 

3.3 

19 

1.6 

9508 

1031 

32246e 

17.4g 

6 

7  SWISS  BANK  CORP 

179 

18635 

240 

35 

53 

1.9 

-13 

0.0 

NA 

-1382 

254441 

NEG 

6 

8  ZURICH  INSURANCE  GROUP 

205 

16727 

368 

39 

58 

1.8 

21 

1.4 

20285 

805 

92556 

8.6 

6 
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The  new  Mita  Color  Imaging  System. 
:  >      Please  don't  CALL  IT  A  COPIER. 

Color  is  a  powerful  business  tool.  And  the  Mita®  PointSource^'*^  Ci-7500  is  a  powerful  color  imaging  system.  From  a 
3vu-ely  artistic  point  of  view,  it's  more  brilliant  than  the  average  color  copier.  It  rendjers  breathtaking  1 1  x  17  full-bleed 
mages,  with  true  continuous  tone  reproduction.  Connected  to  a  Fiery^"^  Network  Controller,  it's  a  400  DPI  color  \ 
printer/ scanner.  From  a  business  perspective,  it  offers  advanced  finishing  options — duplexing,  sorting, 
stapling.  And  you  can  mix  docimients— it  switches  automatically  between  black  &  white  and  color  ' 
modes.  See  the  new  Mita  Ci-7500  Color  Imaging  System.  Enjoy  the  view. 

For  more  information  please  call  1-800-ABC-MITA  or  visit  www  mita.  com.        Wmm.t   '  ' '  I 

Fieiyisatrademarkof  Eletironics  for  Imaging  Inc.©  1997  Mita  Copystar  America,  Inc.         ,,         \  .^i^^: ^^f' 
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MARKET 

PRICE/ 

RETURN 

( 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

U.S. 

FROM  1996 

VALUE 

P/E 

YIELD 

U.S. 

U.S 

U.S. 

EQUITY 

RANK 

RANK 

SMIL, 

U.S.  $ 

(U.S.  $)  (LOCAL) 

RATIO 

RATIO 

% 

$MIL 

SMIL, 

SMIL 

% 

codeI 

9 

ABB  AG  (4) 

N  R 

12518 

1373 

15 

30 

4.2 

22 

2.0 

34574 

1233 

30896 

19.3 

71? 

10 

^ABAnAi^kiir  riBiitftioir*nir  ni^LirftiAkiT 

COMPAGNIE  FINANCIERE  RICHEMONT 

456 

7834 

1364 

Q 

~c5 

/I 

2.6 

16 

1.0 

7046 

517 

7547 

16.5 

]  ] 

WINTERTHUR 

492 

7186 

817 

D  1 

2.1 

21 

1.8 

16530 

348 

68618 

10. 1 

63 

12 

CIBA  SPECIALTY  CHEMICALS 

521 

6832 

95 

NA 

NA 

2.2 

-19 

0.0 

4765 

-365 

6487 

NEG 

22 

13 

HOLDERBANK  FINANCIERE  GLARUS 

576 

6226 

878 

15 

29 

2.  i 

206 

1 .4 

NA 

30 

12133 

1 .0 

2 1 

14 

ADECCO 

578 

6184 

376 

62 

83 

3.8 

35 

0.9 

5026 

170 

3448 

10.9 

52 

15 

ALUSUISSE-LONZA  HOLDING 

632 

5734 

922 

18 

33 

3.5 

19 

1.4 

5686 

295 

5438 

18.3 

71L 

16 

ARES-SERONO 

715 

5098 

1361 

76 

99 

8.0 

83 

0.3 

805 

53 

1328e 

9.6g 

45 

17 

S.M.H. 

833 

4261 

590 

-14 

-2 

2.4 

20 

1.1 

1919 

199 

2369e 

12. 3g 

46 

18 

PHARMA  VISION  2000 

864 

4086 

548 

20 

36 

2.8 

NA 

0.0 

NA 

280* 

1879* 

NA 

62 

19 

SGS  STE  GENERALE  DE  SURVEILLANCE  HOLDING 

939 

3730 

2216 

-2 

11 

4.7 

21 

2.1 

2088 

185 

2015 

23.0 

52 

UNITED  STATES 


6605427 

152 

28 

28 

4.7 

21 

1.7 

3821467 

313558 

10659721 

21.5 

1 

198088 

60 

46 

46 

6.4 

27 

1.7 

79179 

7280 

272402 

23.8 

71 

2 

169857 

69 

49 

49 

27.6 

45 

0.8 

18546 

3492 

16161 

61.3 

43 

5 

148593 

124 

109 

109 

21.4 

55 

0.0 

8671 

2195 

10093 

39.2 

52 

6 

147151 

59 

40 

40 

3.4 

19 

2.8 

116728 

7510 

9552V 

17.8 

11 

7 

124079 

152 

101 

101 

7.4 

22 

0.2 

20847 

5157 

23735 

34.0 

35 

9 

108489 

90 

39 

39 

9.1 

27 

1.9 

19829 

3881 

24293 

33.7 

45 

10 

106580 

44 

33 

33 

7.5 

17 

3.5 

54553 

6303 

54871 

45.5 

43 

12 

93392 

138 

57 

57 

9.6 

29 

1.3 

35284 

3046 

27730 

33.2 

44 

13 

85908 

87 

62 

62 

4.1 

15 

0.9 

75947 

5864 

81132 

26.6 

33 

17 

79914 

60 

23 

23 

7.4 

27 

1.5 

21620 

2887 

20010 

27.8 

45 

18 

73375 

73 

72 

72 

11.2 

25 

2.1 

15065 

2850 

14685 

44.6 

45 

20 

57683 

30 

15 

15 

4.0 

22 

0.9 

104859f 

3056f 

39604f 

18.3 

54 

22 

64375 

103 

46 

46 

9.3 

33 

1.3 

11306 

1929 

14667 

28.0 

45 

23 

63567 

135 

44 

44 

2.8 

21 

0.3 

28106 

2897 

148431 

13.4 

63 

24 

61449 

109 

36 

36 

5.9 

16 

2.3 

38349 

3636 

37987 

35.6 

22 

26 

59710 

37 

-15 

-15 

2.9 

11 

3.6 

52184 

5608 

55552 

25.9 

55 

27 

56314 

37 

11 

11 

8.6 

31 

1.4 

31645 

1865 

24512 

28.0 

43 

28 

55277 

82 

35 

35 

3.4 

28 

0.7 

21238 

1533 

37306 

12.4 

53 

29 

55026 

140 

24 

24 

3.0 

18 

3.0 

71129 

2964 

46408 

16.3 

11 

31 

53642 

59 

18 

18 

3.7 

17 

3.1 

23486 

3158 

39599 

21.3 

55 

32 

52976 

43000 

41 

41 

2.2 

47 

0.0 

10500 

2489 

43410 

4.6 

71 

34 

52558 

114 

36 

36 

2.8 

15 

1.8 

NA 

3788 

281018 

19.3 

61 

35 

52530 

52 

-3 

-3 

3.9 

20 

1.1 

38420 

2586 

27699 

19.9 

33 

36 

51651 

93 

45 

45 

8.4 

32 

1.6 

7347 

1524 

14307 

26.3 

45 

37 

49517 

89 

50 

50 

11.2 

39 

1.0 

9698 

1232 

10435 

28.8 

45 

39 

48924 

76 

42 

42 

7.0 

25 

2.2 

14088 

1875 

20785 

28.2 

45 

40 

48731 

63 

46 

46 

10.1 

25 

1.7 

11013 

1882 

11126 

40.0 

45 

43 

46419 

44 

42 

42 

3.9 

17 

1.9 

NA 

2754 

351041 

23.1 

62 

44 

45735 

70 

17 

17 

2.9 

16 

3.3 

37580 

2651 

34854 

18.2 

11 

46 

44976 

45 

12 

12 

3.4 

15 

3.2 

19040 

2863 

32568 

22.1 

55 

47 

44962 

68 

24 

24 

15.6 

35 

0.0 

4096 

913 

3630 

44.0 

35 

48 

44656 

38 

3 

3 

1.7 

9 

4.5 

146991 

4446 

262867 

19.5 

42 

49 

44166 

89 

23 

23 

2.7 

16 

3.1 

32150 

2834 

32100 

17.1 

11 

51 

42341 

59 

45 

45 

2.5 

14 

2.2 

NA 

2452 

185794 

18.0 

61 

52 

42137 

44 

3 

3 

5.8 

15 

4.3 

21339 

2798 

38422 

38.7 

55 

53 

41833 

57 

4 

4 

1.9 

8 

3.5 

164069 

5891 

222142 

24,1 

42 

54 

41443 

117 

55 

55 

2.3 

15 

2.1 

NA 

2873 

250753 

14.6 

61 

55 

40740 

95 

35 

35 

2.3 

12 

2.6 

NA 

3586 

333823 

18.4 

61 

56 

40635 

64 

67 

67 

15.1 

16 

0.5 

15859a 

202a 

22625 

92.9 

34 

60 

39418 

66 

-1 

-1 

3.3 

37 

0.7 

27973 

1154 

24076 

9.1 

35 

61 

38242 

92 

40 

40 

6.1 

25 

2.3 

14236 

1516 

13364 

24.9 

71 

63 

37992 

105 

24 

24 

3.4 

27 

1.1 

25214 

1123 

27254 

12.5 

31 

66 

35964 

66 

16 

16 

4.7 

16 

3.5 

14917 

2134 

23707 

28.5 

55 

68 

35270 

55 

77 

77 

2.8 

15 

1.1 

NA 

2227 

151067 

18.4 

62 

69 

34769 

50 

4 

4 

4.2 

22 

0.7 

10687 

1573 

17386 

18.8 

53 

72 

33201 

91 

55 

55 

16.1 

26 

1.7 

5656 

1213 

5398 

61.0 

45 

73 

32859 

70 

52 

52 

3.9 

19 

1.3 

NA 

1739 

108512 

20.5 

62 

75 

32260 

74 

74 

74 

2.4 

14 

1.3 

18366 

2075 

74508 

17.8 

63 

78 

30660 

70 

12 

12 

4.1 

17 

4.2 

13081 

1739 

24856 

24.0 

55 

79 

30657 

63 

23 

23 

5.1 

31 

0.5 

19536f 

938f 

9342f 

16.6 

54 

81 

30465 

47 

41 

41 

16.4 

43 

0.0 

4223 

603 

3357 

37.9 

52 

83 

29680 

108 

122 

122 

4.8 

21 

0.0 

18109 

1313 

10526 

23.3 

33 

84 

29393 

119 

43 

43 

5.2 

31 

1.3 

8956 

851 

10325 

16.8 

36 

87 

28769 

109 

30 

30 

3.0 

17 

3.1 

45500 

1665 

26963 

17.8 

11 

93 

28123 

50 

38 

38 

5.3 

21 

1,9 

13149 

1331 

11846 

30.7 

45 

98 

27408 

101 

80 

80 

10.6 

35 

1.5 

7231 

787 

7197 

30.2 

45 

COUNTRY  COMPOSITE 

1  GENERAL  ELECTRIC 

2  COCA-COLA 

3  MICROSOFT 

4  EXXON 

5  INTEL 

6  MERCK 

7  PHILIP  MORRIS 

8  PROCTER  &  GAMBLE 

9  INTERNATIONAL  BUSINESS  MACHINES 

10  JOHNSON  &  JOHNSON 

11  BRISTOL-MYERS  SQUIBB 

12  V\^AL-MART  STORES 

13  PFIZER 

14  AMERICAN  INTERNATIONAL  GROUP  (8) 

15  DUPONT 

16  AT&T 

17  PEPSICO 

18  Vi^ALT  DISNEY 

19  MOBIL 

20  SBC  COMMUNICATIONS 

21  BERKSHIRE  HATHAWAY  (8) 

22  CITICORP 

23  HEWLETT-PACKARD 

24  ELI  LILLY 

25  GILLETTE 

26  AMERICAN  HOME  PRODUCTS 

27  ABBOTT  LABORATORIES 

28  FANNIE  MAE 

29  CHEVRON 

30  BELLSOUTH 

31  CISCO  SYSTEMS 

32  FORD  MOTOR 

33  AMOCO 

34  NATIONSBANK 

35  GTE 

36  GENERAL  MOTORS 

37  BANKAMERICA 

38  CHASE  MANHATTAN 

39  LUCENT  TECHNOLOGIES 

40  MOTOROLA 

41  MINNESOTA  MINING  &  MFG. 

42  BOEING 

43  AMERITECH 

44  TRAVELERS  GROUP 

45  MCDONALD'S 

46  SCHERING-PLOUGH 

47  AMERICAN  EXPRESS 

48  ALLSTATE 

49  BELL  ATLANTIC 

50  HOME  DEPOT 

51  ORACLE 

52  COMPAQ  COMPUTER 

53  SCHLUMBERGER 

54  TEXACO 

55  KIMBERLY-CLARK 

56  WARNER-LAMBERT 
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Many  farmers  today 
,  are  receiving  messages 
\  from  outer  space. 


[High-tech  farmin 


including  satellite  signals 
carrying  valuable  crop 
information,  is  much  more 
\  than  an  advantage  for 
\  farmers.  If  we're  going  to 
\  make  sure  there's  enough 
\   food  for  a  growing  world, 
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ee  the  world  change  minute  by  minute  at:  www.aclmworld.com 
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COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
US 
SMIL 

PRICE 
PER  SHARE 
U  S,  $ 

%  CHANGE 
FROM  1996 
(U  S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
US 
$MIL 

PROFITS 
US 
SMIL, 

ASSETS 
US 
SMIL 

RETURN 

ON 
EQUITY 

% 

NOUS' 
COD 

57 

EASTMAN  KODAK 

100 

27258 

83 

1 1 

1 1 

5.8 

31 

2.1 

15968 

1011 

14438 

18,5 

46 

58 

WHRI  nPflM 

■VUnLUlifUIVI 

102 

25450 

30 

2 1 

21 

2.0 

-12 

0.0 

4485 

-2189 

19852 

NEC 

55 

59 

MPI  mMMIINIPATinN^ 
iviui  uu>viiviuniUMi  luno 

104 

25238 

38 

32 

32 

2.5 

22 

0.1 

18494 

1202 

22978 

11.1 

5e 

60 

TIMF  WARNFR 

105 

25032 

47 

15 

1 5 

2.7 

-68 

0.8 

10064 

-155 

35054 

NEC 

51 

61 

MONSANTO 

105 

25030 

44 

45 

45 

7.0 

28 

1,5 

9262 

885 

11191 

25,4 

2.'. 

62 

rni  IIMRIA/HPA  HFAITHCARF 

114 

24492 

36 

I 

2.8 

15 

0,2 

19909 

1505 

21272 

18,0 

52 

63 

FMFR^HN  FIFPTRIP 

117 

24162 

54 

25 

26 

4.5 

23 

2,0 

11150 

1019 

10481 

20.0 

3^ 

64 

fir<;t  union 

118 

24048 

86 

40 

40 

2.5 

13 

2.7 

NA 

1766 

140127 

18.5 

6: 

65 

NYNEX 

121 

23610 

54 

16 

15 

3.3 

15 

4.4 

13454 

1345 

27559 

22.4 

5; 

66 

WFI 1  ^  FARRn 

122 

23562 

264 

9 

g 

1.8 

25 

2.0 

NA 

1071 

108888 

7.1 

5: 

67 

ATIANTIP  RIPHFIFin 

125 

23439 

145 

22 

22 

3.0 

13 

3.9 

18592 

1553 

25715 

22.8 

i: 

68 

FFRFRAI  HflMF  IRAN  MnRTHARF 

128 

22935 

33 

50 

50 

3.4 

19 

1.2 

NA 

1258 

173855 

17.8 

5; 

69 

HUGHES  ELECTRONICS  (8) 

138 

22044 

55 

-9 

-9 

2.4 

21 

1.8 

15744 

1151 

16480 

11.6 

3: 

70 

PHRY^I  FR 

142 

21928 

32 

-4 

-4 

1.9 

5 

5.0 

61397 

3720 

55184 

31.4 

4; 

■y  ^ 

XEROX 

143 

21927 

68 

29 

29 

5.0 

19 

1.9 

17378 

1205 

26818 

26.6 

3; 

72 

Al  1  IFD^IRNAI 

146 

21721 

77 

40 

40 

5.2 

21 

1,4 

13971 

1020 

12829 

25.3 

7 

73 

CAMPBELL  SOUP 

148 

21495 

46 

43 

43 

8.3 

26 

1.7 

7578 

802 

5632 

32,1 

4' 

74 

ANHFIKFR-RII^PH 

150 

21272 

43 

20 

20 

5.3 

19 

2.2 

10884 

1156 

10464 

28,6 

4; 

/  3 

SPRINT 

152 

21044 

49 

1 5 

15 

2.5 

18 

2.1 

14045 

1191 

16953 

13.5 

5! 

76 

NHRWF^T 
nun vv t o  i 

158 

20078 

54 

53 

53 

3.4 

17 

2.2 

NA 

1154 

80175 

19.9 

5 

77 

COMPUTER  ASSOCIATES  INTERNATIONAL 

151 

19881 

55 

13 

13 

13.4 

22 

0.2 

4040t 

964f 

5016 

52.3g 

5: 

78 

^ARA  1  FF 

OHnn  LLC 

165 

19633 

41 

22 

22 

4.6 

21 

2.1 

18524 

916 

12502 

22.2 

4. 

79 

nnW  PMFMIPAI 
UUV¥  UnCIVIILiHL 

158 

19524 

83 

0 

0 

2.5 

11 

4.2 

20053 

1900 

24673 

23.4 

2: 

80 

1  P  MDRHAN 

J.  r.  IVIUnUHIl 

170 

19375 

108 

24 

24 

1.9 

14 

3.3 

NA 

1574 

222026 

13.0 

5 

81 

SEARS,  ROEBUCK 

174 

19234 

49 

-3 

-3 

3.9 

15 

1.9 

38236 

1271 

35157 

25.5 

5. 

oz 

IINITFn  TFPHNni  HRIF^^ 

175 

19040 

80 

47 

47 

4.4 

22 

1.5 

23273 

906 

16745 

20,4 

3 

83 

RFI 1  PflMPIITFR 

177 

18841 

113 

305 

305 

24.2 

33 

0.0 

7759f 

531f 

2993f 

73,6 

3: 

84 
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Speaking  Productively: 

A  Partnership  Approach  to  TCO 

This  is  a  story  about  productivity.  It's  also  a  story  about  partnership.  But  it  isn't  a  story  about  the 
horrors  of  TCO.  You  don't  need  another  article  to  tell  you  what  you  already  know:  that  PCs  cost  too 
much  to  manage,  to  run.  to  upgrade.  What  you  need  are  answers. 

So  within  this  article,  we're  going  to  give  you  some  answers.  We're  going  to  paint  a  picture  of  what 
your  computing  environment  could  look  like  in  less  than  a  year,  and  how,  working  hand-in-hand  with 
our  partners,  we're  going  to  deliver  it. 

Listening  to  our  most  important  partner.  You.  At  Microsoft,  when  we  set  out  to  study  TCO  issues, 
we  went  straight  to  the  source:  ClOs.  IT  managers.  System  administrators.  People  like  you  who  live  and 
breathe  cost  of  ownership  issues  every  day.  And  who  have  a  very  clear  idea  of  what  the  future  could 
be  if  someone  would  just  stop  for  a  moment,  and  listen. 

So  we  did.  We  listened.  Then  we  joined  with  PC  and  key  component  manufacturers  who  also  were  busy 
listening.  And  using  what  we  heard,  we  forged  partnerships  with  them  founded  on  a  common  belief: 
that  It  is  not  enough  to  lower  costs  here  and  there:  what  works  is  to  increase  productivity  everyw^iere. 
Only  then  can  we  all  realize  dramatic  savings.  Only  then  can  we  focus  on  what's  truly  important:  total 
business  value. 

A  word  about  these  partnerships.  These  aren't  simple  ink-and-handshake  deals:  this  is  old-fashioned 
teamwork.  We  don't  just  pick  up  the  phone  and  chat.  We  live  in  each  others'  offices.  We  hammer 
out  specs.  We  share  customer  input.  In  short,  we  put  our  collective  heads  together.  And  you  know 
where  it's  taken  us?  To  a  long-term  solution  that  doesn't  just  address  the  cost  of  ownership  problem. 
It  tackles  it  head-on.  And  at  the  same  time,  ushers  in  a  new  era  of  computing  that  wili  help  people 
accomplish  more.  With  less.  Here's  how. 

"What  does  helping  peop 

and  faster  have " 

'eryth 

standards  are  empowerment.  Our  strategy  is  founded  on  standards.  Standards  are  glue.  Standards 
extend  the  value  of  a  distributed  environment  by  ensuring  that  all  the  pieces  fit  together  seamlessly. 
They  aren't  one  company's  idea  of  what  comes  next.  Standards  are  simply  this:  roadmaps.  And  they 
belong  to  us  all. 

The  fact  that  the  Microsoft  Windows.  PC  environment  is  based  on  standards  is  no  accident.  And  the 
result-that  it  has  empowered  millions  of  people  to  get  more  work  done  in  less  time— is  no  coincidence 

As  the  Windows  PC  environment  continues  to  evolve,  its  ability  to  empower  won't  change.  It  will  grow. 
From  the  handheld  Windows  CE,  to  the  portable  computer,  the  desktop  PC,  the  Windows  NT  Work- 
station, to  the  newest  kid  on  the  block-the  NetPC— the  Windows  PC  platform  will  enable  people  to 
be  even  more  productive  no  matter  where  they  are.  Because  while  all  these  pieces  work  separately, 
they  also  work  in  one  other  important  way.  Together. 


lat's  an  interesting  point  to  bear  in  mind  as  you  consider 
)ur  next  technology  move.  Because  wliile  others  may 
■fer  technology  they  claim  also  works,  the  question  is, 
hat  will  it  work  with? 

[tabling,  not  disabling  technology.  With  our  partners, 
icrosoft  will  soon  be  delivering  two  key  productivity  solu- 
Dns  based  on  standards;  The  Zero  Administration  Initiative 
r  Windows  (ZAW)  and  the  Network  PC.  Take  a  closer  look 
;  the  NetPC. 

esigned  as  a  complement  to,  rather  than  a  replacement 
T,  your  organization's  existing  environment,  the  NetPC  is 
1  example  of  how,  with  our  partners,  Microsoft  has  elimi- 
ated  extra  costs  by  tightening  the  standards  for  the  corpo- 
ite  PC— without  jeopardizing  the  kind  of  flexibility  and 
)mpatibility  organizations  need  to  be  productive.  At  the 
)re  of  these  tightened  standards  is  the  right  balance  of 
^ntralized  control. 

^ight  balance"  is  the  key  phrase  there.  It  offers  the  kind  of 
)ntrol  that  allows  your  network  administrators  to  remotely 
)nfigure,  upgrade,  and  manage  systems  (which  means, 
nong  other  things,  that  individuals  will  no  longer  be  able 
1  install  "junkware"  on  their  work  systems).  But  it  also 


Choice  is  the  power  to  select  from  any  of  more  than 
100,000  Windows-compatible  applications  (including 
your  own  custom  programs)  to  run  your  business.  But 
choice  goes  beyond  what's  here  now:  it's  also  about 
what  comes  next.  Because  choice  enables  the  freedom 
to  move  forward  to  new  technologies  as  you  see  fit, 
backed  by  the  power  of  compatibility,  interoperability, 
and  integration. 


rk  smarter,  better,      _  _ 

3  With  lowering  TCO? 


■dudes  a  hard  disk— which  ensures  that,  even  if  the 
irvers  get  busy  or  the  network  goes  down,  productive 
ork  doesn't  go  down  with  it. 

loving  it  all  forward.  But  what  about  your  existing 
esktops?  That's  where  Zero  Administration  Initiative  for 
/indows  comes  in.  ZAW  is  a  long-term  plan  that  will  bring 
Du  a  far  easier  and  better  way  to  deploy  and  manage 
3ur  organization's  desktops.  How  much  easier?  Picture 
lis:  in  the  future,  upgrading  250,000  desktops  will 
jquire  three  exacting  steps:  Point.  Click.  Go  to  lunch. 
'II  also  be  that  easy  to  update  the  operating  system— 
r  perform  almost  any  of  the  countless  tasks  that  take 
3ur  time,  but  not  your  talent. 

AW  also  enables  the  development  and  deployment  of 
ie  widest  range  of  applications  and  supports  the  last 
nportant  concept  we  want  to  highlight  today:  Choice. 


An  evolutionary  beginning.  Add  it  all  up— Windows 
PC,  the  NetPC,  ZAW-and  you're  left  with  the  three  basic 
tenets  of  our  partnership  approach  to  productivity. 
Empowerment.  Simplicity.  Choice.  Together  they  com- 
prise an  evolutionary  strategy  that  puts  the  TCO  issue 
where  it  belongs:  in  the  soon-to-be  extinct  category. 
And  ends  this  story  with  something  you  don't  often  find: 
a  new  beginning. 

By  the  way,  if  this  strategy  sounds  like  a  productive  way 
to  solve  your  TCO  issues,  then  take  a  moment  and  pat 
yourself  on  the  back.  The  ideas  came  from  you.  All  we 
and  our  partners  did  was  take  the  time  to  listen.  And 
make  the  commitment  to  act. 


Compaq:  Sensible  Scalability.  At  Compaq,  we're  not 
only  committed  to  helping  corporations  find  new  ways  to 
lower  costs— we're  providing  a  full  spectrum  of  scalable 
solutions  that  make  them  reality.  Today  Compaq  offers 
the  full  line  of  Windows  PC  platforms.  From  the  hand- 
held Windows  CE,  to  the  NetPC,  to  the  laptop,  on  up. 
We  do  so  because  we  know  our  customers  share  a  com- 
mon need  for  continuity.  The  kind  that  ensures  all  the 
different  parts  will  work  just  as  well  together  as  they 
do  alone. 

As  we  worked  with  Microsoft  on  the  NetPC  specification, 
it  soon  became  clear  to  us  that  here  was  the  missing 
piece:  A  computer  designed  for  a  new  class  of  end  user; 
someone  who  needs  the  performance  and  compatibility 
offered  by  PC  architecture,  but  not  the  expandability  of 
the  mainstream  PC.  Add  in  ZAW,  with  its  easy  deployment 
and  management  capabilities,  and  it's  easy  to  see  where 
this  technology  will  take  our  customers.  Straight  to  the 
bottom  line.  And  well  in  the  black. 


from 


pa 


our 
rtners 


Hewlett-Packard:  Better  Productivity.  At  HP,  we 

believe  the  PC  can  be  a  tool  for  change.  Dramatic  change. 
Not  only  in  the  way  people  interact  with  it,  but  in  the  way 
the  PC  can  lower  costs  throughout  an  organization.  That's 
why  we  joined  Microsoft  in  the  development  of  the  NetPC 
specification.  And  from  that  specification,  why 
we  built  the  HP  Net  Vectra  PC  Series. 


Dell:  Open  Standards  Flexibility.  At  Dell,  we  have  a 
thorough  understanding  of  the  cost  of  ownership  issue. 
Because  we  speak  directly  to  more  than  50,000  of  our  cus- 
tomers every  day.  Know  what  we've  heard?  That  it  isn't 
enough  to  make  a  low-cost  PC. 

We  couldn't  agree  more.  That's  why  we're  proud  to  say 
we're  one  of  the  co-authors  with  Microsoft  on  the  NetPC 
specification.  This  specification  addresses  the  real  issues 
surrounding  cost  of  ownership.  And  it  offers  a  real  solution 
based  on  three  important  customer-driven  concerns:  appli- 
cations and  performance  compatibility,  support  for  existing 
investments,  and  adherence  to  open  standards.  That  last 
one— adherence  to  open  standards— is  especially  critical. 
They  are  open  standards  that  encourage  new  technologies 
to  emerge  within  the  frameworks  of  existing  environments 
and  allow  customers  more  product  choices. 

We're  ready  for  this  smarter  way  to  work  with  our  OptiPlex 
products.  Fully  NetPC  configurable,  they  offer  the  price  and 
flexibility  our  customers  have  asked  for.  How  do  we  know? 
Because  our  customers  tell  us.  50.000  times  a  day. 


For  end  users,  the  HP  Net  Vectra  PC  will  deliv- 
er the  same  functionality  as  a  traditional  PC- 
for  example,  it  will  run  Microsoft  Windows  and 
more  than  100,000  applications.  But  from  a 
company-wide  perspective,  the  HP  Net  Vectra 
PC  will  not  only  cost  less,  it  will  lower  costs  in 
new  ways,  through  centralized  management  capabilities. 
And  it  will  include  additional,  complementary  manage- 
ment features  like  HP  TopTOOLS. 

At  HP,  our  goal  is  to  provide  the  right  technology  at 
the  right  time.  From  VAR-configured  solutions  like 
Windows  NT  Servers  running  the  BackOfficeiw  family  to 
the  HP  Net  Vectra  PC.  we're  continuing  to  do  what 
we've  done  all  along:  improve  customer  productivity. 
And  profitability. 


COMPAa 


Microsoli 

www.microsoft.com/winc.iows/  newtech/ 
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2213 

566 

5102 

19.2 

53 

n 

RAYTHEON 

303 

11283 

48 

-10 

-10 

2.5 

15 

1.7 

12331 

761 

11126 

16.5 

31 

i2 

MELLON  BANK 

304 

11273 

88 

53 

53 

3,3 

16 

3.0 

NA 

733 

42596 

19.8 

51 

\3 

PHILLIPS  PETROLEUM 

306 

11204 

43 

2 

2 

2.6 

8 

3.2 

15731 

1303 

13548 

31.1 

11 

t4 

LOEWS 

308 

11188 

97 

22 

22 

1.3 

8 

1.0 

19964 

1384 

67683 

16.0 

71 

MAY  DEPARTMENT  STORES 

310 

11058 

47 

-1 

-1 

2.6 

17 

2.6 

11650f 

749f 

10059f 

15.4g 

54 

FIRST  BANK  SYSTEM 

316 

10946 

82 

36 

36 

3.6 

16 

2.3 

NA 

738 

36489 

23.4 

61 

ARCHER  DANIELS  MIDLAND 

318 

10866 

20 

8 

8 

1.8 

27 

1-0 

13314 

696 

10450 

6.6 

44 

MORGAN  STANLEY  GROUP 

320 

10725 

68 

37 

37 

2.0 

10 

1.2 

NA 

1029 

196446 

18.7 

62 

\9 

BANKBOSTON 

321 

10721 

73 

46 

46 

2.5 

18 

2.8 

NA 

650 

62306 

14.3 

61 

30 

RHONE-POULENC  RORER 

322 

10714 

76 

17 

17 

5.2 

25 

1.7 

5421 

429 

8768 

20.9 

45 

51 

TYCO  INTERNATIONAL 

324 

10691 

64 

61 

61 

4.2 

26 

0.3 

5090 

310 

3954 

16.0 

71 

>2 

UNOCAL 

326 

10640 

43 

31 

31 

4.7 

21 

1.9 

5328 

456 

9123 

22.5 

11 

>3 

CHUBB 

327 

10550 

61 

31 

31 

2.0 

20 

1.9 

4569 

486 

23930 

9.8 

63 

34 

UNITED  HEALTHCARE 

328 

10523 

57 

3 

3 

2.7 

30 

0.1 

10074 

393 

6997 

9.1 

52 

35 

NABISCO  HOLDINGS  (8) 

330 

10503 

40 

17 

17 

2.6 

396 

1.6 

8889 

17 

12290 

0.7 

44 

36 

PPG  INDUSTRIES 

331 

10478 

58 

12 

12 

4.3 

15 

2.3 

7218 

744 

6441 

29.3 

22 

37 

DAYTON  HUDSON 

333 

10470 

48 

42 

42 

3.0 

20 

1.3 

25371f 

474f 

13389f 

15.1 

54 

38 

VIACOM 

334 

10467 

30 

-30 

-30 

0.9 

165 

0.0 

12084 

171 

28834 

0,6 

51 

>S 

SAFEWAY 

335 

10449 

45 

NA 

NA 

8.4 

22 

0.0 

17269 

461 

5545 

38.1 

54 

iO 

ENRON 

336 

10430 

41 

2 

2 

2.9 

17 

2.2 

13289 

584 

16137 

16,6 

12 

>1 

BOSTON  SCIENTIFIC 

338 

10379 

53 

24 

24 

10.4 

23 

0.0 

1462 

281 

1512 

45,4 

45 

>2 

TELE-COMMUNICATIONS 

339 

10328 

15 

-12 

-12 

5.4 

-14 

0.0 

6790 

-778 

27154 

NEG 

51 

>3 

PITNEY  BOWES 

343 

10239 

70 

42 

42 

4.7 

22 

2.3 

3859 

469 

8156 

21,4 

33 

)4 

GENERAL  MILLS 

347 

10195 

63 

10 

10 

32.7 

21 

3.4 

5416 

476 

3295 

158,7 

44 

)5 

BARNEH  BANKS 

348 

10047 

53 

68 

68 

3.0 

18 

2.4 

NA 

564 

41231 

16,4 

61 

>6 

SEAGATE  TECHNOLOGY 

350 

9963 

41 

38 

38 

3.5 

14 

0.0 

8588 

213 

5240 

26.1 

35 

)7 

WEYERHAEUSER 

354 

9887 

50 

10 

10 

2.2 

27 

3.2 

11114 

463 

13596 

8,0 

23 

)8 

WACHOVIA 

357 

9835 

61 

42 

42 

2.7 

15 

2.6 

NA 

545 

46905 

17,1 

61 

>9 

EMC 

358 

9815 

40 

81 

81 

5.8 

24 

0.0 

2274 

386 

2294 

24,2 

35 

10 

EDISON  INTERNATIONAL 

359 

9811 

23 

42 

42 

1.6 

15 

4.3 

8544 

717 

24559 

10,7 

12 

M 

HALLIBURTON 

360 

9786 

77 

39 

39 

4.5 

24 

1.3 

7385 

386 

4437 

18,8 

36 

12 

TEXTRON 

361 

9777 

119 

40 

40 

3.1 

20 

1,7 

7179 

482 

18235 

15,2 

71 

f3 

HOUSEHOLD  INTERNATIONAL 

366 

9568 

98 

42 

42 

3.2 

18 

1.6 

NA 

539 

29595 

18,2 

62 

'4 

CONRAIL  (8) 

367 

9564 

115 

63 

63 

3.0 

25 

1,7 

3714 

342 

8402 

12.3 

57 

rs 

PG&E 

374 

9455  . 

23 

-1 

-1 

1.1 

15 

5.2 

9610 

755 

26130 

7.5 

12 

IB 

GAP 

378 

9408 

34 

2 

2 

5.7 

21 

0.9 

52841 

453f 

2627f 

27.0 

54 

n 

cue  INTERNATIONAL 

379 

9395 

23 

-7 

-7 

8.9 

51 

0.0 

2348f 

164f 

2113 

17.4 

52 

IB 

HONEYWELL 

381 

9248 

73 

43 

43 

4.2 

22 

1.5 

7312 

403 

5493 

18.8 

34 

?9 

HARTFORD  FINANCIAL  SERVICES  GROUP 

383 

9201 

78 

51 

51 

2.0 

15 

2.1 

10076 

594 

108840 

13.8 

63 

iO 

GOODYEAR  TIRE  &  RUBBER 

385 

9105 

58 

16 

16 

2.8 

13 

1.9 

13113 

674 

9672 

21.2 

37 

n 

DUKE  POWER 

386 

9097 

45 

-6 

-6 

1.9 

14 

4.7 

4397 

730 

13470 

13.6 

12 

32 

U.S.  BANCORP  (8) 

387 

9094 

61 

72 

72 

3.5 

19 

2.0 

2896 

479 

33260 

17.8 

61 

)3 

TELLABS 

388 

9078 

50 

NA 

NA 

15.3 

68 

0.0 

869 

118 

744 

22.5 

34 

54 

RALSTON  PURINA  GROUP 

389 

9070 

85 

39 

39 

12.6 

23 

1.4 

6114 

362 

4785 

54.4 

44 

)5 

AMR 

390 

9063 

99 

5 

5 

1.6 

11 

0.0 

17753 

854 

20497 

15,0 

56 

36 

AMERICAN  GENERAL 

393 

9022 

44 

25 

25 

1.6 

16 

3.2 

1968 

577 

66254 

10,3 

63 

37 

AMP 

395 

9005 

41 

-3 

-3 

3.2 

23 

2.5 

5468 

415 

4586 

14,3 

35 

)8 

TOYS  'R'  US 

398 

8894 

31 

7 

7 

2.1 

18 

0.0 

9932f 

465f 

8023f 

1 1,7 

54 

39 

MICRON  TECHNOLOGY 

399 

8880 

42 

32 

32 

3.5 

37 

0.0 

3654 

594 

3752 

9.4 

35 

30 

RJR  NABISCO  HOLDINGS 

402 

8758 

32 

-2 

-2 

0.9 

18 

6.3 

17063 

611 

31289 

5,0 

43 

31 

3COM 

407 

8610 

49 

-2 

-2 

8.4 

21 

0.0 

2327 

280 

1525 

39,3 

33 

92 

MAHEL 

408 

8605 

30 

10 

10 

5.6 

21 

0.9 

3786 

401 

2894 

26,0 

46 
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Printers 


aees tnvtt faster  iindi  tlx 
oh  ColdFire'"t 


Text  Mid  mm 
help  ofMiittmih  (jokittre  "  processors. 
Aiid  that  iikwis  yon  can  nab  your  data 
off  the  W-h  that  much  quicker. 


Interconnected 
Handheld  Device 

Put  the  whole  world  ni  the  palm 
of  your  hands.  With  handheld  dances 
like  this.  V  III  can     inslanl  access  to 
the  World  WideW  'eh. 


Digital  Imaging 

Digital  avneras  capture  clajr,  sharp  nnages 

stoniig  than  as  digital  files  on  your 
compiita.  Alh  III  vig  von  t(  >  Siive,  fmntor 
am  iaid  than  ova-  tl>e  Intavet. 


Jumping  on-line  is  easier  than  ever.  And  soon,  innovations  like  Web  phones  and  Internet  TVs  will  enhance  everyday 
life.  Why,  even  personal  computers  will  be  able  to  play  hill-lengtli  feature  films  complete  wath  home-tlieater-like 
sound.  Motorola  provides  the  designers  of  these  products  with  a  v;inety  of  semiconductor  solutions,  allowing  them  to 
develop  multiple  end-user  appliations.  And,  not  only  does  that  help  them  get  their  products  to  market  fasten,  it 
provides  Internet  users  with  multiple  on-ramps  to  the  information  superliigliway  From  Computers  and  Peripherals 
to  Consumer  Electronics,  Motorola  produas  power  the  innovative  solutions  that  enable  your  success. 
Visit  us  at  http://motorola.com/sps  or  call  1-800-52 1-6274  (Ref.  #497). 
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THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

ULUDnL 

1000 
RANK 

MARKET 
VALUE 
U,S 
SMIL, 

PRICE 
PER  SHARE 
U.S.  $ 

%  CHANGE 
FROM  1996 
(U  S,  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
US, 
$MIL 

pDnCITC 

us 

$MIL 

Ho JL 1 0 

us 

SMIL 

RETURN 

ON 
EQUITT 

% 

INDUS 
C0[ 

193 

USX-MARATHON  GROUP 

410 

8596 

30 

37 

37 

2.5 

12 

2.5 

16332 

671 

10151 

22.0 

r 

194 

HERSHEY  FOODS 

412 

8574 

56 

54 

54 

7,4 

32 

1.4 

4474 

256 

3185 

22.8 

4' 

195 

AIR  PRODUCTS  &  CHEMICALS 

414 

8528 

78 

31 

31 

3.5 

22 

1.5 

4008 

375 

6522 

16.8 

2; 

196 

HPS 

416 

8518 

54 

-14 

-14 

3.0 

28 

0.0 

2004 

309 

10753f 

10,6 

5i 

197 

RFPIIBIir  INnlJ■^TRiE^ 

l\L.rUlJl.lU  llll/UOITMtiiJ 

420 

8462 

24 

NA 

NA 

3.5 

-201 

0.0 

2366 

-28 

3776 

NEC 

5; 

198 

FPL  GROUP 

421 

8461 

45 

8 

8 

1,9 

14 

4.1 

6038 

579 

12219 

13.4 

i: 

199 

FORTUNE  BRANDS 

422 

8424 

49 

12 

12 

2.3 

15 

4.1 

11579 

556 

9504 

15.3 

1i 

200 

AVON  PRODUCTS 

423 

8421 

54 

38 

38 

35.0 

25 

2.0 

4814 

318 

2222 

132.4 

201 

ALBERTSON'S 

424 

8398 

34 

-16 

-16 

3.7 

17 

1.9 

13777f 

494f 

4715f 

21.8 

202 

SERVICE  CORP  INTERNATIONAL 

430 

8308 

35 

26 

25 

3.7 

33 

0.9 

2294 

265 

8870 

11. 3 

£ 

203 

PRAXAIR 

431 

8299 

53 

30 

30 

4.3 

23 

0.8 

4449 

335 

7538 

18,5 

204 

TENET  HEALTHCARE 

433 

8291 

28 

28 

28 

2.3 

13 

0.0 

5559 

398 

8332 

16,8 

I 

205 

FRANKLIN  RFSOURCES  {K\ 

440 

8164 

65 

54 

54 

5.3 

22 

0.5 

1555 

315 

2374 

23.5 

6 

206 

AON 

444 

8113 

49 

45 

45 

2.9 

27 

2.1 

3445 

351 

13723 

10.8 

6 

207 

GEORGIA-PACIFIC 

445 

8074 

88 

22 

22 

2.3 

50 

2.3 

13024 

223 

12818 

4.5 

2 

208 

COCA-COLA  ENTERPRISES 

452 

7973 

21 

100 

100 

5.6 

117 

0.2 

7921 

114 

11234 

4.8 

4 

209 

FIFTH  THIRD  BANCORP  (Rl 

III  III  iiiii\u  uniiwunr  \oy 

453 

7945 

77 

42 

42 

4.2 

23 

1,5 

1749 

335 

20549 

17,9 

6 

210 

HEALTHSOUTH 

458 

7761 

23 

NA 

NA 

4.8 

31 

0.0 

2437 

221 

3372 

15.4 

5 

211 

FEDERATED  DEPARTMENT  STORES 

461 

7710 

37 

7 

7 

1.8 

23 

0.0 

15229f 

266f 

14295 

7.5g 

5 

212 

TEXAS  UTILITIES 

462 

7693 

34 

-16 

-16 

1.3 

10 

6.1 

6551 

754 

21376 

12.3 

1 

213 

463 

7678 

45 

_3 

_3 

2.9 

32 

2.7 

6572 

218 

7587 

8.9 

7 

214 

OCCIDENTAL  PETROLEUM 

465 

7667 

23 

-10 

-10 

2.0 

13 

4.3 

10557 

698 

17634 

15.5 

1 

215 

AMERICAN  ELECTRIC  POWER 

466 

7666 

41 

1 

1 

1.7 

13 

5.9 

5849 

587 

15886 

12.8 

1 

216 

CROWN  CORK  &  SEAL 

475 

7485 

58 

25 

25 

2.5 

24 

1.7 

8332 

316 

12590 

10.4 

2 

217 

II  <;  BnBOTirs  (si 

477 

7471 

84 

-8 

-8 

9.8 

34 

0.0 

1978 

170 

1067 

28.7 

5 

218 

CONSECO  (8) 

480 

7330 

40 

120 

120 

2.3 

20 

0.3 

3057 

279 

25613 

11.9 

6 

219 

UNION  PACIFIC  RESOURCES  GROUP 

481 

7328 

29 

12 

12 

4.8 

19 

0.7 

1831 

321 

3649 

24.9 

1 

220 

MARRIOTT  INTERNATIONAL 

487 

7251 

58 

22 

22 

5.8 

25 

0.6 

10172 

306 

5075 

23.4 

5 

001 

O  1 H 1  L  o  1  nCC.  1 

491 

7186 

45 

7  1 

4.1 

23 

0.9 

NA 

293 

31524 

17.4 

6 

222 

GENENTECH 

493 

7167 

59 

11 

11 

4.0 

65 

0,0 

969 

118 

2226 

6.1 

4 

223 

CHARLES  SCHWAB 

495 

7160 

41 

68 

68 

8.3 

29 

0.5 

NA 

234 

13779 

28.9 

6 

224 

COSTCO 

499 

7126 

34 

69 

59 

3.7 

23 

0.0 

19566 

249 

4912 

15,9 

5 

225 

504 

7084 

47 

46 

46 

2.9 

18 

2.1 

7537 

361 

8558 

15.1 

] 

226 

HILTON  HOTELS 

505 

7047 

28 

5 

5 

2.2 

40 

1.1 

5041 

243 

7577 

5,5 

J 

227 

WASHINGTON  MUTUAL 

507 

7029 

56 

94 

94 

2.9 

15 

1.9 

NA 

409 

44552 

18.5 

e 

228 

WILLIAMS 

508 

6995 

44 

32 

32 

2.1 

20 

2,4 

3531 

362 

12419 

10.5 

1 

ATI  AP 

ArLAL 

510 

6963 

51 

69 

by 

3.3 

21 

0,9 

5910 

346 

25023 

15.9 

e 

230 

ITT 

511 

6944 

50 

-3 

-3 

2.3 

23 

0.0 

6597 

249 

9275 

9.9 

J 

231 

WM.  WRIGLEY  JR.  (8) 

516 

6872 

59 

13 

13 

7.5 

29 

1,9 

1836 

230 

1234 

25.5 

4 

232 

DELTA  AIR  LINES 

518 

6857 

94 

13 

13 

2.5 

-74 

0,2 

12455 

156 

12226 

NEG 

5 

233 

UHDLC  1  null  o  1  O  1  CIVIO 

519 

6856 

44 

2 1 

2 1 

8.2 

26 

0,0 

14071 

251f 

951 

31. 2g 

3' 

234 

CONSOLIDATED  EDISON  CO.  OF  NEW  YORK 

520 

6845 

29 

4 

4 

1.2 

10 

7.2 

6960 

594 

14057 

11.7 

1, 

235 

LOWE'S 

522 

5827 

39 

15 

15 

3.1 

21 

0.6 

8600f 

292f 

4435f 

14.5 

5 

236 

KMART 

525 

6795 

14 

20 

20 

1.3 

24 

0.0 

31437f 

23  If 

14286t 

5.4g 

5 

237 

AoLtNU  LUlvllVlUNILAI  lUNo 

528 

5732 

56 

N  A 

N  A 

12.2 

55 

0.0 

549 

113 

552 

22.1 

3 

238 

BROWNING-FERRIS  INDUSTRIES 

531 

5595 

33 

9 

9 

2.7 

25 

2,1 

5779 

273 

7601 

10.8 

5 

239 

GREAT  WESTERN  FINANCIAL 

532 

6689 

49 

111 

111 

2.8 

73 

2.1 

NA 

116 

42875 

3.7 

6 

240 

TRW 

533 

6661 

54 

14 

14 

3.1 

15 

2.3 

9857 

434 

5899 

19.9 

3 

241 

HivicniuHn  o  i  unco 

535 

6640 

46 

22 

22 

2.8 

19 

1.4 

18678f 

347f 

7881f 

14.8g 

5 

242 

BANKERS  TRUST  NEW  YORK 

538 

6620 

85 

13 

13 

1.5 

12 

4.7 

NA 

612 

120235 

12.8 

6 

243 

NEWMONT  GOLD 

539 

6619 

40 

-36 

-35 

4.2 

59 

1.2 

1420 

111 

3350 

7.1 

8 

244 

COMERICA 

541 

6502 

63 

43 

43 

2.8 

17 

2.8 

NA 

417 

34206 

16.6 

6 

245 

VDOPCD 

KKUbtK 

542 

5572 

26 

32 

32 

LOSS 

19 

0,0 

25171 

353 

5825 

NA 

^ 

246 

SALLIE  MAE 

545 

6530 

122 

64 

54 

7.8 

16 

1,5 

NA 

419 

47630 

49.4 

6 

247 

CLOROX 

546 

6524 

126 

48 

48 

6.9 

27 

1,8 

2218 

222 

2179 

25.7 

4 

248 

DOVER 

654 

6457 

57 

21 

21 

4.3 

17 

1,2 

4075 

390 

2993 

26.2 

7 

249 

nnMiNinu  RP<\niiprF^ 
uuiviiniun  nL^uuni/Co 

561 

6351 

35 

_g 

_g 

1,3 

13 

7.5 

4842 

472 

14906 

10.0 

i 

250 

CNA  FINANCIAL 

564 

6327 

102 

2 

2 

0.9 

8 

0.0 

13479 

965 

54514 

11.7 

6 

251 

CARDINAL  HEALTH  (8) 

555 

6322 

58 

37 

37 

5.0 

49 

0.2 

8852 

112 

2681 

10.2 

5 

252 

COGNIZANT 

567 

6302 

37 

NA 

NA 

7.2 

30 

0.3 

1731 

195 

1875 

23.8 

253 

LINCOLN  NATIONAL 

568 

6283 

61 

30 

30 

1,4 

13 

3,2 

3182 

514 

71713 

11,2 

254 

ENTERGY 

570 

6268 

25 

0 

0 

0,9 

10 

5,8 

7164 

568 

22966 

9.4 

i 

255 

MASCO 

573 

6250 

39 

24 

24 

3,4 

20 

2,1 

3237 

295 

3702 

17.2 

i 

256 

ESTEE  LAUDER  (8) 

579 

6160 

52 

37 

37 

11,6 

38 

0,7 

3195 

160 

1822 

30.7 

257 

EATON 

581 

6157 

80 

38 

38 

2.9 

17 

2.2 

6961 

349 

5307 

16.3 

258 

ALLTEL 

583 

6133 

33 

4 

4 

3.0 

17 

3.4 

3192 

365 

5359 

17.7 

259 

FIRST  USA  (8) 

588 

6111 

50 

71 

71 

4.7 

32 

0.5 

1534 

247 

7709 

14.8 

260 

NEWMONT  MINING 

589 

6107 

39 

-35 

-35 

4.2 

58 

1.2 

1420 

104 

3350 

7.1 

8 
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OUTSTANDING    c  o  m  f  o  r  I 
FOR    THOSE     LONG  STRETCHES. 


7ke  Ch  e  vy Bl  azer'  makes  vou  ccim  fort a  Lie  on  any  road.  Its  exclusive 
Driver  Control  System*  soaks  up  Lumps  and  Lelps  give  you  safety,  confidence  and  maneuveraLility. 
WLetLer  you're  driving  over  potlioles  or  long  mountain  trails. 
Cli  e  V  y  Bl  azer:  A  little  Lit  of  security  in  an  insecure  world.  For  a  free  test  d  rive  or  LrocLure 
call   1-800-950-0540  or  vir-il  wwu  .clu-\  rc)lcl.c.Mn/l  riu  L' 

BLAZER 
LIKE  A  ROCK 


•ExcluJe„  otKsr  CM  pr.ducU.  ©  1996  CM  Corp  BucWe  up,  America! 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 
VALUE 
US 
SMIL 

PRICE 
PER  SHARE 
US  $ 

%  CHANGE 
FROM  1996 
(U  S,  $)  (LOCAL) 

PRICEV 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
U.S. 
$MIL 

PROFITS 
U.S. 
$MIL 

ASSETS 
US 
SMIL. 

RETURN 

ON 
EQUITY 

% 

INDUS 
COD 

261 

c  vcpn 

594 

5082 

35 

2 

2 

4.3 

21 

1 .7 

13395 

277 

3325 

20.2 

51 

262 

NEWELL 

595 

5081 

38 

28 

28 

4. 1 

23 

1.7 

2873 

256 

3005 

17.5 

4! 

263 

RFrTON  DICKINSON 

596 

5056 

49 

16 

16 

4.8 

2 1 

1 . 1 

2770 

283 

2890 

22.4 

4.' 

264 

nRFS<>FR  INDUSTRIES 

598 

5037 

34 

1 7 

1 7 

3.8 

22 

2.0 

6533 

258 

6533 

17.5 

3f 

265 

COOPER  INDUSTRIES 

599 

6036 

51 

20 

20 

2.9 

1 7 

2,6 

5284 

315 

5950 

1 7.5 

3^ 

266 

TRANSAMERICA 

600 

6034 

91 

12 

12 

1 .6 

14 

2.2 

NA 

456 

49875 

11,2 

6i 

267 

GENUINE  PARTS 

601 

603 1 

34 

10 

10 

3.5 

18 

2,9 

5720 

330 

2522 

19,3 

55 

268 

FFDERAL  EXPRESS 

609 

5992 

52 

37 

37 

2.3 

18 

0,0 

10274 

308 

5599 

13.2 

5J 

269 

ST.  PAUL 

610 

5982 

72 

35 

35 

1 .5 

10 

2.6 

4448 

558 

2068 1 

14.3 

6^ 

270 

613 

5945 

42 

35 

35 

4.5 

39 

0.0 

1239 

147 

1953 

1 1 .6g 

3! 

271 

INGFRSOLL-RAND 

614 

592 1 

55 

30 

30 

2.9 

15 

1.5 

6703 

358 

5622 

18.2 

3i 

272 

rOMPUTER  SCIENCES 

615 

5918 

77 

_2 

_2 

3.3 

27 

0.0 

5616f 

228f 

2596 

12. 5g 

5: 

273 

cox  COMMUNICATIONS  (8) 

616 

5912 

22 

-3 

-3 

2.6 

-53 

0.0 

1460 

-52 

5785 

NEC 

5 

274 

HBO 

617 

5897 

64 

NA 

NA 

11.1 

69 

0, 1 

797 

74 

849 

16.0 

5i 

275 

PACIEICORP 

r  MUM  ii/UMi 

618 

5875 

20 

_1 

-1 

1 .5 

1 3 

5.4 

4294 

505 

14635 

11.5 

1! 

276 

FOUITARI  F 

619 

5875 

32 

31 

31 

1.6 

1 1 

0.6 

598 

545 

12881 1 

15.1 

6; 

277 

UNION  CARBIDE 

621 

5865 

47 

8 

8 

2.8 

1 1 

1 .6 

6106 

593 

6545 

25,9 

2! 

278 

SAIDMDN 

623 

586 1 

54 

28 

28 

1 .3 

8 

1 .2 

NA 

907 

^  QA QQ 1 

1 6.3 

6! 

279 

RIIRI INGTDN  RFSOURCES 

625 

5792 

47 

22 

22 

2.5 

18 

1 ,2 

1293 

255 

43 1 5 

13.9 

1 

280 

AES  (8) 

627 

5754 

72 

159 

159 

7.7 

41 

0.0 

835 

125 

3622 

18.8 

i; 

281 

GUIOANT 

628 

5752 

78 

34 

34 

12.5 

34 

0. 1 

1049 

1 50 

1004 

36.7 

4! 

282 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

629 

574 1 

25 

_7 

_7 

1 . 1 

1 1 

8.7 

6041 

587 

16915 

10.1 

li 

283 

PIDNEFR  HI-BRED  INTERNATIONAL 

630 

5736 

70 

23 

23 

5.6 

26 

1 .3 

1 72 1 

223 

1422 

2 1 .4 

284 

PARAMETRIC  TFCHNDinGY 

634 

5724 

45 

_2 

_2 

11.2 

35 

0.0 

600 

138 

659 

31.6 

5; 

285 

rREEPORT-McMORAN  CDrPEn  &  GOLD 

635 

5722 

28 

-15 

-15 

17.2 

27 

3.2 

1905 

226 

3855 

64.6 

286 

RITE  AID 

536 

571 1 

47 

58 

58 

2.3 

27 

1.7 

6970f 

161f 

6417f 

8.6 

5^ 

287 

WINN-DIXIE  STORES 

537 

5599 

38 

1 1 

4.3 

26 

2.5 

12955 

256 

2549 

15.9 

5' 

288 

639 

5581 

79 

7 1 

7 1 

3.3 

18 

0.3 

3472 

314 

6184 

17.9 

6; 

289 

PROVIDIAN 

542 

5554 

60 

37 

37 

1 .8 

13 

1 .8 

1 199 

435 

28993 

14.5 

6i 

290 

643 

5563 

17 

0 

Q 

10.9 

-55 

0.5 

4038 

-53 

1 2089 

NEG 

5 

291 

O  U  li  H IVI  c  n  1 U  H 

645 

5657 

47 

59 

69 

4.4 

21 

0.9 

NA 

274 

23727 

20.6 

6i 

292 

nilAKFR  OAT^ 

647 

5525 

41 

1 7 

1 7 

4.6 

23 

2.8 

5199 

248 

4394 

]  9,7 

4' 

293 

PEOPLESOET 

650 

5615 

52 

NA 

NA 

22.0 

144 

0.0 

450 

36 

540 

15.3 

K' 

294 

ADUANPFD  MICRO  DEVICES 

651 

5612 

40 

127 

127 

2.7 

-67 

0,0 

1953 

-59 

3145 

NEG 

Ql 

6\ 

295 

TIMES  MIRRDR 

654 

5550 

56 

29 

29 

5.9 

32 

1 , 1 

3401 

205 

3530 

1  Q  ^ 

C' 

296 

UNUM 

557 

5521 

79 

34 

34 

2.5 

18 

1.4 

3120 

238 

15468 

14.0 

63 

297 

CINERGY 

558 

5519 

35 

18 

18 

2. 1 

16 

5. 1 

3243 

335 

8849 

1  O.  I 

298 

OXFORD  HFAITH  PI  ANS 
UArunu  riLHLin  rLHIlO 

559 

5505 

7 1 

NA 

NA 

9. 1 

50 

0.0 

3075 

100 

1347 

18.2 

51 

299 

SAEECO 

661 

5495 

44 

29 

29 

1.3 

13 

2,9 

2541 

439 

1 99 18 

10.5 

b. 

300 

DIGITAI  FDIIIPMFNT 

553 

5482 

36 

-31 

-3 1 

1  6 

-12 

0,0 

14563 

-1 12 

10075 

NEG 

3; 

301 

McGRAW-HILL 

565 

5458 

55 

17 

17 

4,0 

22 

2.6 

3075 

250 

3642 

18.2 

c 

302 

DFPIIRIir  MFW  YORK 

657 

5464 

100 

58 

58 

2-0 

14 

1.8 

NA 

419 

52299 

14.4 

c 
DJ 

303 

Diviu  our  I  vvMnL 

558 

5452 

54 

72 

72 

14.2 

34 

0.0 

563f 

J,  /  IT 

D, 

OU*t 

1  IMITPn 

559 

5450 

20 

_3 

_3 

2.8 

18 

2.4 

8645f 

316f 

4120f 

15.5 

5^ 

305 

BAKER  HUGHES 

572 

5454 

38 

20 

20 

3.2 

22 

1,2 

3028 

216 

3297 

14,9 

ot 

306 

1  IRFRTY  MFDIA 

573 

5452 

22 

9 

g 

2.3 

5 

0,0 

1339 

1056 

3059 

41,2 

307 

678 

5407 

37 

\ 

3,3 

2 1 

2,1 

5599 

277 

4849 

16.2 

5 

308 

INTIM&TF  RRAKin^  (9) 

68 1 

5356 

2 1 

_2 

_2 

13  3 

20 

2  4 

2997 

258 

1135 

55.9 

5 

309 

ROHM  &  HAAS 

582 

5355 

86 

27 

27 

3.4 

1 5 

2.1 

3982 

363 

3933 

22.2 

£.* 

310 

NORTHFRM  TRII<^T  19.) 

683 

5332 

49 

79 

79 

3.7 

2 1 

1.5 

1744 

259 

21508 

17.6 

c 
O 

31 1 

TRIRI  INF 

685 

5309 

43 

1 7 

1 7 

4.3 

19 

1.5 

2406 

283 

3701 

D, 

312 

bUMO 1 HL 

685 

5305 

50 

22 

22 

1.8 

1 1 

0.8 

12167 

500 

11613 

15,4 

1 

313 

AMERICA  ONLINE 

689 

5284 

55 

NA 

NA 

10.0 

-11 

0.0 

1094 

30 

959 

NEG 

C' 

D, 

O  1  H 

ivi  u  1 1>  1  n  V  c  o  1  ivi  L  ri  1  1,0/ 

691 

5254 

45 

51 

51 

3.7 

20 

0,2 

750 

258 

2222 

19.0 

C' 

D« 

315 

PARfll  IMA  PnWFR  SL  1  IHUT 
UMnuLinH  ruvvtn  ot  Liuni 

593 

5262 

35 

-4 

-4 

2.0 

14 

5.4 

2996 

391 

I  o.D 

it 

O  1  D 

UO  1 

597 

5234 

29 

-14 

- 14 

18  6 

12 

5  7 

1370 

464 

807 

158.2 

4' 

317 

NUCOR 

702 

5183 

59 

7 

7 

3.2 

20 

0.7 

3647 

248 

2620 

d.\ 

TMPRIUin  PI  FPTRnM 

incniviu  CLCU 1  nun 

703 

5180 

35 

-19 

-19 

3.0 

25 

0.0 

2933 

191 

5141 

1  1  Q 

■J* 

319 

rncLro  uuuuc 

704 

5178 

84 

22 

22 

2.0 

12 

2.4 

3787 

462 

4816 

16.0 

ol 
£.* 

OriLn  Win- VVILLIMnnO 

709 

5151 

30 

34 

34 

3,7 

22 

1.3 

4133 

229 

2995 

15.6 

2i 

321 

GATEWAY  2000 

7 1 1 

5120 

67 

NA 

NA 

6,3 

19 

0.0 

5035 

251 

1573 

32.2 

6i 

322 

CVS 

713 

6103 

48 

36 

36 

5.4 

30 

0.9 

5528 

158 

2832 

I  o,U 

323 

USA  WASTE  SERVICES  (8) 

722 

5050 

36 

23 

23 

4.4 

104 

0.0 

1313 

33 

2831 

4.2 

324 

CONSOLIDATED  NATURAL  GAS 

727 

5044 

53 

10 

10 

2.3 

1 7 

3.7 

3794 

308 

6001 

I  0,D 

ii 

325 

VF 

730 

4993 

78 

28 

28 

2.5 

15 

2.0 

5137 

300 

3450 

15.7 

41 

326 

TELEPORT  COMMUNICATIONS  GROUP  f8) 

732 

4987 

30 

NA 

NA 

5.9 

-33 

0.0 

268 

-115 

2050 

NEG 

5! 

327 

SONAT 

733 

4959 

58 

35 

36 

3,1 

22 

1.9 

3395 

201 

3775 

14.1 

1! 

328 

AMERADA  HESS 

735 

4955 

54 

-6 

-6 

1.5 

28 

1.1 

8272 

236 

7784 

5.2 

1 
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INTRY 


GLOBAL 
1000 
RANK 


MARKET 
VALUE 
US, 
$MIL. 


PRICE 
PER  SHARE 

U.S.  $ 

%  CHANGE 
FROM  1996 
(U  S  $)  (LOCAL) 

BOOK 
VALUE 
RATIO 

P/E 
RATIO 

68 

26 

26 

1.9 

58 

23 

-18 

-18 

0.8 

8 

60 

29 

29 

5.6 

23 

85 

35 

35 

2.3 

19 

39 

53 

53 

4.2 

31 

35 

8 

8 

3.7 

15 

71 

49 

49 

3.9 

26 

49 

36 

36 

2  4 

16 

21 

-5 

-5 

1.3 

10 

44 

-9 

-9 

4.5 

22 

25 

-15 

-15 

4.1 

-42 

58 

33 

33 

5.0 

24 

33 

98 

98 

3.2 

33 

49 

12 

12 

1.3 

235 

47 

-17 

-17 

5.4 

14 

53 

30 

30 

9  0 

101 

75 

22 

22 

2.8 

17 

107 

41 

41 

1.9 

14 

53 

119 

119 

1 1.2 

43 

60 

-11 

-11 

2.8 

14 

78 

37 

37 

4.6 

11 

66 

55 

55 

2.8 

15 

31 

26 

26 

10.0 

24 

26 

31 

31 

5.2 

19 

32 

19 

19 

2.5 

32 

21 

-23 

-23 

1.2 

10 

64 

24 

24 

2.0 

14 

47 

NA 

NA 

216 

77 

26 

68 

68 

5.6 

30 

29 

51 

51 

4.1 

77 

46 

-11 

-11 

2.2 

15 

34 

49 

49 

7  I 

49 

26 

11 

11 

LOSS 

-373 

53 

-19 

-19 

2.7 

32 

21 

26 

26 

2.8 

37 

46 

40 

40 

2  8 

23 

59 

26 

26 

2.2 

14 

40 

37 

37 

2.5 

15 

59 

NA 

NA 

2.3 

13 

78 

32 

32 

1  4 

19 

30 

22 

22 

2.8 

16 

24 

-17 

-17 

3.2 

23 

31 

89 

89 

3.8 

19 

27 

28 

28 

4  9 

27 

19 

-23 

-23 

0.9 

9 

35 

4 

4 

1.4 

10 

38 

35 

35 

2.3 

17 

28 

0 

0 

4  1 

29 

31 

16 

16 

6.6 

21 

41 

67 

67 

1.2 

11 

386 

23 

23 

3.2 

18 

75 

NA 

NA 

2  1 

31 

41 

58 

58 

1.7 

15 

37 

23 

23 

5.9 

40 

28 

26 

26 

2.7 

15 

46 

51 

51 

2  3 

1 5 

41 

NA 

NA 

43.6 

8 

28 

73 

73 

2.4 

30 

33 

52 

52 

4.1 

19 

80 

20 

20 

2  9 

20 

37 

25 

25 

16.8 

57 

54 

63 

63 

7.4 

38 

46 

136 

136 

8.9 

43 

60 

26 

26 

2.3 

15 

50 

68 

68 

-6.3 

20 

43 

15 

15 

3.6 

14 

53 

29 

29 

2.8 

16 

54 

54 

54 

8.0 

39 

YIELD 

7„ 


SALES 

PROFITS 

ASSETS 

ON 

US 

U.S. 

U.S. 

EQUITY 

INOUSTR 

$  MIL 

$  MIL 

$  MIL. 

% 

CODE 

6972 

104 

7516 

3.2 

26 

6937 

566 

23388 

10.7 

12 

2538 

205 

4765 

24.2 

52 

8071 

234 

9422 

12.0 

3 1 

1383 

146 

1461 

13.6 

35 

1276 

309 

3792 

24.7 

52 

61 1 

146 

1575 

14.8 

35 

1730 

229 

22668 

15.4 

51 

4025 

467 

12288 

12.8 

12 

1436 

221 

1507 

20.2 

22 

2057 

206 

1507 

NEG 

35 

2642 

176 

4056 

24.4 

52 

9923 

146 

3555 

9.7 

11 

5880 

141 

9820 

0.5 

23 

2060 

325 

2386 

38.8 

22 

352 

38 

1325 

8.9 

51 

3581 

270 

3299 

16.1 

31 

252 

322 

8562 

13.4 

53 

497 

109 

778 

25.8 

35 

4782 

380 

5255 

20.3 

22 

16362 

600 

12577 

42.6 

56 

1610 

319 

9801 

19.3 

63 

1811 

178 

1303 

40.8 

62 

3815 

227 

2506 

27.2 

71 

2215 

179 

2861 

NA 

22 

5464 

447 

13332 

12.0 

12 

994 

294 

17552 

14.3 

63 

55 

15 

67 

28. 1 

34 

1033 

140 

8612 

18.6 

61 

1704 

-587 

2730 

5.4 

52 

3955 

348 

4394 

14.4 

22 

828 

87 

769 

14  5 

55 

2159 

-27 

2294 

NA 

52 

11015 

268 

3952 

8.2 

38 

5454 

87 

4544 

7.5 

44 

2615 

1 79 

3540 

12.2 

51 

NA 

248 

18987 

15.9 

61 

1874 

284 

21247 

15.6 

51 

5176 

349 

6059 

17.2 

38 

1809 

224 

7046 

7.3 

62 

1798 

250 

19767 

18.2 

61 

1358 

206 

2143 

13.6 

53 

3846 

191 

5105 

19.9 

26 

1 194 

172 

1516 

18  4 

35 

4284 

517 

15251 

10.0 

12 

3918 

373 

10941 

13.7 

12 

1  744 

218 

22852 

13.5 

61 

2355 

1 52 

2054 

14  3 

41 

1574 

185 

1571 

31.0 

55 

NA 

415 

128595 

10.8 

62 

1853 

221 

1870 

17.4 

51 

3425 

192 

4721 

5.7 

23 

NA 

290 

49902 

11,5 

51 

934f 

108f 

1043f 

15.0 

35 

1717 

262 

20852 

1 7.4 

51 

1890 

257 

22062 

15  4 

61 

9881 

536 

8512 

536.8 

56 

2623 

185 

2658 

8.2 

35 

3458 

245 

1847 

21.8 

52 

3537 

209 

2119 

14  9 

59 

325 

52 

220 

29.5 

52 

2388 

102 

1122 

19.5 

54 

813f 

97f 

755f 

20.8 

52 

1580 

230 

18930 

15.0 

61 

5805 

-47 

3520 

NEG 

32 

2775 

258 

2900 

24.8 

51 

3586 

240 

2887 

17.8 

37 

568f 

llOf 

848f 

20.7 

35 

9  REYNOLDS  METALS 

0  UNICOM 

1  INTERPUBLIC  GROUP 

2  NORTHROP  GRUMMAN 

3  MOLEX  (8) 

4  GREEN  TREE  FINANCIAL  (8) 

5  DIAMOND  OFFSHORE  DRILLING  (8) 

6  SUMMIT  BANCORPORATION  (8) 

7  HOUSTON  INDUSTRIES 

8  INTERNATIONAL  FLAVORS  &  FRAGRANCES 

9  BAY  NETWORKS 

0  OMNICOM  GROUP  (8) 

1  TOSCO  (8) 

2  CHAMPION  INTERNATIONAL 

3  HERCULES 

4  CLEAR  CHANNEL  COMMUNICATIONS  (8) 

5  GENERAL  DYNAMICS 
3  MBIA 

7  ALTERA  (8) 

3  EASTMAN  CHEMICAL 

3  UAL 

J  TORCHMARK 

1  EQUIFAX  (8) 

2  ALLEGHENY  TELEDYNE 

i  MORTON  INTERNATIONAL 

4  CENTRAL  &  SOUTH  WEST 

5  JEFFERSON-PILOT 
5  CIENA  (8) 

7  SYNOVUS  FINANCIAL  (8) 

3  ADT  (8) 

9  ARCO  CHEMICAL 

}  ADC  TELECOMMUNICATIONS  (8) 

1  DUN  &  BRADSTREET 

2  FLUOR 

3  TYSON  FOODS  (8) 
»  NEW  YORK  TIMES 

5  MERCANTILE  BANCORPORATION 

3  BB&T  (8) 

1  CASE 

i  CINCINNATI  FINANCIAL  (8) 

3  FIRSTAR  (8) 

)  MIRAGE  RESORTS  (8) 

I  OWENS-ILLINOIS 

I  ANALOG  DEVICES 

3  PECO  ENERGY 

X  GPU 

5  CRESTAR  FINANCIAL  (8) 

S  RUBBERMAID 

?  CINCINNATI  BELL  (8) 

3  LEHMAN  BROTHERS  HOLDINGS 

3  WASHINGTON  POST 

3  WILLAMEHE  INDUSTRIES 

1  H.  FAHMANSON 

2  ADAPTEC  (8) 

3  HUNTINGTON  BANCSHARES  (8) 
i  FIRST  OF  AMERICA  BANK  (8) 

3  NORTHWEST  AIRLINES 

3  NATIONAL  SEMICONDUCTOR 

7  SERVICEMASTER  (8) 

3  W.W.GRAINGER 

:  PAYCHEX  (8) 

3  KOHL'S  (8) 

1  COMPUWARE  (8) 

2  REGIONS  FINANCIAL  (8) 

3  AMERICAN  STANDARD  (8) 
X  KNIGHT-RIDDER 

5  PARKER  HANNIFIN 
3  XILINX  (8) 


737 
739 
740 
742 

743 
744 
745 
747 

749 
750 
757 
759 

750 
752 
765 
765 

758 
774 
775 
775 

777 
781 
785 
785 

788 
789 
790 
791 

793 
798 
799 
800 

802 
805 
811 
814 

817 
821 
822 
823 

825 
832 
834 
835 

836 
839 
843 
845 

851 
855 
856 
850 

863 
865 
871 
872 

874 
875 
879 
880 

881 
882 
885 
885 

890 
891 
892 


4948 
4920 
4916 
4909 

4901 
4855 
4855 
4861 

4852 
4842 
4755 
4740 

4737 
4720 
4708 
4707 

4676 
4652 
4643 
4533 

4523 
4564 
4537 
4530 

4515 
4508 
4503 
4499 

4496 
4477 
4475 
4473 

4467 
4448 
4432 
4408 


4365 
4354 
4354 

4320 
4265 
4251 
4240 

4228 
4223 
4191 
4179 

4157 
4141 
4140 
4125 

4099 
4084 
4045 
4044 

4038 
4020 
3990 
3988 

3986 
3982 
3970 
3969 

3938 
3929 
3919 
3915 


2.1 
7.0 
1.3 
1.9 

0.1 
0.9 
0.0 
2.9 

7.2 
3.3 
0.0 
1.4 

0.7 
0.4 
2.1 
0.0 

2.2 
1,4 
0.0 
3.0 

0.0 
1.8 
1.1 
2.5 

1.5 
8.2 
2.5 
0.0 

1.4 
0.0 
6.1 
0.0 

3.4 
1.4 
0.5 
1.4 

2.9 
2.7 
0.3 
2.1 

2.8 
0.0 
0.0 
0.0 

9.5 
5.7 
3.1 
2.2 

1.3 
0.5 
1.2 
1.7 

2.2 
0.0 
2.8 
2.7 

0.0 
0.0 
2.1 
1.4 

0.7 
0.0 
0.0 
2.7 

0.0 
1.9 
1.5 
0,0 


ii 
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COUMRY 

GLOBAL 
1000 

MARKET 
VALUE 

U.S. 

PRICE 
PER  SHARE 

%  CHANGE 
FROM  1996 

PRICE/ 

BOOK 
VALUE 

P/E 

YIELD 

SALES 

u.s 

PROFITS 

us. 

Assns 
us 

RETURN 

ON 
EQUITY 

INOU' 

397 

BEAR  STEARNS 

895 

3904 

33 

41 

41 

1.8 

8 

1,9 

NA 

491 

92085 

22.4 

6; 

398 

AVERY  DENNISON 

899 

3893 

38 

32 

32 

5.5 

21 

1,8 

3223 

176 

2037 

25,9 

5i 

399 

CIRCUIT  CITY  STORES 

903 

3878 

40 

21 

21 

2.5 

29 

0,4 

7154f 

1371 

30081 

8,9 

5^ 

400 

BALTI^flORE  GAS  &  ELECTRIC 

904 

3876 

26 

-4 

-4 

1.4 

12 

6,3 

3153 

373 

8551 

11,0 

i; 

401 

SOUTHTRUST  (8) 

905 

3873 

39 

42 

42 

2.1 

14 

2,6 

1977 

255 

26223 

14,8 

6: 

402 

DTE  ENERGY 

907 

3863 

27 

-9 

-9 

1.1 

14 

7,7 

3645 

406 

11015 

7,9 

i; 

403 

GOi-OEN  WEST  FINANCIAL 

909 

3857 

68 

23 

23 

1.7 

11 

0,7 

NA 

370 

37731 

15,7 

6: 

404 

AUTOLIV 

912 

3854 

37 

NA 

NA 

2.1 

22 

1,2 

3204 

177 

3371 

9,7 

3: 

405 

IKON  OFFICE  SOLUTIONS 

915 

3843 

29 

-42 

-42 

1.9 

30 

0,6 

4100 

165 

5385 

6.4 

5: 

406 

GLOBAL  MARINE 

916 

3839 

23 

84 

84 

8.3 

18 

0,0 

681 

180 

808 

45,4 

3f 

407 

DILLARD'S 

918 

3833 

34 

-16 

-16 

1.5 

16 

0,5 

6412f 

2391 

50601 

9.6g 

5. 

408 

TJX 

920 

3825 

48 

36 

36 

7.2 

18 

0,8 

66891 

2141 

2746 

39,9i 

5. 

409 

W.  R.  GRACE 

925 

3794 

52 

3 

3 

6.5 

20 

1,1 

3454 

223 

4946 

31,9 

2! 

410 

EXEL 

927 

3788 

44 

28 

28 

1.8 

8 

2,9 

518 

494 

5032 

24,2 

6: 

411 

LINEAR  TECHNOLOGY  (8) 

928 

3780 

50 

45 

45 

7.0 

31 

0,4 

378 

134 

530 

22,9 

3! 

412 

NORDSTROM 

930 

3771 

48 

-6 

-6 

2.6 

25 

1,0 

44531 

148f 

27031 

10,2 

5. 

413 

DANA 

932 

3763 

36 

8 

8 

2.6 

12 

2,8 

7686 

306 

6160 

22,6 

3' 

414 

ANADARKO  PETROLEUM 

933 

3756 

63 

17 

17 

3,7 

36 

0,5 

569 

92 

2584 

10,3 

1 

415 

SOUTHWEST  AIRLINES 

937 

3742 

26 

-6 

-6 

2.3 

17 

0.2 

3406 

207 

3723 

13,1 

5f 

416 

UNION  ELECTRIC 

938 

3740 

37 

-7 

-7 

1.6 

13 

6,9 

2260 

305 

6871 

12.1 

i; 

417 

HASBRO 

942 

3714 

29 

15 

15 

2.3 

19 

1,1 

3002 

200 

2702 

12,0 

4f 

418 

WHIRLPOOL 

943 

3714 

50 

-12 

-12 

1.9 

20 

2,7 

8523 

175 

8015 

9,5 

4 

419 

DOW  JONES 

944 

3713 

39 

-1 

-1 

2.3 

21 

2,5 

2482 

190 

2760 

10,7 

5 

420 

HUMANA 

945 

3707 

23 

3 

3 

2.9 

27 

0,0 

6677 

152 

3153 

10,7 

5; 

421 

ACE  (8) 

947 

3694 

64 

30 

30 

1.6 

11 

1,1 

849 

290 

4574 

14,9 

6; 

422 

IMC  GLOBAL 

950 

3677 

39 

7 

7 

3.1 

20 

0,8 

2981 

214 

3437 

15,5 

2; 

423 

MANPOWER 

953 

3656 

45 

16 

16 

6.1 

24 

0,4 

6080 

152 

1752 

25,6 

5; 

424 

STANLEY  WORKS 

956 

3648 

41 

35 

35 

4.7 

37 

1,8 

2671 

97 

1660 

12.7 

4f 

425 

SABRE  GROUP  HOLDINGS  (8) 

957 

3645 

28 

NA 

NA 

5.7 

20 

0,0 

1622 

187 

1287 

28,8 

5; 

426 

WESTERN  ATLAS 

959 

3643 

68 

11 

11 

2.4 

28 

0,0 

2583 

126 

2783 

8,8 

3f 

427 

UNION  CAMP 

961 

3536 

53 

0 

0 

1.7 

101 

3,4 

4013 

114 

5096 

1,7 

2; 

428 

UNIONBANCAL  (8) 

962 

3635 

66 

29 

29 

1.6 

16 

2,1 

2196 

236 

29234 

10.2 

6: 

429 

CASCADE  COMMUNICATIONS  (8) 

965 

3613 

38 

-32 

-32 

14.9 

-25 

0,0 

341 

71 

270 

NEG 

5; 

430 

HOST  MARRIOn 

969 

3577 

18 

34 

34 

3.2 

588 

0.0 

NA 

-13 

5152 

0.5 

5; 

431 

STAPLES 

972 

3569 

22 

10 

10 

4,7 

32 

0,0 

39681 

106f 

17881 

14.7 

5' 

432 

COLUMBIA  GAS  SYSTEM 

973 

3563 

64 

32 

32 

2.2 

16 

1.6 

3354 

222 

6005 

14.1 

1; 

433 

NEXTEL  COMMUNICATIONS 

975 

3561 

15 

-29 

-29 

1,3 

-5 

0,0 

333 

-556 

6472 

NEG 

51 

434 

TRANSOCEAN  OFFSHORE  (8) 

976 

3555 

69 

30 

30 

2,2 

29 

0,3 

529 

78 

2443 

7.6 

3f 

435 

ASHLAND 

977 

3555 

48 

12 

12 

2,0 

21 

2,3 

12145 

163 

7269 

9.6 

1: 

436 

JOHNSON  CONTROLS 

979 

3548 

42 

22 

22 

2,5 

15 

2,0 

10876 

228 

5123 

15.5 

3; 

437 

MARSHALL  &  ILSLEY  (8) 

982 

3532 

40 

45 

45 

2,8 

18 

2,0 

1042 

203 

14763 

15.2 

6: 

438 

ENSCO  INTERNATIONAL  (8) 

984 

3531 

50 

64 

64 

4,0 

30 

0,0 

469 

95 

1315 

13,5 

3e 

439 

STAR  BANC  (8) 

985 

3529 

41 

78 

78 

4,3 

22 

1,9 

885 

158 

10094 

19.4 

a: 

440 

BROWN-FORMAN  (8) 

986 

3527 

51 

26 

26 

5,2 

21 

2,1 

1544 

160 

1381 

24,8 

4; 

441 

HARRIS 

987 

3526 

89 

37 

37 

2,5 

17 

1,7 

3621 

178 

3207 

14,4 

3' 

442 

AUTOZONE 

988 

3526 

23 

-33 

-33 

4,1 

21 

0,0 

2243 

167 

1498 

19,8 

5. 

443 

PACCAR  (8) 

989 

3520 

45 

84 

84 

2,5 

16 

2,8 

4585 

201 

5299 

15,1 

4; 

444 

LEGGEH&PUn  (8) 

993 

3504 

38 

33 

33 

3,6 

21 

1,4 

2466 

153 

1713 

15,7 

4: 

445 

BENEFICIAL 

996 

3477 

64 

10 

10 

2,2 

13 

3,2 

NA 

281 

16931 

17,3 

e: 

446 

MAXIM  INTEGRATED  PRODUCTS  (8) 

999 

3440 

54 

58 

58 

8,2 

29 

0.0 

422 

123 

418 

28,7 

3! 

447 

H&R  BLOCK 

1000 

3433 

33 

-5 

-5 

3.3 

73 

2,4 

1680 

177 

1755 

4,7 

5; 

KEY  TO  INDUSTRY  CODES  Left-hand  digit  represents  broad  economic  sector  as  delined  by  Morgan  Stanley  Capital  International,  Right-tiand  digit  Is  industry  ciassilication  code 

within  each  economic  sector 


1.  ENERGY 

1 1.  Energy  sources 

12.  Utilities-electrical  &  gas 

2.  MATERIALS 

21.  Building  materials  &  compo- 
nents 

22.  Chemicals 

23.  Forest  products  &  pape- 

24.  Metals-nonterrous 

25.  Metals-steel 

26.  Misc.  materials  &  commodmes 

3.  CAPITAL  EQUIPMENT 

31.  Aerospace  &  military  technology 


32.  Construction  &  housing 

33.  Data  processing  &  reproduction 

34.  Electrical  &  electronics 

35.  Electronic  components  & 
instruments 

36.  Energy  equipment  &  services 

37.  Industrial  components 

38.  Machinery  &  engineering 
.  CONSUMER  GOODS 

41.  Appliances  &  household 
durables 

42.  Automobiles 

43.  Beverages  &  tobacco 


44.  Food  &  household  products 

45.  Health  &  personal  care 

46.  Recreation,  other  consumer 
goods 

47.  Textiles  &  apparel 
5.  SERVICES 

51.  Broadcasting  &  publishing 

52.  Business  &  public  services 

53.  Leisure  &  tourism 

54.  Merchandising 

55.  Telecommunications 

56.  Transportation-airlines 


57,  Transportation-road  &  rail 

58,  Transportation-shipping 

59,  Wholesale  &  international 
trade 

6.  FINANCE 

61.  Banking 

62.  Financial  services 

63.  Insurance 

64.  Real  estate 
7. OTHER 

71.  Multi-industry 
81.  Gold  mines 
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ALPHABETICAL  LIST  OF  COMPANIES 

The  number  preceding  each  company  is  its  Global  1000  rank.  The  code  following  each  company  shows  its  nationality  and  rank 
within  that  nation.  To  find  the  statistics  for  a  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank. 


Aad'enef  unci  MuerctienH  B^iigjng  (GE-35) 
A8B  AB  iSWE-4) 
ABB  AG  (SWI-9) 

ABB  Asea  Brown  Soveri  (SWE/SWI-NR) 

Abbey  National  (BR-14) 

Abbott  Laboratories  (US-27) 

ABN  AMRO  Holding  (NE4) 

Accor  lFR-31) 

ACE  (IJS-421) 

Acorn  (JA-100) 

AiJaptec  (US-382) 

ADC  Telecommunications  (US-360) 

AdKco  (SWI  M) 

Adidas  {GE-32) 

ADT  lUS-358) 

Advanced  Micro  Devices  (US-294) 

Advaritost  (JA-108) 

Aegon  iNE-5) 

AtS  lUS-280) 

Aetna  (U5-105) 

AFIAC  (US-229) 

AGF  (FR-35) 

Ahmanson  (H  P )  (US-381) 

All  Liquide(L')(FR-U) 

Air  Products  i  Ctiemicals  (US- 195) 

AirTouch  Communications  (US-113) 

Aisin  Seiki  (JA-152) 

Ajinomoto  (JA-991 

Aluo  Nobel(NE-lO) 

Albertson's  (U5-201) 

Alcan  Aluminium  (CA-12) 

Alcatel  Alsthom  (FR-7) 

All  Nippon  Airways  (JA-61) 

Alleanza  Assicurazioni  (IT-Ul 

Allegheny  Teledyne  (US-352) 

Allian;  (GE-2) 

Allied  Domecq  (BR-50) 

Allied  Irish  Banks  (IR-2) 

AlliedSignal  (US-72) 

Allstate  (US48) 

Alltel  ,US-253) 

Altana  Industne-Aktien  und  Antegen  (GE-42) 
Altera  (US-347) 

Aluminum  Co  of  America  (US-123) 
Alusuisse-Lonza  Holding  (SWI-15) 
Amcor  (AS- 13) 
Amerada  Hess  (US-328) 
America  Online  (U5-313) 
American  Electric  Power  (U5-215) 
American  Express  (115-47) 
Amencan  General  (US-186) 
American  Home  Products  (US-26) 
American  International  Group  (US-I4) 
American  Standard  (US-393) 
American  Stores  (US-241) 
Ameritech  (US43) 
Amgen  (US-91) 
Amoco  (US- 33) 
AMP  (US-187) 
AMR  (U5-185) 

Anadarko  Petroleum  (IJS-414) 

Analog  Devices  (US-372) 

Antieuser-Buscti  (US-74) 

Aon  (US-206) 

Applied  Materials  (US-131) 

Archer  Daniels  Midland  (US-147) 

Arco  Chemical  (US-359) 

Ares-Serono  (SWI-16) 

Argentara,  Corp,  Bancaiia  de  Espaila  (SP-9) 

Asahi  Bank  (JA-39) 

Asahi  Breweries  (JA-UO) 

Asahi  Chemical  Industry  ()A-80) 

Asatii  Glass  (JA49) 

Ascend  Communications  (US-237) 

ASDA  Group  (BR-67) 

Ashland  (US-435) 

ASM  Lithography  Holding  (NE-23) 

Assicurazioni  Generali  (IT-5) 

Associated  British  Foods  (BR-43) 

Associates  First  Capital  (US-100) 

Astra  (SWE-2) 

AT&T  (US-16) 

Atlantic  Richfield  (US-67) 

Atlas  Copco  (SWE-15) 

Ai£liala  i  Nw(  ZeaW  Banking  Gioup  (AS4) 

Autoliv  (US-404) 

Automatic  Data  Processing  (US-UO) 
AutoZone  (US-442) 
Avery  Dennison  (US- 398) 
Avon  Products  (US-2(X)) 
Axa-UAP  (FR-6) 


B.A.T,  Industries  (BR-10) 

BAA  (BR-39) 

Baker  Hughes  (US-305) 

Baltimore  Gas  &  Electric  (US-4(») 

Banc  One  (US-88) 

Banca  Commerciale  Italiana  (IT-12) 

Banco  Bilbao  Vizcaya  (SP-3) 

Banco  Central  (SP-11) 


246  Banco  de  SanLsnder  (5P-4) 
604  Banco  Popular  Espafiol  (SP-10) 
550  Baneslo  (SP-8) 
661  Bank  Austria  (AT- 1) 
751  Bank  of  East  Asia  (HK-17) 
941  BankofFukuoka(JA-176) 
638  Bank  Of  Ireland  (IR-1) 
352  Bank  of  Montreal  ICA-7) 
209  Bank  of  New  York  (US-99) 
355  Bank  of  Nova  Scotia  (CA-8) 
474  Bank  of  Scotland  (BR-52) 

15  Bank  of  Tokyo-Mitsubishi  (JA-3) 
646  Bank  of  Yokohama  (JA- 118) 

54  BankAmenca  (US-37) 
321  BankBoston(US-149) 
538  Bankers  Trust  New  York  (US-242) 
729  BankgesellschatI  Berlin  (GE-31) 
679  Banque  Bruxelles  Lambert  (BE-8) 
413  Banque  Nationale  de  Pans  (FR-17) 
754  Banyu  Pharmaceutical  (JA-139) 

85  Barclays  Bank  (BR-8) 
348  Barnett  Banks  (US- 165) 
375  Barrick  Gold  (CA-9) 
129  BASF  (GE-8) 
294  Ba5s(BR-31) 
233  Baxter  International  (US-1(36) 
757  Bay  Networks  (US- 339) 

91  Bayei(GE-5) 

437  6pHtEHpttjmmj\AtefH*ark(GE-a) 
317  Bayensche  Vereinsbank  (GE-20) 
821  BB&T(US-366) 

203  BCE  (Bell  Canada  Enterpnses)  (CA-2) 
895  Bear  Stearns  (US-397) 
596  Beclon,  Dickinson  (US-263) 
797  Beiersdorf  (GE-34) 

78  Bell  Atlantic  (US-49) 

46  BellSouth  (US-30) 
996  Beneficial  (US-445) 

32  Berkshire  Hathaway  (US-21) 
232  BG  (BR-24) 
866  BIC  (FR-36) 
1000  Block  (H&R)  (US-447) 
714  Blue  Circle  Industries  (BR-74) 
666  BMC  Software  (US-303) 
213  BMW  (GE-15) 
443  BOC  Group  (BR-45) 

63  Boeing  (US-42) 
500  Bombardier  (CA-14) 
332  Boots  (BR-36) 
960  Boial  (AS- 17) 
338  Boston  Scientifir  (US-151) 
877  Brambles  Industries  (AS-14) 
190  Bndgestone  (JA-33) 

18  Bnstol-Myers  Squibb  (US-11) 
403  Bntish  Aerospace  (BR-42) 
288  Bntish  Airways  (BR-29) 
773  British  Und  (BR-78) 

21  British  Petroleum  (BR-3) 
215  British  Sky  Broadcasting  Group  (BR-21) 
718  British  Steel  (BR-75) 

45  British  Telecommunications  (BR-7) 

90  Broken  Hill  Proprietary  (AS-1) 
986  Bfown-Forman  (US-440) 
531  Browning-Ferns  Industries  (US-238) 
257  BTR  (BR-27) 

265  Burlington  Northern  Santa  Fc  (US-122) 
625  Burlington  Resources  (US-279) 
951  Burmah  Castrol  (BR-93) 


Cable  8,  )/l/ireless  (BR-19) 
519  Cabletron  Systems  (US-233) 
397  Cadbury  Schweppes (BR-41) 
148  Campbell  Soup  (US-73) 
351  CarBdBnlmpefBiBankol03mmetce(CA6) 
980  Canadian  National  Railway  (CA-31) 
382  Canadian  Pacific  (CA-10) 
699  Canal  Plus  (FR-28) 
144  Canon  (JA-22) 
565  Cardinal  Health  (US-251) 
926  Carlsberg  (DE-7) 
731  Carlton  Communications  (BR-76) 
302  Carnival  (US-140) 
693  Carolina  Power  &  Light  (US-315) 
110  Carrefour  (FR-2) 
852  Carter  Holt  Han/ey  (NZ-2) 
965  Cascade  Communications  (US429) 
822  Case  (US-367) 

990  Casino,  Guichard-Perrachon  (FR-39) 

181  Caterpillar  (US-84) 

706  Cathay  Pacific  Airways  (HK15) 

789  Central  &  South  West  (US-354) 

778  Centrica  (BR-79) 

782  Cetelem  (FR-32) 

762  Champion  International  (US-342) 

495  Charles  Schwab  (US-223) 
55  Chase  Manhattan  (US-38) 

123  Cheung  Kong  Holdings  (HK-4) 

496  OieLUgKonglnfiaaiuctuieHcidir^lHK-ia 
44  Chevron  (US-29) 

873  Chiba  Bank  (JA-162) 

269  China  Light  &  Power  {HK-8) 


540  Christian  Dior  (FR-22) 

142  Chrysler  (US-70) 

327  Chubb  (US-153) 

249  Chubu  Electric  Power  (JA-44) 

543  Chugoku  Electnc  Power  (JA-98) 

521  Ciba  Specialty  Chemicals  (SWI-12) 

791  Ciena  (US-356) 

263  Cigna  (US-121) 

851  Cincinnati  Bell  (US-377) 

823  Cincinnati  Financial  (US-358) 

658  CINergy  (US-297) 

903  Circuit  City  Stores  (US-399) 

47  Cisco  Systems  (US-31) 
274  CITIC  Pacific  (HK-9) 

34  Citicorp  (US-22) 

479  City  Developments  (SI-6) 

766  Clear  Channel  Communications  (US-344) 
546  Clorox  (US-247) 
564  CNA  Financial  (US-250) 
686  Coastal  (US-312) 
2  Coca-Cola  (US-2) 
559  Coca-Cola  Amatil  (AS-8) 
452  Coca-Cola  Enterpnses  (US-208) 
567  Cognizant  (US-252) 
724  Coles  Myer(AS-ll) 
185  Colgate-Palmolive  (US-86) 

973  Columbia  Gas  System  (US-432) 

114  Columbia/HCA  Healthcare  (US-62) 
643  Comcast  (US-290) 

54!  Comerica  (US-244) 
464  Commercial  Union  Assurance  (BR-49) 
286  Commerzbank  (GE-18) 
349  Commonwealth  Bank  of  Australia  (AS-5) 
83  Compaq  Computer  (US-52) 

974  Compass  Group  (BR-94) 

161  Computer  Associates  International  (US-77) 

615  Computer  Sciences  (US-272) 
885  Compuware  (US-391) 

247  ConAgra  (US-1 14) 
367  Conrail(US-174) 

480  Conseco  (US-218) 

520  araia3dBdscnCo,c<Nw»Yak(U&234) 
727  Consolidated  Natural  Gas  (US-324) 
599  Cooper  Industries  (US-265) 
298  CoreStates  Financial  (US-137) 
291  Coming  (US-134) 
499  Costco  (US-224) 

616  Cox  Communications  (US-273) 
272  CPC  International  (LIS-126) 

NR  CRA(AS-IO) 

m  OiatCcmmurBlHottingD(3<BBelgum(BE-14) 
998  Credit  Saison  (JA-182) 

115  Credit  Suisse  Group  (SWI-5) 
843  Crestar  Financial  (US-375) 
934  CRH  (IR4) 

475  Crown  Cork  &  Seal  (US-2 16) 

946  CSR  (AS-16) 

293  CSX  (US-136) 

379  cue  Intemational  (US-177) 

713  CVS  (US-322) 


Dal  Nippon  Pnnting  (JA-40) 

772  Daiei  (JA-143) 

62  Dai-lchi  Kangyo  Bank  (JA-6) 

758  Oaiichi  Pharmaceutical  (JA-140) 

58  Daimler-Benz  (GE-3) 

574  Daiwa  Bank  (JA-105) 

580  Daiwa  House  Industry  (JA-107) 

353  Daiwa  Securities  (JA-56) 

471  Dampskibsselskabet  At  1912  (DE-2) 

478  Dampskibsselskabet  Svenborg  (DE-3) 

932  Dana  (US-413) 

971  Danisco  (DE-8) 

968  Dao  Heng  Bank  Group  (HK-19) 

333  Dayton  Hudson  (US-157) 

214  DDI  (JA-37) 

260  Deere  (US-1 19) 

795  Degussa  (GE-33) 

177  Dell  Computer  (US-83) 

518  Delta  Air  Lines  {US-232) 

726  Den  Danske  Bank  (DE-5) 

139  Denso  (JA-21) 

95  Deutsche  Bank  (GE-7) 

593  Deutsche  Lufthansa  (GE-27) 

25  Deutsche  Telekom  (GE-1) 

405  Development  Bank  of  Singapore  (SI-5) 

502  Dexia  (FR/BE-NR) 

NR  Dexia  France  (FR-41) 

745  Diamond  Offshore  Drilling  (US-335) 

663  Digital  Equipment  {US-300) 

918  Dillard's  (US-407) 

561  Dominion  Resources  (US-249) 

678  Donnelley  (R,R,)  &  Sons  (US-307) 

488  Dordtsche  Petroleum  (NE-15) 

554  Dover  (US-248) 

168  Dow  Chemical  (US- 79) 

944  Dow  Jones  (US419) 

210  Dresdner  Bank  (GE-14) 

598  Dresser  Industries  (US-264) 

907  DTE  Energy  (US402) 

386  Duke  Power  (US-181) 


802  Dun&Bradstreet(US-361) 
24  DuPont(US-15) 


East  Japan  Railway  (JA-28) 

Eastman  Chemical  (US-348) 

Eastman  Kodak  (US-57) 

Ealon  (US-257) 

Ebara  (JA-157) 

Edison  International  (US-170) 

Eisai  (JA-120) 

Elan  (IR-3) 

Elecfrabel  (BE-1) 

Elecfrafina  (BE-12) 

Electrolux  (SWE-18) 

Electronic  Data  Systems  (US-85) 

Elf  Aquitaine  (FR-1) 

Elsevier  (NE-9) 

EMC  (US- 169) 

Emerson  Electnc  (US-63) 

EMI  Group  (BR44) 

Endesa (SP-2) 

ENI(IT-l) 

Enron  (US-160) 

ENSCO  International  (US-438) 

Entergy  (US-254) 

Enterprise  Oil  (BR-70) 

Equifax  (US-351) 

Equitable  (US-276) 

Ericsson  (LM,)  (SWE-1) 

Endania  Beghin-Say  (FR-38) 

Estte  Lauder  (US-255) 

EXEL(US-410) 

Exxon  (US-4) 


Falconbndge  (CA-26) 

815  FamilyMart(JA-148) 

43  Fannie  Mae  (US-28) 

415  Fanuc  (JA-71) 

609  Federal  Express  (US-268) 

128  Federal  Home  Loan  Mortgage  (US-68) 

461  Federated  Department  Stores  (US-21 1) 

245  Fiat  Group  (IT-6) 

453  Fifth  Third  Bancorp  (US-2(D9) 

456  Frexiere  Richemonf  (Compagne)  (SWI-10) 

316  First  Bank  System  (US-146) 

186  First  Chicago  NBD  (US-87) 

193  Fust  Data  (US-90) 

872  First  of  America  Bank  (US-384) 

118  First  Union  (US-54) 

588  First  USA  (US-259) 

826  Firstar  (US-369) 

221  Fleet  Financial  Group  (US- 102) 

806  Fluor  (US-362) 

514  Foereningssparbanken  (SWE-7) 

48  Ford  Motor  (US-32) 

220  Fortis  (NE/BE-NR) 

NR  Fortis  AG  (BE-3) 

NR  Fortis  AMEV  (NE-14) 

422  Fortune  Brands  (US-199) 

910  Fosters  Brewing  Group  (AS-15) 

421  FPL  Group  (US-198) 

440  Franklin  Resources  (US-205) 

635  Fr£epcftMcMoRanCoppar&Gob(US-285) 

809  Fresenius  (GE-36) 

549  Fresenius  Medical  Care  (GE-26) 

64  Fu|i  Bank  (JA-7) 

159  Fu|i  Photo  Film  (JA-26) 

132  Fujitsu  (JA-18) 

900  Furukawa  Electnc  (JA-158) 


259  Gannett  (US-1 18) 

378  Gap  (US-176) 

498  Gas  Natural  SDG  (SP-7) 

711  Gateway  21300  (US-32 1) 

705  Gehe  (GE-30) 

493  Genentech  (US-222) 

497  General  Accident  (BR-55) 

768  General  Dynamics  (US-345) 

1  General  Electnc  (US-1) 
219  General  Electnc  Co,  (BR-22) 
347  General  Mills  (US-164) 

53  General  Motors  (US-36) 
241  General  Re(US-lll) 
544  Generale  de  Banque  (BE-4) 
216  Generale  des  Faux  (Compagnie)  (FR-8) 
601  Genuine  Parts  (US-267) 
445  Georgia-Pacific  (US-207) 

37  Gillette  (US-25) 
586  GKN  (8R-63) 

19  Glaxo  Wellcome  (BR-2) 
916  Global  Ivlarine  (US-406) 
909  Golden  WesI  Financial  (US403) 
385  Goodyear  Tire  i  Rubber  (US- 180) 
839  GPU  (US-374) 
925  Grace  (W  R  )  (US-409) 
880  Grainger  (WW)(US-388) 
278  Granada  Group  (BR-28) 
167  Grand  Metropolitan  (BR-15) 
325  Great  Universal  Stores  (BR-34) 
532  Great  Western  Financial  (US-239) 


744  Green  Tree  Fiildncial  (US-334) 
935  Grouiie  Bruxelles  Lsmbert  (BE-13) 
314  Groupe  Danorie  (FR-12) 
537  Groupe  Schneider  (FR-21) 
888  Groupe  UCB(BE-ll) 
52  GTE  (US-35) 

857  Guardian  Royal  Exchange  (BR-88) 
870  Gucci  Group  (NE-20) 
628  Guidant  (US  281) 
192  Guinness  (BR-20) 
Gunma  Bank  (JA-161) 


677  Hachiiuni  Bank  (JA-125) 

805  Hagemei|er(NE-17) 

360  Halliburton  (US-17!) 

127  Hang  Seng  Bank  (HK-5) 

804  Hankyu  Corp  (JA-145) 

987  Hams  (US-441) 

383  Hartford  Financial  Sewces  Group  (US-179) 

942  Hasbro  (US417) 

676  Havas  (FR-27) 

617  HBO(US-274) 

458  Healthsouth  (US-210) 

859  Heidelberger  Zement  (GE-38) 

418  Heineken(NE-ll) 

949  Heineken  Holding  (NE-22) 

218  Heinz  (H,J,)(US-101) 

202  Henderson  Land  Development  (HK-6) 

454  Henkel  (GE-22) 

526  Hennes  &  Mauntz  (SWE-8) 

765  Hercules  (US-343) 

412  Herstiey  Foods  (US-194) 

35  Hewlett-Packard  (US-23) 

416  HFS  (US-196) 

505  Hilton  Hotels  (US-226) 

67  Hitachi  Ltd,  (JA-9) 

919  Hitachi  Zosen(JA-171) 

130  Hoechst  (GE-9) 

924  Hokkaido  Electnc  Power  (JA-173) 

908  Hokuriku  Electric  Power  (JA-169) 

576  Holdetbank  FinanciSre  Glarus  (SWI-13) 

79  Home  Depot  (US-50) 

89  Honda  Motor  (JA- 13) 

381  Honeywell  (US-178) 

571  Hong  Kong  &  China  Gas  (HK- 14) 

107  Hong  Kong  Telecommunications  (HK-3) 

483  Hongkong  Electric  Holdings  (HK-12) 

484  Hongkong  Land  Holdings  (SI-7) 
969  Host  Marriott  (US-430) 

366  Household  Intemational  (US-173) 

749  Houston  Industries  (US-337) 

690  Hoya  (JA-127) 

16  HSBC  Holdings  (BR-1) 

138  Hughes  Electronics  (US-59) 

945  Humana  (US-42D) 

871  Huntington  Bancshares  (US-383) 

76  Hutchison  Whampoa(HK-l) 


307  Iberdcola  ($P-6) 

915  Ikon  Office  Solutions  (US405) 

270  Illinois  Tool  Works  (US-124) 

557  lmasco(CA-16) 

950  IMC  Global  (US422) 

364  Imperial  Chemical  Industries  (BR-38) 

467  Imperial  Oil  (CA- 13) 

591  Incentive  (SWE-10) 

660  lnco(CA-17) 

80  Industrial  Bank  of  Japan  (JA-11) 
70  ING  Graep  (NE-2) 
614  Ingersoll-Rand  (US-271) 
7  Intel  (US-5) 

13  International  Business  Machines  (US-9) 
750  International  Flavors  &  Fragrances  (US-338) 
237  International  Paper  (US-108) 
740  Interpublic  Group  (US-331) 
681  Intimate  Brands  (US-308) 
370  Investor  (SWE-5) 

723  Ishikawaiima-Hanma  Heavy  Industries  UA-134) 

710  Istituto  Bancario  San  Paoto  Di  Tonno  (IT-9) 

694  Istituto  Mobiliare  Italiano  (IT-8) 

656  Istituto  Nazionale  delle  Assicurazioni  (IT-7) 

889  Isuzu  MotOfS  (JA-165) 

120  llo-Yokado  (JA-16) 

486  llxhu  (JA-89) 

511  ITT(US-230) 


473  Japan  Airlines  (JA-87) 

439  Japan  Telecom  (JA-78) 

225  Japan  Tobacco  (jA-38) 

728  Jardine  Matheson  Holdings  (SI-9) 

901  Jardine  Strategic  Holdings  (Sl-U) 

790  Jetferson-Pilot  (US-355) 

17  Johnson  i  Johnson  I  US- 10) 

979  Johnson  Controls  (US-436) 

825  Joyo  Bank (JA-151) 

319  Jusco  {JA-52) 


680  Kajrma  (JA-125) 

183  Kansai  Electric  Power  (JA-31) 
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441  Kao(JA-79) 

607  Kawasaki  Heavy  Industries  (JA-U^) 
368  Kawasaki  Steel  UA-59) 
858  KDD  (JA-158) 
224  Kellogg  (US- 104) 
283  KeyCorp  (US-129) 
675  Keyence (JA-124) 
93  Kimberly-Clark  (US-55) 
981  Kinden  (JA-181) 
455  Kinglislier  (BR-47) 
362  Kinki  Nippon  Railway  (JA-57) 
337  Kinn  Brewery  (JA-53) 
525  Kmart  (US-236) 
891  Knight-Ridder  (US-394) 
674  Kobe  Steel  (JM23) 
882  Kohl's  (US-390) 
469  Komatsu  (JA-86) 
264  Koninklfe  Ahold  (NE-8) 
211  KoninkliikePTTNedetland(NE-/) 
929  Konri#cVaaigdeBe-'-— '"•'™"' 
592  Kredietbank  (BE-7) 
542  Kroger  (US-245) 
902  Krupp  (fried,)  AG  Hoesch-Krupp  (GE-41) 
553  Kubota  (JA-101) 
251  Kyocera  (JA45) 
429  Kyushu  Electric  Power  (JA-/b) 


813  Ladbroke  Group  (BR-84) 
597  Lafaige  (FR-24) 
896  Lahmeyei  (GE40) 
831  Uidlaw  (CA-24) 
459  Land  Securities  (BR-48) 
906  LASIVIO  (BR-90) 
396  Legal  &  General  Group  (BR-40) 
993  Leggett  &  Piatt  (US-444) 
792  Legrand  (FR-33) 
855  Lehman  Brothers  Holdings  (US-378) 
738  Lend  Lease  (AS- 12) 
673  Liberty  Media  (L)S-3(D6) 

36  Ully  (Ell)  (US-24) 
669  Limited  (US-304) 

568  Lincoln  National  (US-253) 

626  Linde  (GE-29) 

928  Linear  Technology  (US411) 

30  Lloyds  TSB  Group  (BR-5) 

191  Lockheed  Martin  (US-89) 

308  Loews  (US- 144) 

457  Long-Term  Credit  Bank  of  Japan  (JA-8j) 
522  Lowe's  (US-235) 
613  LSI  Logic  (US-270) 
796  LucasVarity  (BR-81) 
56  Lucent  Technologies  (US-39) 
151  LVMH  Meet  Hennessy  Lous  Vu(ton(l-K-M 
622  Lyonnaise  des  Eaux-Dumez  (FR-25) 


29  Mobil  (US-19) 
743  Molex  (US-333) 
106  Monsanto  (US-61) 
991  Montedison  (IT-13) 
320  Morgan  Stanley  Group  (US-148) 
255  HtaffnSar<ey,l>aiV«lB.Dsa>e(US-1161 

170  Morgan  (J  P)  (US-80) 

788  Morton  International  (US-3b3) 

60  Motorola  (U5-40) 

153  Munchener  Ruck.  (GE-12) 

373  Murata  Mfg.  (JA-62) 

838  Mycal  (JA-154) 


921  Magna  International  (CA-28) 
844  MAN  (GE-37) 
230  Mannesmann  (GE-16) 
953  Manpower  (US423) 
124  Marks  8.  Spencer  (BR-U) 
487  Marriott  International  (US-220) 
290  Marsh  8.  McLennan  (US-133) 
982  Marshall  &  llsley  (US-437) 
562  Marubeni  (JA-102) 
517  Marui  (JA-93) 
573  Masco  (US-255) 

611  MalSLiJitaConmreatcn  Industrial  UMli) 
59  Matsushita  Electric  Industrial  (JA-5) 
417  M-ilsushita  Electric  Works  (JA-72) 
641  M3ti£hila-KctDbri<iE]ediaic5lndifJr)ssUAll/) 
408  Mattel  (US-192) 

999  Maxim  Integrated  Products  (U544b) 
310  May  Department  Stores  (U5-145) 
952  Mazda  Motor  (JA-178) 
774  MBIA  (US-346) 
300  MBNA  (US-138) 

69  McDonald's  (US45) 
250  McDonnell  Douglas  (US-1 15) 
665  McGraw-Hill  (US-301) 

104  MCI  Communications  (US-59) 

719  Mediaset  (IT- 10) 

196  Medlronic  (US-92) 

304  Mellon  Bank  (US-142) 

983  MEPC  (BR-95) 

817  Mercantile  Bancorporalion  (US-3bbl 

9  Merck  (US-6) 
503  Merck  KGAA(GE-24) 
829  Mercury  Asset  Management  Group  (HK-Bbl 
200  Merrill  Lynch  (US-95! 
311  Metro  (GE-19) 
691  MGIC  Investment  (US-314) 
512  Michelin  (FR-20) 
399  Micron  Technology  (US-1891 

5  Microsoft  (US-3) 
922  Minebea  (JA-172) 
61  Minnesota  Mining  &  Mfg.  (US-41) 
832  Mirage  Resorts  (U5-370) 
534  Mitsubishi  Chemical  (JA-95) 
182  Mitsubishi  Corp,  (JA-30) 
276  Mitsubishi  Electric  (JA-46) 
194  Mitsubishi  Estate  (JA-34) 
116  Mitsubishi  Heavy  Industries  (JA-lb) 
816  Mitsubishi  Materials  (JA-149) 
523  Mitsubishi  Motors  (JA-94) 
178  Mitsubishi  Trust  &  Banking  (JA-2y) 
2«  Mitsui  8.  Co  (JA43) 
342  Mitsui  Fudosan  (JA-54) 
746  Mitsui  Marine  &  Fire  (JA-136) 
394  Mitsui  Trust  8i  Banking  (JA-65) 


330  Nabisco  Holdings  (US-155) 
149  National  Australia  Bank  (AS-2) 
301  National  City  (US-139) 
566  National  Grid  Group  (BR-61) 
341  National  Power  (BR-37) 
875  National  Semiconductor  (US-38b) 
154  National  Westminster  Bank  (BR-13) 

51  NationsBank  (US-34) 
145  NEC  (JA-23) 

38  NestlMSWI-3) 
279  New  World  Development  (HK-lul 

814  New  York  Times  (US-364) 

524  Newbridge  Networks  (CA-15) 

595  Newell  (US-262) 

539  Newmont  Gold  (US-243) 

589  Newmont  Mining  (US-260) 

234  News  Corp,  (AS-3) 

784  Next  (BR-80) 

975  Nextel  Communications  (Ub-4jJi 

696  Nirhiei  (JA-129) 

208  Nike  (US-98) 

404  Nikko  Securities  (JA-67) 

572  Nikon  (JA-104) 

309  Nintendo  (JA-50) 

955  Nippon  Credit  Bank  (JA-179) 

428  Nippon  Express  (JA-74) 

575  Nippon  Oil  IJA-106) 

725  Nippon  Paper  Industries  (JA- 13b) 

157  Nippon  Steel  (JA-25) 

4  Nippon  Telegraph  8.  Telephone  (JA-D 
721  Nippon  Television  Network  (JA-133) 
748  Nippon  Yusen  (JA-137) 
207  Nissan  Motor  (JA-36)  | 
963  Nissho  Iwai  lJA-180) 
513  NKK  (JA-921 
166  Nokia  (FI-1) 
126  Nomura  Securities  (JA-17) 
688  Noranda(CA-19) 
640  Noidbanken  (SWE-11) 
930  Nordstrom  (US-412) 
275  Norfolk  Southern  (US-127) 
295  Norsk  Hydro  (NO-1) 
141  Northern  Telecom  (CA-1) 
683  Northern  Trust  (US-310) 
742  Northrop  G(umman(US-332) 
874  Norttiwcst  Airlines  (US-385) 
158  Noftvest  (US-76) 
917  Nova  Corp  (CA-27) 
11  Novartis  (SWI-1) 
446  Novo-Nordisk  (DE-1) 
948  NSK(JA-177) 

380  NTT  Data  Communications  Systems  um- 

64) 

702  Nucor  (US-317) 
121  Nynex(US-65) 


10  Philip  Morris  (US-7) 
172  Philips  Electronics  (NE-6) 
306  Phillips  Petroleum  (US-143) 
376  Pinault-Printemps-Redoute  (FR-tb) 
807  Pioneer  Electronic  (JA-146) 
630  Pioneer  Hi-Bred  International  (US-283) 
343  Pitney  Bowes  (US- 163) 
787  PId' ,ei  Dome  (CA-22) 
258  PNC  Bank(US-117) 
419  Polygram  (NE-12) 
819  Potash  Corp  of  Saskatchewan  (CA-23) 
472  PuwerGen  (BR-51) 
331  PPG  Industries  (US-156) 
431  Praxair  (US-203) 
876  Preussag  (GE-39) 
12  Procter  8<  Gamble  (US-8) 
639  Progressive  (US-288) 
761  Promise  (JA-141) 
551  PromodSs  Group  (FR-23) 
642  Providian  (US-289) 
173  Prudential  (BR-16) 
923  Pryca(SP-12) 
734  PSA  Peugeot  Citroen  (FR-30) 
629  Public  Service  Enterprise  Group  (US-^a^) 


647  Quaker  Oats  (US-292) 
695  Railtrack  Group  (BR-72) 
389  Ralston  Purina  Group  (US-184) 
824  Randstad  Holding  (NE-18) 
620  Rank  Group  (BR-66) 
303  Raytheon  (US-141) 
638  Reckitt  &  Colman  (BR-68) 
131  Reed  Elsevier  (NE/BR-NR) 
HR  Reed  international  (BR-32) 
886  Regions  Financial  (US-392) 
966  Renaissance  Energy  (CA-29) 
708  Renault  (FR-29) 
313  Rentokil  Initial  (BR-33) 
267  Repsol  (SP-5) 
420  Republic  Industnes  (US- 197) 
667  Republic  New  York  (US-302) 
176  Reuters  Holdings  (BR-17) 
737  Reynolds  Metals  (US-329) 
323  Rhone-Poulenc  (FR-13) 
322  Rhone-Poulenc  Rorer  (US-lbO) 
406  Ricoh  (JA-68) 
119  RioTmtoLId  (AS/BR-NR) 
I    HR  RioTintoPIC  (BR-18) 
636  Rite  Aid  (US-286) 
402  RJR  Nabisco  Holdings  (US- 1901 
911  RMC  Group  (BR-91) 
14  Roche  Holding  (SWI-2) 
242  Rockwell  International  (US- 112) 
281  Rohm  (JA-47) 
682  Rohm  8.  Haas  (US-309) 
606  Rolls-Royce  (BR-65) 
289  Rcyal  8.  Sun  Atefice  Instance  Group  (BR-Ai) 
254  Royal  Bank  of  Canada  (CA-5) 
450  Royal  Bank  of  Scotland  Group  (BR-4b) 
MR  Royal  Dutch  Petroleum  (NE-1) 
3  Royal  Dutch/Shell  Group  (NE/BR-NR) 
783  Royale  Beige  (BE-10) 
845  Rubbermaid  (US-376) 
140  RWE(GE-ll) 


401  Shin-Etsu  Chemical  UA-66) 
605  Shiseido(JA-lll) 
460  Shizuoka  Bank  (JA-84) 
482  Siebe  (BR-53) 

77  Siemens  (GE-4) 
315  Singapore  Airlines  (SI-3) 
527  Singapore  Press  Holdings  (SI-8) 

97  Singapore  Telecommunications  (Sl-i) 
992  Sino  Land  (HK-20) 

964  Skandia  Forsakring  (SWE-2a) 

671  SkandinaviskaEnskildaBanken(SWE-13l 

717  Skanska  (SWE-14) 

707  SMC  (JA- 130) 

42  SmithKline  Beecham  (BR-6) 

913  Smiths  Industries  (BR-92) 

346  Societe  Generate  (FR-14) 

547  Societe  G6nSrale  de  Belgi()ue  (BE-b) 

994  Sodexho  Alliance  (FR-40) 

720  Solvay  (BE-9) 

733  Sonat  (US-327) 
74  Sony  (JA-10) 

712  Sony  Music  Entertainment  (JA-131) 
878  Sophus  Berendsen  (OE-6) 
238  Southern  (US-109) 
905  SouthTrust  (US401) 
937  Southwest  Airlines  (US416) 
152  Spnnt  (US-75) 
610  St  Paul  (US-2691 
222  Standard  Chartered  (BR-23) 
956  Stanley  Works  (US424) 
972  Staples  (US431) 
985  Star  Banc  (US-439) 
491  State  Street  (US-221) 
112  STET  (IT-2) 

756  Stora  Kopparbergs  Bergsiags  (SWE-lfa) 
425  Suez  (Compagnie  de)  (FR-18) 
50  Sumitomo  Bank  lJA-4) 
529  Sumitomo  Chemical  (JA-95) 
377  Sumitomo  Corp  (JA-63) 
296  Sumitomo  Electric  Industries  (JA48) 
716  Sumitomo  Marine  &  Fire  (JA-132) 
Sumitomo  Metal  Industries  (JA-81) 
Sumitomo  Metal  Mining  (JA-164) 
312  Sumitomo  Trust  8.  Banking  (JA-51) 
747  Summit  Bancorporalion  (US-336) 
86  Sun  Hung  Kai  Properties  (HK-2) 
284  Sun  Microsystems  (US- 130) 
645  SunAmerica  tUS-291) 
287  SunTrust  Banks  (US-132) 
649  'juzuki  Motor  (JA-119) 
853  Svenska  Cellulosa  Aktiebolaget  (SWE-19) 
556  Svenska  Handelsbanken  (SWE-9) 
256  Swire  Pacilic  (l-IK-7) 
179  Swiss  Bank  Corp  (SWI-7) 
164  Swiss  Re  (SWI-6) 
763  Sydkraft(SWE-17) 
793  Synovus  Financial  (US-357) 
644  Synthtlabo  (FR-26) 
594  Sysco  (US-261) 


133  TOTAL  (FR-4) 
846  Toto  (JA-156) 
837  Toyo  Seikan  Kaisha  (JA-153) 
653  Toyo  Trust  8.  Banking  (JA-121) 
590  Toyoda  Automatic  Loom  Works  (jA-lffl) 

8  Toyota  Motor  (JA-2) 
398  Toys  'R'  Us  (US-188) 
584  Tiactebel  (BE-6) 
600  Transamenca  (US-266) 
840  TransCanada  PipeUnes  (CA-25) 
976  Transocean  Offshore  (US434) 
68  Travelers  Group  (US-44) 
223  Travelers  Property  Casualty  (US-103) 
...  Tribune  (US-311) 
533  TRW  (US-240) 
769  Tsim  Sha  Tsui  Properties  (HK-18) 
324  Tyco  International  (US-151) 
811  Tyson  Foods  IUS-3631   


179  0bayashi(JA-144) 
268  OCBC  Overseas  Chinese  Bank  (bi-2) 
465  Occidental  Petroleum  (US-214) 
868  Odakyu  Electric  Railway  (JA-160) 
612  Oil  Paper  (JA-114) 
759  Omnicom  Group  IUS-340) 
692  Omron  (JA-128) 
841  Ono  Pharmaceutical  (JA-155) 

81  Oracle  (US-51) 

867  Orange  (BR-89) 

113  Ortol  (L')(FR-3) 

897  Orix  (JA-167) 

849  Orkia  (NO-2) 

536  Osaka  Gas  (JA-97) 

771  Overseas  Union  Bank  (SI- 10) 

834  Owens-lllinois  (US-371) 

659  Oxtord  Health  Plans  (US-29B) 


989  Paccar  (US443) 
618  PaafiCorp(US-275) 
666  Pancanadian  Petroleum  (CA- lb) 
504  PanEnergy  (US-225) 
634  Parametric  Technology  (US-284) 
449  Paribas  (FR-19) 
892  Parker  Hannifin  (US-395) 
881  Paychex  (US-389) 
530  Pearson  (BR-57) 
836  PECO  Energy  (US-373) 
560  Peninsuki  8,  Oriental  Steam  Nav  (BR-59) 
261  Penney  tj  C  I  (US-120) 

650  PeopleSoft  lUS-293) 

27  PepsiCo  (US-1 71 

764  PetroCanada  (CA-20) 

436  Petrofina  (BE-2) 

22  Pfizer  (US- 13) 

374  PG8.E(US175) 

864  Pharma  Vision  2000  (SWI- 18) 

198  Pnaimacia  8.  Upjohn  (US-9-!) 

704  Phelps  Dodge  (US-319) 


387  U  S  Bancorp  (US-182) 
477  U  S  Robotics  IUS-217) 
777  UAL(US-349) 

92  UBS  (SWI4) 
739  Unicom  (U5-330) 

33  Unilever  (NEiBR-NR) 

HR  Unilever  NV  (NE-3) 

m  UnJever  PLC  (BR-12) 

961  Union  Camp  ;US427) 
621  Union  Carbide  (US-277) 
938  Union  Electric  (US416) 
204  Union  Pacific  (US-97) 
481  Union  Pacific  Resources  Group  (US-219 

962  UnionBanCal  (US-428) 
328  United  Healthcare  (US-154) 
577  United  News  &  Media  (BR-62) 
356  uniled  Overseas  Bank  ISI4) 
175  United  Technologies  (US-82) 
602  United  Utilities  (BR-64) 
326  Unocal  (US-152) 
657  UNUM  (US-296) 
940  Uny(JA-176) 

582  UPM-Kymmene  (rl-2) 

197  US  West  Communications  Group  (US-9; 

280  US  West  Media  (US-128) 

722  USA  Waste  Sen/ices  (US-323) 

954  Usinor  Sacilor  (FR-37) 

697  UST  (US-316) 

410  USX-Maialhon  Group  (US-193) 


848  Valeo  (FR-34) 
94  VEBA  (GE-6) 

794  Vendex  International  (NE-16) 
684  Vendome  Luxury  Group  (BR-71) 


833  SMH  (SWI-17) 
957  SABRE  Group  Holdings  (US42b) 
661  Safeco  (US-299) 
335  Safeway  (US- 159) 
558  Safeway  PLC  (BR-58) 
329  Samsbury  (J )  (BR-35) 
282  Saint-Gobain  (Compagnie  de)  (FK-yi 
155  Sakura  Bank  (JA-24) 
545  Sallie  Mae  (US-246) 
623  Salomon  (US-278) 
489  Sandvik  (SWE-6) 
248  Sankyo  (JA42) 
364  Sanofi  (FR-16) 
65  Sanwa  Bank  (JA-8) 
435  Sanyo  Electric  (JA-77) 
180  SAP(GE-13) 
165  Sara  Lee  (US-78) 
31  SBC  Communications  (US-20) 
655  Scania  (SWE-12) 
515  Schering  (GE-25) 
72  Schering-Plough  (US46) 
84  Schlumberget  (US-53) 
662  Schroders  (BR-69) 
506  Sr  offish  8.  Newcastle  Breweries  (BR-5bl 
485  Srottish  Power  (BR-&4) 
350  ' ,  .,,1.,  TAi  hnology  (US-156) 

231  II  "A-B) 

1J4    ,  r    :  .■,.ir|.,  (US-81) 
426  ••.v.-fl.tJA-M) 
134  SHbu  Railway  (JA-19) 
633  -.pkisui  Chemical  (JA-115) 
509  Sekisui  House  (JA-91) 
430  Service  Corp  International  (US-2U2) 
879  Sen/iceMaster  (US- 387) 

82  Seven-Eleven  Japan  (JA-12) 
810  Severn  Trent  (BR-83)  ,,,,„  ,qi 

939  SGS  Sfe  Generate  de  Sun/eillance  (SWI- 19) 

299  SGS-Thomson  Microelectronics  (FR-10) 

236  Sharp  (JA41) 

770  Shell  Canada  (CA-21) 

m  Shell  Transport  8.  Trading  (BR4) 

709  Shenxin-Williams  (US-320) 

752  Shikoku  Electric  Power  (JA-138) 

767  Shimizu  (JA-142) 


820  Taisei(JA-150) 
409  Taisho  Pharmaceutical  (JA-b9) 
883  Takashimaya  (JA-163) 
137  Takeda  Chemical  Industries  (JA-20) 
970  Talisman  Energy  (CA-301 
345  TDK  (JA-55) 
862  Tei]in  (JA-159) 
555  Tele  Danmark  (DE4) 
400  Telecom  Corp,  of  New  Zealand  (NZ-1) 
147  Telecom  Italia  (IT-4) 
339  Tele-Communications  (US-162) 
101  Telefonica  Nacional  de  Espana  (SP-1) 
732  TeleportCommuncations  Group  (US-326) 
388  Tellabs  (US- 183) 
433  Tenet  Healthcare  (US-204) 
463  Tenneco  (US-213) 
253  Tesco  (BR-26) 
87  Texaco  (US-54) 
201  Texas  Instruments  (US-95) 
462  Texas  UtiliUes  (US-212) 
361  Textron  (U5-172) 
847  Thames  Water  (BR-87) 
703  Thermo  Electron  (US-318) 
252  Thomson  (CA4) 
407  3Com  (US-191) 
753  3i  Group  (BR-77) 
501  Thyssen  (GE-23) 
803  Tl  Group  (BR-82) 
135  TIM  (IT-3) 
105  Time  Warner  (US-60) 
654  Times  Mirror  (US-295) 
920  TJX  (US-408) 
914  Tobu  Railway  (JA-170) 
411  Tohoku  Electric  Power  (JA-70) 
206  Tokai  Bank  (JA-35) 
187  Tokio  Marine  &  Fire  (JA-32) 
108  Tokyo  Electric  Power  (JA-14) 
432  Tokyo  Electron  (JA-76) 
494  Tokyo  Gas  (JA-90) 
569  Tokyo  Corp  (JA-103) 
701  Tomkins  (BR-73) 
468  Tonen  (JA-85) 
365  Toppan  Printing  (JA-58) 
369  Toray  Industries  (JA-60) 
781  Torchmark  (US-350) 
392  Toronto-Dominion  Bank  (CA-ll) 
760  Tosco  (US-341) 
162  Toshiba  (JA-27) 
624  Tostem  (JA-115) 


i(NE-K 


608  VEW  (GE-28) 
730  VF  (US-325) 
334  Viacom  (US-158) 
277  VIAG  (GE-17) 
248  Vodatone  Group  (BR-25) 
136  Volkswagen  (GE-10) 
262  Volvo  (SWE-3) 

357  Wachovia  (US-168) 
20  Wal-Mart  Stores  (US-12) 
292  Walgreen  (US-135) 
28  Walt  Disney  (US- 18! 
98  Warner-Lambert  (US-56) 
507  Washington  Mutual  (US-227) 
856  Washington  Post  (US-379) 
235  Waste  Management  (US-107) 
122  Wells  Fargo  (US-66) 
476  West  Japan  Railway  (JA-88) 
959  Western  Atlas  (US426) 
271  Westinghouse  Electric  (US-125) 
363  Westpac  Banking  (AS-6) 
354  Weyerhaeuser  (US-167) 
340  Wharf  (Holdings)  (HK-11) 
736  Wheelock  8,  Co.  (HK-16) 
943  Whirlpool  (US418) 
563  Whilbread  (BR-60) 
860  Willamette  Industries  (US-380) 
508  Williams  (US-228) 
637  Winn-Oixie  Stores  (U5-287) 
492  Winterthur  (SWI-1 1) 
490  WMC  (AS-7) 
827  Wolseley  (BR-85) 
438  Wolters  Kluwer  (NE-13) 
648  Woodside  Petroleum  (AS-9) 
I   997  Woclworths  LW  (AS-18) 
102  WorldCom  (US- 58) 
516  Wrigley  (Wm  )  Jr  (US-231) 


143  Xeiox  (US-71) 
894  Xilinx  (US-396) 
893  Yamaha  (JA-156) 
451  Yamanouchi  Pharmaceutical  (JA-8 
812  Yamato  Transport  (JA-147) 
936  Yamazaki  Baking  (JA- 174) 
664  Yasuda  Fire  8,  Marine  (JA-122) 
88  Zeneca  Group  (BR-9) 
205  Zurich  Insurance  Group  tSWI-8) 
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Where  the  world's  information  goes. 


"The  CIO  said,  'let  me  see  if  I've  got  ttiis  straigtit.  You're  saying  you  can  implement  a  worldwide 
storage  system  that  will  actually  increase  the  company's  performance  and  reduce  costs?' 
Without  sl<ipping  a  beat,  I  said  yes.  And  without  sl<ipping  a  beat,  he  said,  'you  have  sixty  days 
to  show  me  how.'  I  remember  the  day  StorageTel<-  presented  their  recommendations. 
Because  that  was  the  first  night  I  actually  got  some  sleep."  Call  StorageTek  today  at  1  800  786-7835. 
Or  visit  us  on  the  Web.  Because  in  this  world  of  multiplatform  computing,  the  right  choice  in  storage 
can  mean  the  difference  between  proving  yourself  every  day  —  and  proving  yourself  once  and  for  al 

www.storagetek.com/hotshot 


©  CopyriglH  1997  Storage  Technology  Corporation.  All  rights  reseived.  StorageTek  is  a  regiiilered  trademark  ol  Storage  Technolooy.Corporation 
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THE  RUSSIANS  ARE  HERE, 
THE  RUSSIANS  ARE  HERE 

Moscow's  stellar  showing  helps  emerging  markets  rebound  from  the  1995  crash 

as  depressed  consiurier  sper 
hurt  companies  such  as  S 
African  Breweries  Ltd.,  v 
Anglo  American  Coi"p.'s  99! 
cline  in  market  value  was  li 
to  a  slump  in  gold  prices  an 
calating  costs. 

Even  so,  the  market  caj 
ization  of  emerging-econ 
bourses  is  nearly  $2.5  tri' 
according  to  estimates  by  . 
rill  Lynch  &  Co.  That's  witl 
whisker  of  Japan's  total  m£ 
cap,  and  the  figure  should  if 
rising.  The  International  Mm 
tary  Fund  forecasts  that  dee 
oping  economies  will  exja 
more  than  6%  this  year  an  : 
the  same  rate  again  in  1 
double  the  expected  pac 
growth  for  the  industrial 
world.   Such  robust  gro 
along  with  a  vridespi-ead  fei 
among   analysts   that  n 
emerging  markets  remain 
dervalued,  will  stoke  inve 
interest  and  propel  new  entin 
onto  the  roster  of  the  wo| 
most  valuable  companies.  I 
This  year's  Russian  newii 
ers  on  the  business  week  scr 
card  include  not  only  the  bit. 
and  most  liquid  but  also 
most  transparent  companie..t 
the  market.  For  example,  Lukoiln 
cently  puhlislied  Westeni-audited  fii 
for  1994  and  1995  and  will  release 
numbers    in   July.    Even  secrei 
Gazprom  is  now  working  with  WesJ 
auditors.  Both  companies  are  privalK 
state  giants  that  have  managed  to  ti'i 
form  themselves  into  global  playei  > 
Excitement  over  privatization  is  I 
ing  emerging-market  stocks  soar  oi 
opposite  side  of  the  globe  as  well.  I 
of  the  top  sLx  companies  on  the  BUSi 
WEEK   scoreboard   are  public-s 
Brazilian  companies.  Their  stocks 
risen  in  tandem  with  price  hikes  as] 
government  fattens  their  pi'ofits  to  | 
pare  them  for  full-scale  privatizaoi 
This  year's  No.  1  company,  telecom  m 
Telebras,  rose  a  dramatic  109%  in 
ket  value  on  the  business  week  .s 


A few  years  ago,  only  a  small  grou)} 
of  daring  investors  was  willing  to 
pour  money  into  Russian  stocks. 
Now,  Russia  is  on  the  radar 
screen  of  virtually  every  emerging- 
market  investor.  As  the  Moscow  market 
soared  124%  and  companies  began  is- 
suing American  depositary  receipts  in 
1996,  Russia  rocketed  into  business 
week's  annual  list  of  the  top  100 
emerging-market  companies  for  the  fii"st 
time.  With  a  market  value  of  $42.6  bil- 
lion, Russia's  Gazprom  is  just  a  hah*  be- 
hind No.  1  Telebras,  Brazil's  phone  giant. 

Russia's  stellar  showing  is  due  to  a 
market  boom  driven  by  foreign  funds. 
President  Boris  N.  Yeltsin's  reelection 
in  July,  1996,  i-educed  political  risk  and 
bolstered  foreign  investors'  confidence  in 
the  security  of  property  rights.  Indeed, 
foreigners  pumped  close  to  $0  billion 
into  the  Russian  market  in  '96  and  have 
added  $1  billion  more  so  far  this  year. 
But  the  appearance  of  Russia  Inc.  on 
business  week's  list,  wluch  is  compiled 
by  Morgan  Stanley  Capital  Interna- 
tional, also  reflects  the  sheer  size 


LUKOILGAS  Foreign 
investors,  reassured 
by  stability,  fueled 
Moscow's  boom 


of  Russian  companies. 
Gazpi-om  controls  one- 
third  of  the  world's  gas 
reserves  and  has  rev- 
enues of  $20  billion. 
Lukoil,  ranked  No.  20, 
outproduces  Brazil's 
Petrobras,  No.  4  on  the  Hst.  Says  Peter 
Kizenko,  senior  equity  trader  at  ING 
Barings  in  Moscow:  "We're  not  talking 
about  breadmakers  here.  These  are 
mammoth  industrial  enterprises." 
DISAPPOINTING.  Across  the  board,  1996 
was  a  good,  but  not  stunning,  year  for 
emerging  markets.  They  continued  their 
rebound  after  the  1995  crash  that  fol- 
lowed Mexico's  peso  crisis.  The  Interna- 
tional Finance  Coip.'s  emerging-mai'ket 
index  rose  15%  in  199(i — somewhat  dis- 
apiJointing  compared  with  the  2-3%  rise  of 
the  Standarfl  &  Poor's  500-stock  index  in 
the  U.  S.  Wliile  Brazil's  Sao  Paulo  index 
jumped  53%'  in  dollar  terais  last  year, 
shares  of  many  leading  Indian  and  Thai 
companies  dropped,  mostly  because  of 
political  instability.  In  South  Africa,  the 
rand's  plunge  against  the  dollar  as  well 
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;stors  snapped  up  the  stock  in 
sipation  of  its  planned  bi-eakup 
sell-off  next  year.  Its  privati- 
on,  probably  Latin  America's 
est,  could  pull  in  $25  billion  in 
istments  over  the  next  three 
•s,  analysts  say. 

/hile  Russia  and  Brazil  soared 
996,  markets  elsewhere  coped 
I  volatility  provoked  by  eveiy- 
g  from  local  instability  to  a 
al  slump  in  chip  prices.  Thai- 
suffered  from  investors'  angst 
it  the  economy,  where  a  bubble 
he  property  market  burst,  hit- 
banks  and  other  companies.  At 
same  time,  political  unrest 
!d  the  market  in  Indonesia. 
HORIA.  Taiwan,  too,  was  badly 
cen  when  China  launched  mis- 
tests  near  the  island  in  Maix-h,  1996. 
the  market  rebounded  smartly  after 
s  of  a  possible  clash  with  China 
id.  The  country's  stock  index,  the 
:x,  rose  34%  last  year.  Apart  from 
calmer  poUtical  waters,  Taiwan's  in- 
ion  in  Morgan  Stanley  Capital  In- 
ational  indexes  sparked  a  wave  of 
rtoria  as  foreign  institutions  chan- 
d  more  funds  into  the  market. 
1  Korea,  by  contrast,  several  compa- 
were  hit  hard  by  last  year's  80%  fall 
rices  of  computer  dynamic  random- 
ss  memory  chips  (drams).  For  ex- 
ile, profits  at  Samsung  Electronics 


SAO  PAULO  GALL 


Co.  dove  93%',  to 

$184  million,  on  sales  , 

of  $17.8  billion,  as  lelebras  planned 

the  company  slipped  sell-off  sparked  its 

11   notches  down  109%  rise  in  vaiue 

BUSINESS  WEEKS  hst, 

to   No.  24.  Korean 
companies  also  suffered  from  the  yen's 
weakness,  which  boosted  the  competi- 
tiveness of  Japanese  rivals  in  autos, 
steel,  shipbuilding,  and  petrochemicals. 

After  a  rocky  1996  and  fii-st  quarter 
of  1997,  Korea's  market  is  now  recover- 
ing, however.  The  kospi  index  is  up  22% 
since  its  low  in  March.  Indeed,  Korea  is 


one  of  several  emerging  markets 
where  analysts  bet  on  a  continued 
upswing.  Tliey  ai'e  also  encouraged 
by  South  Africa,  where  the  gov- 
er-nment  is  now  easing  exchange 
controls  and  is  expected  to  speed 
up  privatization  soon.  And  analysts 
are  high  on  India,  where  interest 
rates  are  falling  and  the  economy 
should  grow  6.5%  this  year.  One 
hot  stock  is  Hindustan  Lever  Ltd., 
a  maker  of  personal-care  products 
that  ranked  No.  45  on  business 
week's  list.  Investors  are  betting 
that  rising  incomes  in  India  will 
fuel  a  surge  in  consumer  spending. 

As  the  U.  S.  market  continues  to 
ride  high,  daring  investors  will  no 
doubt  keep  up  their  search  for  hid- 
den values  in  emerging  markets. 
"The  emerging  markets  offer  an 
upside  potential  that  doesn't  exist 
in  the  U.  S.,"  says  Douglas  John- 
son, senior'  international  investment 
strategist  for  Menill  Lynch  in  New 
York.  In  Russia,  farsighted  in- 
vestors are  looking  beyond  Gaz- 
prom and  other  blue  chips  to  smaller 
telecom  companies  and  utilities.  In 
Brazil,  they're  eyeing  pi-ivate  compa- 
nies. Next  year's  emerging-market  stai's 
are  already  in  the  making. 

By  Patricia  Kranz  in  Moscoiv,  ivith 
Dave  Lindorff  in  Hong  Kong,  Ian  Katz 
in  Sao  Paulo,  and  bureau  reports 
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CODE 

2 

TELEBRAS 

Brazil 

43300 

130 

NA 

NA 

1.6 

16 

1.4 

11667 

2575 

39378 

9.9 

55 

NR 

GAZPROM 

Russia 

42612 

18 

NA 

NA 

0.8 

7 

0.2 

20031 

5759 

NA 

10.8d 

12 

8 

ELETROBRAS 

Brazil 

25536 

472 

94 

108 

0.4 

11 

1.9 

5694 

2236 

86314 

3.9 

12 

15 

PETROBRAS 

Brazil 

23134 

194 

169 

189 

1.1 

33 

0.7 

16973 

625 

32762 

3.4 

11 

k 

1 

KOREA  ELECTRIC  POWER 

Korea 

19361 

31 

-20 

-9 

1.0 

29 

1.6 

12988* 

670* 

40005* 

3.5 

12 

i 

11 

TELECOMUNICACOES  DE  SAO  PAULO  (TELESP) 

Brazil 

19020 

343 

62 

74 

2.0 

23 

2,8 

3352* 

759* 

11860* 

8.7 

55 

6 

TELEFONOS  DE  MEXICO  (TELMEX) 

Mexico 

18867 

2 

34 

43 

1.7 

14 

3,0 

6656 

1465 

13310 

11.9 

55 

1 

4 

CATHAY  LIFE  INSURANCE 

Taiwan 

16020 

5 

-2 

-2 

9.6 

43 

1,0 

NA 

374 

NA 

22.3 

63 

1 

7 

PT  TELEKOMUNIKASI  INDONESIA 

Indonesia 

15731 

2 

11 

15 

4.3 

24 

1,0 

2087 

618 

7311 

18.0 

55 

I- 

3 

TELEKOM  MAUYSIA 

Malaysia 

14798 

7 

-19 

-18 

3.1 

20 

0,9 

2554 

749 

7957 

15.6 

55 

9 

TENAGA  NASIONAL 

Malaysia 

14135 

5 

8 

8 

2.2 

38 

0.7 

3242 

318 

12930 

5.7 

12 

5 

ANGLO  AMERICAN 

South  Africa 

13695 

59 

-10 

-7 

2.4 

11 

2.3 

NA 

984 

7831 

21.1 

81 

NR 

UNIFIED  ENERGY  SYSTEM 

Russia 

13668 

0.3 

412 

412 

2.0 

13 

0.3 

28943b 

1068b 

NA 

15.4 

12 

i 

10 

DE  BEERS  CONSOLIDATED  MINES 

South  Africa 

13314 

35 

8 

10 

1.4 

10 

3.0 

NA 

1275 

NA 

13.6 

26 

i 

12 

MALAYAN  BANKING 

Malaysia 

12059 

11 

11 

12 

5.4 

24 

0.6 

NA 

428 

37491 

22.5 

61 

i 

44 

TAIWAN  SEMICONDUCTOR  MFG. 

Taiwan 

11381 

4 

110 

112 

9,2 

16 

0.0 

1414 

696 

NA 

56. 4d 

34 

r 

17 

FIRST  COMMERCIAL  BANK 

Taiwan 

11194 

4 

17 

18 

7.6 

55 

0.6 

NA* 

202* 

NA 

13.7 

61 

1 

23 

YPF 

Argentina 

10560 

30 

36 

36 

1,6 

12 

2.9 

5922* 

817* 

10147* 

13.5 

11 

1 

26 

HELLENIC  TELECOMMUNICATIONS  ORGANIZATION 

Greece 

10531 

25 

50 

69 

5.3 

24 

1.9 

2188b 

448b 

NA 

22.5 

55 

) 

NR 

LUKOIL 

Russia 

10371 

15 

82 

82 

1.2 

16 

0.4 

7108 

671 

NA 

7,7 

11 

1 

14 

HUA  NAN  BANK 

Taiwan 

10336 

4 

2 

3 

7.0 

58 

0.7 

NA* 

179* 

NA 

12.2 

61 

> 

19 

CHANG  HWA  COMMERCIAL  BANK 

Taiwan 

10216 

4 

17 

18 

7.7 

60 

0.6 

NA* 

170* 

NA 

12.8 

61 

18 

SOUTH  AFRICAN  BREWERIES 

South  Africa 

8953 

28 

-8 

-5 

4.9 

21 

2.3 

8266c 

435c 

4706 

23.6 

43 

I 

13 

SAMSUNG  ELECTRONICS 

Korea 

8801 

75 

-14 

-2 

1.5 

47 

0.9 

17807* 

184* 

17766* 

3.2 

41 

> 

20 

VALE  DO  RIO  DOCE 

Brazil 

8586 

22 

5 

13 

0.9 

16 

1.6 

4404 

483 

16297 

5.7 

25 

i 

28 

TELEFONICA  DE  ARGENTINA 

Argentina 

8491 

4 

23 

23 

2,4 

22 

2.9 

2753 

385 

5806 

10.6 

55 

r 

22 

GUDANG  GARAM 

Indonesia 

8305 

4 

6 

11 

9.4 

31 

0.7 

2696 

269 

1609b 

30.5 

43 

i 

77 

UNITED  MICROELECTRONICS 

Taiwan 

7930 

3 

93 

95 

5.4 

27 

0.0 

811 

273 

NA 

19.8 

35 

J  Jsed  on  nonconsolidated  results,  a)  Based  on  1994  data,  b)  Based  on  1995  data,  c)  Based  on  1997  data,  d)  Difference  between  earnings  and  book  value  between  12  and  18  months. 
^  3S=Negative  ratio.  NA  =  Not  available,  NEG=  Negative  return.  NM=  Not  meaningful  Data:  fi/lorgan  Stanley  Capital  International 
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PRnFITC 
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US 
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noOL 1 0 
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RETURN 

ON 
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% 

NDUr 
CO 

29 

29 

CHINA  STEEL 

Taiwan 

7855 

1 

14 

1  Pi 

2.0 

19 

4,3 

3071* 

407* 

NA 

10.3 

2 

97 

BANCO  BRADESCO 

Brazil 

7681 

8 

iLiL 

1.5 

10 

3,6 

NA 

770 

36220 

14.8 

6 

31 

33 

SIME  DARBY 

Malaysia 

7587 

3 

22 

22 

3.5 

24 

1.9 

4290 

272 

10557 

14.4 

7 

32 

36 

SASOL 

South  Africa 

7407 

12 

23 

26 

3.0 

13 

2.5 

3031 

557 

4059 

23.9 

2 

33 

NR 

ELETRICIOADE  OE  SAO  PAULO  (ELETROPAULO) 

Brazil 

7353 

238 

NA 

NA 

2.1 

64 

0.0 

4011* 

158* 

NA 

3.2 

1 

34 

59 

PORTUGAL  TELECOM 

Portugal 

7301 

38 

59 

7R 

3.1 

23 

2.1 

2634 

318 

5060 

13.4 

C 

35 

70 

NAN  YA  PLASTICS 

Taiwan 

7214 

3 

83 

85 

4.4 

26 

1,5 

NA 

279 

NA 

17,1 

2 

36 

25 

LIBERTY  LIFE  ASSOCIATION  OF  AFRICA 

South  Africa 

7059 

28 

-3 

-1 

2.1 

20 

2,6 

1733 

344 

15529b 

10,3 

e 

37 

68 

CHINA  OEVELOPMENT 

Taiwan 

6979 

4 

69 

70 

6.8 

38 

1,0 

NA* 

184* 

NA 

17,8 

e 

38 

62 

TELECOMUNICACIONES  DE  CHILE  (CTC) 

Chile 

6915 

8 

55 

60 

3.4 

18 

2,4 

1292 

359 

4469 

18,5 

39 

5 1 

BANCO  ITAU 

Brazil 

6666 

514 

27 

36 

1.8 

12 

2,4 

NA 

553 

NA 

15,5 

e 

40 

42 

GENCOR 

South  Africa 

6571 

4 

1  9 

1.8 

9 

1,4 

NA 

403 

5147 

18.7 

E 

41 

21 

PETRONAS  GAS 

Malaysia 

6526 

4 

-17 

-17 

5.7 

20 

1,7 

503c 

332c 

2325 

28.9cl 

1 

42 

52 

PEREZ  COMPANC 

Argentina 

6443 

8 

34 

34 

3.5 

22 

1,5 

1474 

288 

3167 

15.9 

7 

43 

45 

UNITED  ENGINEERS  (MALAYSIA) 

Malaysia 

6393 

8 

16 

17 

NA 

30 

0,3 

1355 

204 

1918b 

NA 

7 

44 

NR 

BANCO  DO  BRASIL 

Brazil 

6293 

9 

O 

—0 

C 

1.2 

-1 

0.0 

NA* 

-7032* 

NA 

NEG 

e 

45 

9 1 

HINDUSTAN  LEVER 

India 

6234 

31 

25.5 

58 

1.1 

941b* 

67b* 

453b' 

44.1 

4 

46 

31 

POHANG  IRON  &  STEEL 

Korea 

6172 

66 

-4 

8 

0.8 

9 

1.7 

9473* 

700* 

15081* 

9.4 

2 

47 

43 

AYALA 

Philippines 

6149 

1 

37 

38 

5.9 

26 

0.2 

NA 

236 

2142b 

23.0cl 

7 

48 

NR 

COMPANHIA  SANEAMENTO  BASICO  SAO  PAULO  (SABESP)  Brazil 

6088 

238 

NA 

NA 

0.9 

70 

NA 

2252* 

54* 

NA 

1.2 

E 

49 

1 6 

Thailand 

6068 

6 

-39 

1.4 

7 

4.0 

NA 

835 

41775b 

19.1 

6 

o\j 

0  / 

ItLcrUNIl/A  UlL  rCKU 

Peru 

5981 

3 

A 

'4-0 

3.7 

16 

2.6 

1174 

338 

1744b 

22.3 

(= 

51 

84 

CEMIG 

Brazil 

5948 

46 

73 

85 

0.7 

32 

2.0 

1791* 

197* 

11483* 

2.2 

1 

52 

49 

COPEC 

Chile 

5927 

5 

19 

22 

1.6 

25 

1.1 

3000 

223 

4696b 

6.1 

1 

53 

47 

ENDESA 

Chile 

5913 

1 

16 

19 

2.0 

17 

5.7 

1156 

337 

6251 

12.2 

1 

o<- 

[flDMnCA  Dl  ACTirc 

Taiwan 

5681 

2 

D  J. 

A9 

4.2 

26 

1.3 

1576 

219 

NA 

16.0 

2 

3D 

CTAUnADn  DAUV  IM\frCTMrMT 

^lANUAKU  dANK  iriVtolmtnl 

South  Africa 

5382 

45 

9A 

2.9 

16 

2.0 

NA 

346 

NA 

18.7 

e 

56 

54 

CIFRA 

Mexico 

5372 

2 

25 

32 

2.7 

21 

1.8 

2936 

256 

2150 

13.0 

57 

67 

CERVEJARIA  BRAHMA 

Brazil 

5370 

730 

22 

31 

4.2 

18 

1.4 

2221 

304 

NA 

23.2 

4 

58 

34 

SHIN  KONG  LIFE  INSURANCE 

Taiwan 

5299 

3 

-5 

-4 

6.1 

25 

1.7 

NA 

214 

NA 

24. 5d 

e 

1  1 

PHMDAUUIA  CMETDrCTirA  DC  CAH  DAMI  n  /rrCD\ 

LUiVlrAnnIA  cntKbtlltH  Ut  bAU  rAULU  tbtor) 

Brazil 

5270 

56 

I  J  D 

1  "59 

0.4 

-12 

0,0 

2240* 

-480* 

23081* 

NEG 

1 

fin 

N  R 

MAnnuAi  TCI  ccnunc  nc  t/cucTiici  a  /PAU'nf\ 
NAUIUNAL  ItLcrUNUo  Ut  VcNtZUtLA (UANIv) 

Venezuela 

5261 

5 

1.8 

12 

0.5 

1433 

430 

NA 

15,1 

61 

55 

REMBRANDT  GROUP 

South  Africa 

5256 

10 

13 

16 

2.4 

14 

1.7 

NA 

331 

2710 

16.9 

4 

62 

68 

TELECOM  ARGENTINA 

Argentina 

5249 

5 

14 

14 

2.2 

20 

4.0 

1931* 

260* 

5220* 

10.9 

£ 

63 

85 

LIGHT-SERVICOSDE  ELETRICIOADE 

Brazil 

5199 

500 

52 

63 

2.3 

29 

1.5 

1476* 

162* 

3126* 

7.9 

1 

Dt 

OU 

r  Dii  on  r  A  DC  n 
UKUrU  LAKoU 

Mexico 

5188 

6 

09k 

OD 

3.7 

12 

1.8 

NA 

417 

3371 

31.3 

7 

fi(^ 

7  1 

/  i 

bKUrU  MUDELU 

Mexico 

5076 

6 

o  i 

2.8 

29 

0.4 

1485 

158 

NA 

9.4 

4 

66 

50 

CAM  MinilFI 

Ph  1 1 1  nni  np<; 

4965 

2 

18 

18 

2.8 

21 

1.6 

3223 

199 

3297b 

13.5 

4 

67 

79 

TATUNG 

Taiwan 

4829 

2 

29 

30 

4.0 

18 

1.2 

NA 

266 

NA 

22.3 

7 

68 

61 

CEMEX 

Mexico 

4809 

4 

-1 

5 

1.4 

5 

2.2 

3348 

1090 

9340 

27.8 

2 

RQ 
D9 

MAHANAbAR  TELEPHONE  NIGAm 

India 

4788 

8 

O  I 

6.3 

20 

0.7 

984* 

204* 

NA 

30.8 

c 

/U 

M  D 
IN  n 

SURGUTNEFTEGAZ 

Russi3 

4770 

1 

9  1  A 

0.9 

15 

0.7 

NA 

336 

NA 

6.0d 

1 

71 

48 

KIMBERLY-CLARK  OE  MEXICO 

Mexico 

4731 

3 

-6 

-0 

4.1 

17 

2.9 

1150 

269 

1734 

24.7 

4 

72 

7? 

ENERSIS 

Chile 

4554 

1 

18 

21 

2.8 

16 

3,8 

2771 

253 

9875 

17.0 

1 

73 

NR 

TELECOMUNICACOES  RIO  DE  JANEIRO  (TELERJ) 

Brazil 

4518 

154 

NA 

NA 

1.6 

62 

2,6 

1167* 

60* 

NA 

2.5 

c 

74 

1  Do 

AKBANK 

Turkey 

4516 

0.1 

1  no 

9  7/1 

7.7 

12 

3.6 

NA* 

267* 

NA 

64,0 

6 

/D 

7  "3 
/  O 

STATE  BANK  OF  INDIA 

India 

4513 

9 

/ 

Q 

2.4 

13 

1,1 

NA* 

233* 

NA 

18.4 

€ 

76 

53 

GRUPO  TELEVISA 

Mexico 

4421 

14 

-7 

-1 

3.3 

-57 

0.0 

1454 

-76 

3708 

NEG 

77 

46 

INTERNATIONAL  COMMERCIAL  BANK  OF  CHINA 

Taiwan 

4351 

2 

-15 

-15 

3,7 

26 

0.6 

NA- 

166* 

NA 

14.2 

e 

78 

99 

NEDCOR 

South  Africa 

4350 

19 

41 

45 

3.2 

16 

1.9 

NA 

242 

NA 

19.7 

e 

7Q 
/  9 

DD 

METROPOLITAN  BANK  &  TRUST  (METROBANK) 

Philippines 

4230 

23 

-D 

—  3 

3.5 

22 

0.6 

NA 

190 

NA 

15.9 

e 

oU 

Q  Q 

INOOFOOD  SUKSES  MAKMUR 

Indonesia 

4122 

2 

5 

3.8 

24 

0.7 

1162 

144 

1522b 

15.8 

4 

81 

190 

ACER 

Taiwan 

4099 

3 

105 

106 

3.6 

34 

0.0 

4134 

110 

NA 

10,6 

3 

82 

56 

Pn  EXPLORATION  &  PRODUCTION 

Thailand 

3981 

13 

-14 

-15 

7.9 

93 

0.4 

214 

43 

815b 

8,6 

1 

83 

92 

RELIANCE  INDUSTRIES 

India 

3909 

8 

24 

27 

1.7 

11 

2.1 

2440c* 

370c* 

4194* 

16.0 

OH 

78 

LIBERTY  HOLDINGS 

South  Africa 

3794 

77 

4 

5 

1.9 

19 

2.6 

NA 

202 

15787b 

10  4 

e 

85 

1 00 

AMALGAMATED  BANKS  OF  SOUTH  AFRICA 

South  Africa 

3724 

6 

22 

25 

2.1 

14 

2.6 

NA 

253 

NA 

15  4 

€ 

86 

37 

DENTING 

Malaysia 

3661 

5 

-39 

-38 

2.7 

16 

1.1 

1033 

227 

2310b 

16. 5d 

87 

32 

RESORTS  WORLD 

Malaysia 

3650 

3 

-42 

-42 

3.9 

16 

1,7 

838 

227 

1202b 

23. 9d 

88 

129 

TEVA  PHARMACEUTICAL  INDUSTRIES 

Israel 

3648 

59 

33 

37 

6,6 

45 

0,6 

913 

70 

NA 

14.5 

4 

8Q 
09 

85 

ANGLO  AMERICAN  INVESTMENT  TRUST 

South  Africa 

3647 

36 

8 

1 1 

2.5 

10 

3.8 

NAc 

373c 

1381 

25.9 

2 

90 

40 

HM  SAMPOERNA 

Indonesia 

3635 

4 

-35 

-32 

6,3 

22 

1,4 

948 

152 

NA 

29.3 

4 

91 

74 

MANILA  ELECTRIC 

Philippines 

3600 

3 

-2 

-2 

2.0 

16 

2.5 

2164 

186 

1949b 

12.9 

1 

92 

139 

COREL 

Brazil 

3568 

15 

54 

65 

0,9 

19 

3.1 

1004* 

181* 

5829* 

4.8 

] 

93 

105 

ALFA 

Mexico 

3546 

6 

26 

34 

1,7 

8 

1.6 

3514 

496 

4974 

19.9 

7 

94 

NR 

TELECOMUNICACOES  DE  MINAS  GERAIS  (TELEMIG) 

Brazil 

3528 

142 

NA 

NA 

1.9 

13 

0,0 

997* 

237* 

NA 

14.9 

95 

NR 

BANK  OF  THE  PHILIPPINE  ISLANDS 

Philippines 

3473 

6 

25 

26 

NA 

23 

0.7 

NA 

151 

NA 

NA 

e 

96 

118 

UNIBANCO 

Brazil 

3456 

35 

28 

37 

1.5 

12 

3,2 

NA 

266 

NA 

13.2 

e 

97 

87 

VIDESH  SANCHAR  NIGAM 

India 

3456 

35 

-17 

-15 

3,9 

20 

0,4 

1231* 

112* 

NA 

19.3 

98 

104 

FIRST  NATIONAL  BANK  HOLDINGS 

South  Africa 

3395 

8 

17 

20 

2.7 

13 

2.3 

NA 

224 

NA 

20.3 

e 

99 

80 

GRUPO  FINANCIEROBANACCI 

Mexico 

3388 

2 

-5 

1 

1.4 

-52 

0,0 

NA 

-61 

2477 

NEG 

e 

100 

38 

PAKISTAN  TELECOMMUNICATIONS 

Pakistan 

3286 

1 

-45 

-36 

2.4 

10 

2.3 

936* 

315* 

NA 

23.2 
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HUH 


when  you  can  count 
on  a  telecom  company 
to  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professifinals  who 
not  only  understand  your  small  business,  but  eome 
up  with  new  ideas  to  help  it  perform  e\en  better.  The 
Sprint  Business  Solutions  Center  offers  a  Speeialist 
who  knows  you.  and  stays  in  touch  with  vour 
business  to  i^ut  enhanced  communications  to  work  For 
you.  They'll  even  .stay  ahead  of  your  needs  and  respond  to 
your  challenges  with  cu.stom  .solutions,  fn  today's  world, 
that  s  news     www.sprint.com     1-888  SPRINT  BIZ 


Sprint 


We  help  your  business  do  more  business 


Legal  Affairs 


GOVERNMENT 


GOING  BEYOND 
CITY  LIMITS? 


Municipalities  are  exercising  their  clout  on  social  issues-and  business  is  balking 


On  June  1,  the  city  of  San  Francis- 
co began  requiring  companies 
with  which  it  does  business  to  of- 
fer benefits  to  domestic  partners 
of  employees.  At  a  June  21  meeting  of 
the  Conference  of  Mayors,  Mayor  Ed- 
ward J.  Boyle  of  North  Olmstead,  Ohio, 
exhorted  his  fellow  leaders  to  pass  a 


pohce.  Local  governments  are  foisting 
theu'  social  vision  on  industry  by  passing 
bold  laws  that  give  them  a  say  in 
everything  from  human-rights  issues  to 
compensation.  Says  Dennis  Aftergut, 
chief  assistant  to  the  San  Francisco  city 
attorney:  "Like  any  private  company 
doing  business,  we  should  have  the  right 


LOCAL  ACTIVISM 

LIVING  WAGE  A  dozen 
cities,  including  Baltimore, 
Los  Angeles,  and  New  York, 
require  companies  doing 
city  business  to  pay  more 
than  the  minimum  wage. 

DOMESTIC  PARTNERS 

San  Francisco  is  demand- 
ing that  contractors  offer 
employees'  domestic 
partners  the  same  benefits 
that  workers'  spouses 
enjoy.  Los  Angeles  and 
New  Orleans  are  consider- 
ing similar  measures. 

SMOKING  From  Fort  Worth 
to  Lynn,  Mass.,  cities  are 
restricting  the  use,  sale, 
and  advertising  of  tobacco 
products. 

HUMAN  RIGHTS  Four 
counties  in  Northern 
California  ban  localities' 
purchase  of  goods  or 
services  from  companies 
with  ties  to  Burma. 

DATA.  BUSINESS  WEEK 


1 


resolution,  adopted  in  Febinary  by  his 
Cleveland  suburb,  that  would  ban  cities 
from  buying  goods  or  services  made 
with  child  labor  or  under  sweatshop 
conditions.  And  starting  on  July  1,  city 
contractors  in  New  Haven  must  pay 
workers  .$7.43  an  hour — $2.68  more  than 
the  federal  minimum  wage. 

These  days,  municipalities  are  push- 
ing their  clout  way  past  potholes  and 


to  decide  who  we  do  business  with  and 
on  what  terms." 

The  gi-owing  awareness  that  city  hall 
can  use  its  pocketbook  to  wield  power 
over  business — politically  and  economi- 
cally— is  leading  to  adoption  of  laws 
that  affect  how  multinational  corpora- 
tions fimction.  San  Francisco's  domestic- 
partners  ordinance,  for  instance,  states 
that  any  company  with  ties  to  city  busi- 


ness must  offer  all  its  employees, 
gardless  of  location,  the  same  benef 
that  married  workers  get.  Advocat 
of  such  initiatives  applaud  their-  swee 
ing  application,  noting  that  cities  mi 
fill  a  void  left  by  a  less  intervention 
federal  government.  "The  backdrop 
all  this  is  a  retrenchment  of  the  pub 
sector  playing  a  soc 
role,"    says  Amy 
Dean,  founder  of  Woi 
ing  Partnerships 
group   in    San  Jo; 
Cahf.,  that  pushes 
ing-wage  initiatives. 
TEST  CASE.  Opponen 
however,  say  this  tre 
is  worrisome:  It 
city  hall  play  natioi 
politics — a   role  th 
deem  inappropriate 
best  and  unconstituti( 
al  at  worst.  "How 
the  city  of  San  Fram 
CO,  with  a  jurisdiction 
49  [square]  miles,  pi 
a  law  that  has  an  i 
pact  across  the  U.  S 
asks  Brendan  Dolan 
lawyer  representing 
airiine  industry  in 
lawsuit  challenging 
Francisco's  domesl 
partner-  imtiative.  "W 
should  a  company  sorV 
where  in  Maine  be  s 
jected  to  San  Francic 
telling  them  how  o 
treat  their  employee ' 
In  what  could  be 
important  test  of  a  i 
nicipality's  power  to 
pose  social  regulation  on  business,  fc 
Air  Tr-anspoit  Assn.,  representing ;2 
airhnes,  challenged  San  Fr-ancisco's  )- 
mestic-partner  law  in  mid-May.  Ot'r 
companies,  including  BankAinerica,  i- 
cific  Telesis,  and  Chevron,  have  c& 
plied  with  the  ordinance,  but  the  li"- 
lines  say  feder-al  regulation  preemcs 
any  local  authority  over  the  industr. 
The  suit,  which  came  after  Uni;d 
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{\  nes  Inc.  negotiated  a  two-year  lease 
,l(  an  Francisco  International  Airport, 
I  I  serve  as  an  important  gauge  of 
!ai'  local  laws  can  go  when  it  comes 
(Icrally  regulated  industries  and 
iiuitional  coiporations.  United  main- 
that  upholding  the  law  would  in- 
i  iv  with  its  ability  to  serve  its  cus- 
;   j  s  because  it  inappropriately  links 
I  SI-  of  airport  gates  and  counter 
.  lo  providing  domestic  benefits. 
„  KLASH?  Elsewhere,  conflicts  may 
i  have  reached  the  courts,  but  com- 
;  ?s'  resentment  is  brewing.  In  New 
!  en,  George  B.  Clark  says  his  jani- 
1  service,  which  has  contracts  with 
I  'ity,  could  suffer  as  a  result  of  the 
.  \\  age  requirement.  Under  the  reg- 
>.  it  will  be  harder  for  Clark  to 
-  workers  $5.50  to  $6  an  hour 
ii  city  jobs  pay  more.  In  Fort 
\  h,  Michael  S.  Thomson,  a  restaura- 
who  fought  a  law  that  gives  restau- 
s  until  2000  to  either  ban  smoking 
.  theii'  premises  or  install  aii-pui'ifi- 
m  systems,  says  the  city  should 
;  to  municipal  matters.  "We're  not 
Ic,"  says  Thomson.  "This  is  my  pri- 
business."  He  says  a  new  ventila- 
system  would  cost  $15.000 — an 
unt  he  believes  many  businesses 
have  trouble  covering. 
F  course,  this  isn't  the  first  time 
3  have  thrown  their  weight  around, 
he  1980s,  many  localities  adopted 
restricting  investments  by  public 
.ion  funds  in  outfits  operating  in 
h  Aftica.  And  recently,  business  has 
sssfully  fought  back  several  initia- 
1  to  legislate  social  pohcy.  Last  fall, 
nstance,  Denver  voters  defeated  a 
sure  that  would  have  raised  the 
5  minimum  wage  to  $6.85  an  hour 
at  today,  activism  is  more  wide- 
ad  than  in  the  past  and  is  reaching 
ler  into  core  corporate  policy.  For 
s,  advocates  of  social  activism  say, 
janies  have  raked  in  tax  incentives 
subsidies  fi'om  municipalities  where 
want  to  do  business.  Now,  it's  pay- 
time.  Many  lawmakers  hope  cities 
find  more  ways  to  use  their  collec- 
buying  power.  Since  passing  his  no- 
itshop  ordinance,  for  instance.  North 
stead's  Boyle  has  seen  his  bill  pass 
ine  other  Cleveland  suburbs — and 
m  Francisco.  Although  the  mayors' 
ip  tabled  the  measure  for  further 
y,  he's  woi'king  on  signing  up  other 
s,  such  as  New  York,  Philadelphia, 
Austin,  Tex.  To  cntics  who  say  mu- 
>alities  are  overstepping  their  au- 
Ity,  Boyle  says:  "It's  not  that  local 
imment  shouldn't  be  doing  this.  It's 
all  governments  should  be."  UntO  a 
e  says  othei-wise,  business  can  ex- 
a  lot  more  of  the  same. 
y  Linda  Himelstein  in  San  Fran- 
),  with  bureau  reports 


(Advertisement) 


Brilliance  China  Automotive 


Brilliance  China  Automotive 
Holdings  Ltd.  (the  "Company") 
(NYSE:  CBA)  wos  established  in 
1992  to  own  a  51%  interest  in 
Shenyang  Jinbei  Passenger 
Vehicle  Manufacturing  Co.,  Ltd. 
("Shenyang  Automotive"),  a 
leading  manufacturer  and  dis- 
tributor in  the  grovi/ing  minibus 
market  in  China.  The  Company  was  the  first  with  opemtions 
solely  in  China  to  list  directly  on  the  New  York  Stock 
Exchange.  Shenyang  Automotive's  main  products  are  the 
low-priced  Standard  Minibus  and  the  luxury  Deluxe  Minibus. 
It  has  dominated  the  luxury  minibus  market  in  China,  and  in 
1996  successfully  launched  mid-priced  models  aimed  at  the 
fast  growing  minibus  market.  Shenyang  Automotive's  pmd- 
ucts  have  been  consistently  ranked  as  the  most  technologi- 
cally advanced  in  China. 


Take  Control. 


Quick  tips,  clever  shortcuts 
and  simple  advice  to  help 
make  the  most  of  every 
working  moment. 


Learn  how  to  turn  close 
encounters  of  the  worst 
kind  into  civil,  sane, 
productive  and  profitable 
exchanges. 


How  to  say  "No"  in  all 
kinds  of  situations  without 
alienating  or  annoying 
your  client,  coworker, 
subordinate,  or  boss. 


Smart  solutions  and  expert  advice  at  your  fingertips 


A  Diniion  o/  Vk McGraw  hiiUCampantei 
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HP  PICTURES 

The  king  of  computer  printers  is  set 
to  take  on  the  likes  of  Kodak  and 
Canon  and  carve  out  a  chunk  of 
the  $40  billion  photography  market 


It's  summer,  and  gadget  freaks  are 
on  the  prowl  in  photo  and  elec- 
tronics emporiums  for  a  hot  new 
camera  to  snag  young  Molly's  fii'st 
dive  off  the  high  board.  The  options 
are  many:  There's  Eastman  Kodak, 
of  course,  and  Nikon,  Canon, 
Hewlett-Packard.  Hewlett-Packard? 
The  printer  guys?  Say  what?  Say 
cheese,  says  hp — and  then  print  out 
that  smile  right  in  the  comfort  of 
your  own  home. 


Cover  Story 


Hewlett-Packard  Co.,  the  world's 
second-largest  high-tech  company, 
best  known  for  its  printers  and  pre- 
cision instruments,  is  an  imlikely  play- 
er in  the  hotly  competitive,  $40  billion 
photogi-aphy  market.  But  get  ready 
for  a  shootout,  hp's  recent  debut  of  a 
new  line  of  PhotoSmart  digital  pho- 
tography gear  is  just  the  beginning  of 
a  bold  new  strategy  that  will  pit  it 
against  the  snapshot  might  of  Kodak, 
Canon,  Fuji,  and  other  photo  kings. 

That's  not  to  say 
that  HP  expects  to 
sell  a  mountain  of 
cameras  right  away 
—or  ever.  Its  $399 
PhotoSmart  digital 
camera  is  little 
more  than  a  one- 
year-old  model  li- 
censed fi'om  Konica 
Corp.  that  doesn't 
eclipse  any  of 
the  camera  heavy- 
weights. Rather, 
hp's  camera  entry 
is  part  of  a  stealth 
approach  aimed  at 
turning  its  gear 
into  the  "home  dig- 
ital darkroom"  of 


the  future — piinting  out  neai"  lab-qual- 
ity snaps,  at  home,  in  as  much  time  as 
it  takes  to  brew  a  cup  of  coffee. 

If  hp  succeeds,  this  could  shake  up 
the  photo-film  industry  and  help  rev- 
olutionize the  way  camera  buffs  and 
amateurs  alike  clevelop,  distribute, 
even  use  what  we  will  increasingly 
call  "images"  rather  than  photos. 
Crows  hp's  ordinarily  staid  chief  ex- 
ecutive, Lewis  E.  Piatt:  "It  will  fun- 
damentally change  the  way  people 
think  about  photography." 

No  more  schlepping  to  the  photo 
store.  No  more  trips  back  for  dupli- 
cate prints.  And,  thanks  to  the  global 
reach  of  the  Internet,  no  more  drop- 
ping those  pi-ized  pictures  into  an  en- 
velope that  you  keep  forgetting  to 
mail  to  the  relatives.  PhotoSmart 
users  are  ah-eady  getting  a  glimpse  of 
what  lies  ahead.  Since  May,  these  cus- 
tomers have  not  only  been  snapping 
digital  pictures  but  also  plugging  ex- 
isting photos,  slides,  and  negatives 
into  a  personal  computer  with  hp's 
.$499  PhotoSmart  scanner.  Then,  with 
a  click  of  the  mouse,  the  $499  Photo- 
Smart printer  spits  out  a  crisp  snap. 

And  that's  just 
the  start.  Next 
year,  hp  will  push 
further  into  photo 
territory  when  it 
delivers  a  printer 
that  can  download 
pictiu'es  dii'ect  from 
a  digital  camera — 
no  more  mucking 
around  with  a  PC. 
And  then  comes  a 
battery  of  other 
whizzy  devices  over 
the  ne.xt  few  years, 
including  a  "digital 
mailbox"  that  will 
attach  to  the  Net 
so  you  can  zap  pho- 
tos and  other  im- 


PRINTING  NEW  MONEY 

PROJECTED  INDUSTRY  REVENUES  IN  2000 

IN  MILLIONS  OF  DOLLARS 


PRINTERS 

PAPER 

INK 

LARGE-FORMAT 
PRINTING 

Posters,  signs,  bill 

$566 
boards 

$1,800 

$2,700 

DIGITAL 

PHOTOGRAPHY* 

4,140 

148 

805 

COLOR  COPIERS 

3,120 

725 

2,060 

DIGITAL  PRESSES  120 

Direct  mail,  brochures, 
product  sheets 

148 

447 

TEXTILE  PRINTING 

Clothing,  fabrics 

36 

NA 

293 

•PHOTO-ONLY  PRINTERS 

DATA  IT  STRATEGIES 
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ages  into  the  homes  of  your  far-flung- 
family;  and  a  camera-celhilar  phone 
combo  for  taking  snaps  of  Timmy's 
game-winning  homer  and  speeding 
them  over  the  Net  and  into  Grand- 
ma's hands  before  he  even  takes  off 
his  muddy  cleats. 

Then  there's  what  hp  has  planned 
on  the  photo  front  for  businesses. 
Over  the  next  decade,  the  Silicon  Val- 
ley giant  plans  to  leverage  its  exper- 
tise in  computing,  its  commanding 
market  share  in  printing,  and  batches 
of  new  Net  technologies  simmering 
in  its  labs  to  turn  today's  workaday 
PC  printer  into  the  catchall  printing 
press  of  the  Infomiation  Age — chiun- 
ing  out  everything  from  professional 
quality  posters  to  brochures  for  elec- 
tronic publishers. 

"HP  MOMENTT'  Has  HP,  the  mild-man- 
nered high-tech  company  known  for 
its  pocket-protector  culture  and  gen- 
tlemanly ways,  gone  bonkers?  With- 
out question,  this  vdll  be  an  uphill 
battle.  HP  may  be  the  premier  PC 
printer  company,  but  it  has  yet  to 
prove  itself  beyond  the  computer- 
savvy  crowd.  For  this  strategy  to 
take  hold,  hp  must  not  only  leam  the 
ropes  of  the  mass  consumer  market — 
which  is  already  strewn  with  genera- 
tions of  yellow-and-black  film  boxes — 
but  it  must  persuade  consumers  to 
change  then-  old  photo  ways.  Just  so, 
says  Kodak  cfx)  George  M.  C.  Fisher. 
"I  find  the  idea  that  hp  is  somehow 
going  to  take  over  photogi-aphy  some- 
what humorous,"  he  snorts.  "People 
know  what  a  Kodak  moment  is,  but 
an  hp  moment?  I  don't  think  so." 

He  has  a  point.  While  Fisher  con- 
cedes new,  low-cost  printei's  from  hp 
"will  validate  the  market  for  desk- 
top photogi-aphy,"  he  is  adamant  that 
Kodak — not  HP — is  the  company  best 
poised  to  reap  the  benefits  of  a  photo 
revolution  (page  108).  For  one  thing, 
Kodak  is  putting  more  than  $500  mil- 
lion a  year  into  digital  photogi-aphy — 
about  10  times  hp's  investment.  And 
Kodak  offers  a  range  of  digital  cam- 
eras, including  the  much-lauded  $999 
DC  120. 

What's  more,  Kodak  is  no  slouch 
when  it  comes  to  the  picture  jwssibil- 
ities  in  cyberspace.  The  photo  giant  is 
planning  a  host  of  new  digital  prod- 
ucts that  include  a  Net-based  service 
due  out  this  year  called  Kodak  Pic- 
ture Network.  This  service  will  let 
Netizens  store  their  photos  on  the 
Web  for  a  $4.95  monthly  fee  so 


IMAGE  CONSCIOUS:  CEO  Piatt  aims 
to  revolutionize  photofinishing  with 
iteiv  digital  equipment  and  services 


BUSINESS  WEEK  /  JULY  7,  1997  101 


FILM?  PHOTO  SHOP? 
WHO  NEEDS  'EM? 


AT  SONNY'S  HOUSE  HP,  along  with  many  oth- 
er companies,  sells  digital  cameras  so  shutter- 
bugs  can  easily  crop,  print,  and  save  photos  on 
their  home  PCs.  HP  and  its  partners  are  devel- 
oping technology  so  photo-quality  images — not 
the  grainy  Internet  pics  of  today — can  be 
zapped  over  the  Web  with  a  few  mouse  clicks. 


DiGITAi.  CtJSINER 

Given  the  poor  reso- 
lution and  high 
price  of  today's  digi- 
tal cameras,  this 
will  be  HP's  biggest 
market  near-term — 
scanning  precious 
old  photos  into  PCs, 
where  they  can  be 
cleaned  up  and  put 
online. 


AT  GRANNY'S  HOUSr 

The  digital  mailbox,  a  i,i 
on  to  today's  printer,  m 
be  an  easy-to-use,  VCFl 
appliance  for  the  livinj* 
Attached  to  the  TV,  it  jj 
deliver  not  just  photos 
greeting  cards,  photo- 
product  brochures,  am 
articles  from  the  latesi 
tion  of  Needlepoint  To 


friends  can  then  view  or  download 
them.  "It's  going  to  be  an  explosive 
business,  and  we're  going  to  be  a 
primary  source,"  vows  Fisher. 

But  not  the  printing  source,  coun- 
ters Piatt.  Tliis  is  Kodak's  blind  spot. 
Although  the  photo  giant  offers  more 
than  100  digital  products,  it  has  no 
home  printer.  Fisher,  however,  says 
Kodak  might  one  day  make  a  printer 
or  license  an  existing  model  to  resell 
under  its  own  name  should  the  home 
photo-quality  printer  market  take  off. 
BILLIONS  OF  SNAPS.  HP  has  no  doubt 
it  will.  HP  is  convinced  digital  pho- 
tography will  be  a  red-hot  market — 
but  not  one  that  destroys  the  old- 
fashioned  way  of  taking  snaps. 
Indeed,  HP  expects  that  digital  tech- 


Cover  Story 


niques  will  expand  the  number  of 
photos  from  60  billion  a  year  today  to 
hundreds  of  billions  in  five  years.  By 
then,  50%  will  be  printed  at  home, 
says  hp's  Vyomesh  Joshi,  general 
manager  of  the  home  imaging  divi- 
sion. And  HP,  natch,  is  banking  its 
printers  will  handle  the  bulk  of  them. 

Sound  far-fetched?  Not  when  you 
consider  HP's  track  record  for  tinning 
niches  into  huge  markets.  Take  Inkjet 
printing.  In  the  early  1980s,  it  was 
messy  and  inferior,  but  hp  kept 
tweaking  it,  developing  retail  out- 
lets, and  hammering  at  costs.  Today, 
hp  is  the  No.  1  maker  of  Inkjet  print- 


ers, an  $8.6  billion  market  in  1996, 
which  accounted  for  70%  of  all  com- 
puter printers  sold.  And  then  there's 
desktop  publishing.  When  hp  leapt  in 
with  laser  printers  in  the  mid-1980s, 
commercial  printers  laughed.  But 
within  a  few  years,  small  businesses 
and  consumers  were  dashing  off 
newsletters  and  party  invitations. 
"Once  you  put  technology  in  people's 
hands,  they  will  find  more  things  to 
do  than  you  can  imagine,"  says  Joshi. 

Besides,  to  heai-  Piatt  tell  it,  hp  can 
win  big  even  if  competitors  don't  lose. 
HP  is  ramping  up  spending  for  its 
grand  scheme:  The  Inkjet  division, 
wliich  is  at  the  heart  of  its  imaging 
plan,  expects  to  more  than  double  its 
plant,  research  and  development,  and 
marketing  investment,  to  $7.5  billion, 
over  the  next  four  years.  But  Piatt 
says  HP  would  have  spent  much  of 
that  on  its  printers  anyway.  So,  even 
if  digital  photography  doesn't  gobble 
up  the  film  and  photo-processing  mar- 
ket, just  a  5%  to  10%  share  would  be 
a  boost  for  hp.  "I  don't  know  if  digital 
photogi-aphy  will  ever  be  90%-  of  the 
market,"  says  HP  Cliief  Financial  Offi- 
cer Robeit  P.  Wayman.  "But  the  op- 
portunity is  so  big,  I  don't  care." 

HP  could  use  a  boost.  Faced  with 
slowing  growth  in  its  core  printing 
business  and  lackluster  peribrmance 
from  its  computers,  the  company  is 
feeling  the  heat.  Wall  Street  drove 
its  shares  down  11%,  to  52,  following 
the  May  16  announcement  that  rev- 
enue growth  for  the  second  quarter 


had  slowed  to  just  5%,  fi'om  339 
the  same  quarter  a  year  ago- 
fourth  disappointing  quarter  in  a  i 
In  part,  HP  is  a  victim  of  its  own 
cess:  It  claims  45%  of  the  Inkjet  pi 
er  market — double  that  of  its  clo 
competitor,  Canon.  And  in  laser  pi 
ers,  it  has  a  staggering  62%  sh 
"They've  got  the  Campbell's  S' 
problem,"  says  Morgan  Stanle; 
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AT  BUSINESSES  Publishers  that  want  to  deliv 
er  information  electronically,  rather  than  pay 
postage  or  delivery  costs,  would  need  power- 
ful image  servers.  Ditto  for  retailers  that  want 
to  send  the  latest  coupon  or  brochure  to 
their  customers — or  photo  shops  that 
want  to  store  customer  photos  online. 


analyst  Steven  M.  Mi- 
vich.  "They  own  their 
gories." 

nd  overall  growth  m 
e  categories  is  slowing, 
ter  sales  growth  dropped  to  6% 
)96,  from  16%  the  previous  year, 
rding  to  International  Data  Corp. 
even  bigger  problem:  Falling 
;s  for  inkjet  printers  lowered  hp's 
ap-  revenue  growth  last 

year,  even  though 
unit  sales  grew 
by  40%. 

That's  why  HP  is 
l)ulling  out  the  stops 
to  drive  up  printer 
usage.  It's  marketing 
as  never  before  to  its 
50  million  current 
customers  to  get 
them  to  soak  up 
more  ink  and  paper 
each  year.  And  the 
company  is  exploring 
every  possible  imag- 
ing opportunity,  from 
digital  photography 
to  the  tiniest  of  nich- 
es— like  bakery  sup- 


plier Sweet  Art  Co.,  of  Lenexa, 
Kan.,  which  sells  printers  for  deco- 
rating cakes. 

What's  behind  all  this  razzle-daz- 
zle? Credit  the  inkjet  printer  technol- 
ogy developed  decades  ago  but  im- 
proved upon  by  an  hp  skunkworks 
team  holed  up  in  a  mop  closet.  It  may 
seem  humdrum,  but  inkjet  cartridges 
are  based  on  supersophisticated  tech- 
nology: They  use  semiconductors  to 
heat  himch'eds  of  tiny  chambers  of  ink 
until  a  bubble  gi-ows  and  bursts,  forc- 
ing ink  out  a  nozzle  no  wider  than  a 
fi-action  of  a  human  hair.  Tliis  tech- 
nology has  gone  through  a  metamor- 
phosis involving  increasingly  efficient 
and  reliable  micromechanics  and  liigh- 
speed  manufacturing,  thanks  to  hp's 
investment  of  more  than  $500  million 
each  year.  Although  Epson  America 
Inc.  has  a  related  technology  called 
Piezo  that  can  now  put  down  more 
dots  per  inch  than  hp's  thermal  inkjet 
process,  hp's  reliability  has  helped  it 
dominate  the  desktop  printer  market. 

Now  the  inkjet  cartridge  is  not 
only  at  the  heart  of  the  PhotoSmart 
printer,  but  it's  the  key  weapon  in 
the  bulk  of  new  imaging  products  hp 


If  HP  pulls  off  its  grand  plan,  the 
lucrative  paper  and  ink  business 
could  grow  50%  a  year  over  two  years 

PEREZ'  GOAL:  TRIPLE  HP'S  PORTFOLIO  OF  INKJET  PRINTERS 


ON  THE  ROAD  HP  envi- 
sions hybrid  camera/cell 
phones  and  is  developing 
technology  so  pictures 
could  be  easily  sent  over 
the  airwaves  to  a  printer 
or  image  server. 


is  planning.  And  that,  say  hp  execs, 
could  lead  to  an  ink-and-paper  cash 
cow  that  would  make  Coca-Cola  Co. 
or  Gillette  Co.  proud.  In  1996,  print- 
ers accounted  for  an  estimated  $11.6 
billion  in  revenues,  or  30%  of  hp's 
$38.4  billion  in  total  sales.  If  all  goes 
as  HP  plans,  analysts  say,  hp's  printer 
business  could  grow  15%  each  year 
over  the  next  five  years. 
MEGA  MARGINS.  P.u't  the  real  payoff  is 
in  printer  paper  and  ink.  Considei- 
tliis:  A  snapshot  uses  10  times  the  ink 
of  an  average  text  page,  and  an  8-by- 
10-inch  picture  uses  20  times  the  ink. 
Today,  inkjet  supplies  are  just  5%-  of 
hp's  revenues,  say  analysts.  But,  with 
gi'oss  margins  of  67%-,  vs.  33%  for  the 
overall  company,  they  account  for  a 
stunning  25%  of  hp's  profits.  If  hp  ex- 
ecutes its  gi'and  plan,  the  paper  anfl 
ink  business  could  grow  50%-  a  year 
over  the  next  two  years,  says  analyst 
Jolm  B.  Jones  Jr.  of  Salomon  Brothers 
Inc.  "If  we  can  get  people  to  print 
one  extra  color  page  a  week,  we  can 
double  the  size  of  our  paper  and  ink 
business,"  says  Srinivas  Sukumar, 
head  of  hp's  Internet  Imaging  gToup. 

That  has  some  experts  salivating. 
While  the  company's  sales  growth 
dropped  to  between  5%  and  12%'  in 
the  past  tln-ee  quarters,  CFO  Wayman 
says  inkjet  printing,  along  with  a  new 
push  in  enterprise  computing,  could 
fuel  annual  growth  of  16%.  to  19%.  for 
the  next  five  years.  At  that  rate,  says 
analyst  Jones,  hp  could  supplant  IBM 
as  the  largest  tech  company  by  2004. 

It  will  take  much  to  get  there.  This 
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AN  YOU  PLUG 
ALL  TYPES  OF  F 
NTO  ONE  TYPE 
F  COMPUTER? 


^yl997  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Where  do  you  want  to  go  today?.  Windows  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corpcaor^ 


After  all,  people  are  different.  Jobs  are  different.  Companies  are  different.  And  people 
need  different  types  of  computers  to  get  their  jobs  done.  Some  need  powerful  PC's  and 
workstations.  Some  need  light  and  powerful  laptops.  Some  need  hand-held  devices.  Some 
need  simple  terminals  running  off  a  network.  And  some  need  a  combination  of  machines. 

Computers  must  be  different  to  meet  the  different  demands  people  have  in  their  jobs. 

And  the  reason  computers  can  be  different  is  because  Microsoft'  Windows  is  the  same. 

This  benefits  everyone  in  your  organization.  If  you're  the  one  actually  using  the  computer, 
for  example,  Windows  looks  and  acts  the  same  familiar  way  wherever  you  see  it,  so  you 
can  move  from  one  device  to  another  without  having  to  learn  anything  new. 

If  you're  the  one  managing  the  computer  system,  the  Windows  platform  makes  your 
life  automatically  simpler;  you  can  deploy  different  systems  in  different  departments  for 
different  jobs  and  maintain  them  as  if  they're  the  same. 

And  if  you're  the  one  paying  for  the  system,  you  spring  for  just  as  much  computing  power 
as  you  need  for  each  employee.  Not  less,  not  more.  And  your  employees  end  up  with  the 
tools  they  need  to  get  their  jobs  done. 

Windows  is,  above  all,  flexible. 

So,  let's  rephrase  the  question.  Can  you  plug  all  types  of  people  into  one  operating  system? 
Yes. 


Where  do  you  want  to  go  today?'  www.microsoft.com/windows/ 


HP  has  to  overcome  entrenched 
consumer  habits.  Will  shutterbugs  really 
prefer  the  home  printer  to  the  photo  shop? 

IN  THE  LABS:  FUTURISTIC  DESKJETS,  CODE-NAMED  SCARAB 


strategy  not  only  I'etiuires  flawless  ex- 
ecution, but  hp's  technical  wizards 
must  crank  out  new  products  at  a  fu- 
rious pace  to  keep  its  paper-and-ink 
gold  nune  on  the  upswing.  Inl^jet  cliief 
Antonio  M.  Perez  vows  that  by  2000, 
hp's  portfolio  of  inkjet  printers  will 
triple,  to  150,  including  kids'  models 
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and  futiu-istic  designs  now  in  hp's  labs. 

The  newest  addition:  a  DeskJet 
that's  designed  to  work  with  Microsoft 
Corp.'s  WebTV  settop  box  rather  than 
a  PC.  With  this  printer,  due  out  this 
year,  even  neophytes  surfing  the 
World  Wide  Web  can  plan  an  evening 
out  by  ([uickly  finding 
and  then  printing  out 
a  current  movie 
guide.  HP  is  hoping  to 
make  that  as  easy  as 
flipping  channels  by 
working  with  tv  man- 
ufacturers to  add  a 
"print"  button  as  a 
standard  remote  con- 
trol feature. 
OLD  HABITS.  But  per- 
haps the  biggest  chal- 
lenge to  this  new 
imaging  push  is  that 
HP's  marketers  must 
start  thinking  like 
sneakei-  and  soda-pop 
peddlers.  That's  be- 
cause success  will 
mean  not  only  pro- 
viding cool  tools  but 
making  sure  they 
aren't  so  complicated 
that  customers  get 
spooked.  The  early 
returns  on  the  Photo- 
Smart line,  for  exam- 
ple, show  kudos  for 
the  devices'  high 
quality,  but  even  hp 
has  admitted  the 
scanner  is  a  headache 
to  hook  up.  Andrew 
E.  Tallian,  hp's  North 
American  consume)- 
marketing  manager, 
says  that  HP  has  a  lot 
to  learn  about  talking 
directly  to  consumers. 


"We're  like  Neanderthals,"  he  say-. 

Even  if  HP  figures  out  how  to  cater 
to  the  masses,  it  may  still  be  thwaited 
by  entrenched  consumer  habits.  In- 
stead of  dropping  film  off  at  the  photo 
stoi'e,  HP  is  convinced  you'll  prefer  to 
zap  your  snaps  into  a  home  printer. 
And  then  there's  getting  consumers  to 
routinely  use  the  Net  to  swap  photos 
with  loved  ones.  Ridiculous,  says  Hi- 
rozo  Ueda,  executive  vice-president  of 
Fuji  Photo  Fibn  Co.  "People  don't  have 
so  much  time  to  mess  around  with 
home  printing,"  he  says. 

Today,  digital  photo  gear  is  a  $3 
bilhon  business — ^just  a  fraction  of  the 
total  photo  market,  according  to  cap 
Ventiu'es  Inc.  That  has  as  much  to  do 
with  technology  as  it  does  consumer 
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habits.  For  starters,  digital  cam 
have  been  no  match  for  their  • 
tech  brethren — and  won't  be  fo 
least  five  years,  say  analysts.  I 
pictures  taken  with  Kodak's  D( 
camera  have  just  1  million  pixels 
short  of  the  20  million  in  the  ave 
35  millimeter  snapshot.  And 
360,000-pixel  PhotoSmart  camei, 
even  worse.  What's  more,  di{ 
prints  tend  to  fade  in  direct  sun, 
they're  more  expensive:  A  4-b 
inch  silver  halide  print  costs  80 
50(2  for  a  PhotoSmart  snapshot. 

But  behind  the  scenes,  hp  is  har 
work  on  fixes.  Insiders  say  it  h 
digital  camera-pri 
combo  in  the  labs 
will  break  the  1 
lion-pixel  mark 
$1,000  next  year. 
hp's  paper  imit  is 
diing  with  ink  ma 
on  longer-lasting 
hp  execs  also  ir 
that  getting  the 
of  a  digital  print 
low  silver  halid 
just  a  matter  of  t 
"After  all,  they 
to  use  silver,  and 
don't,"  says  hp's  Ji 
There  are  signs 
owners  are  prime 
give  home  photo 
phy  a  shot.  A  st 
of  19,000  househ 
by   IDC  shows 
number  of  PC  ow: 
who  want  to  use  t 
computers  to  s' 
pictiD'es  rose  from 
in  1995  to  9%  in 
and  could  liit  18% 
year. 

hp  also  is  d( 
some  heavy  liftin 
get  more  high-res 
tion  images  onto 
Net.  Today,  most 
line  images 
grainy  pictures 
just  72  bits  of  ir 
mation — any  ir 
would  mean 
waits  for  irrita 
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new 


M  ere  h  an  d i  s 


Working  "round  the  clock  to  bring  you  fresh  Bell  Labs  innovations. 
Just  in:  New  Internet  Telephony  Servers,  Enable  calls  over  Net  using 
ordinary  phones/faxes  (elemedia"  adds  great  sound)- 
Plus,  55  Kbps  modem  chip  sets.  Can  make  accessing  Net  over  regular 
phone  lines  2  x  faster.  Also  m  stock:  better-sounding  wireless  systems; 
new  longer-range  cordless  phone.  More  breakthroughs  on  the  way. 
(Tomorrow,  the  day  after,  etc.) 


d  ai 


2  patents  every  24  hours. 


We  make  the  things  that  make  communications  work.' 


ucent  Technologies 


Web  surfers.  So  hp  joined  with  Ko- 
dak, Microsoft,  and  Live  Picture,  a 
Scotts  Valley,  Calif.,  software  maker, 
to  develop  a  technology  called  Flash- 
Pix that  hit  the  market  last  summer. 
FlashPix  enables  an  image  to  be  sent 
over  the  Net  in  any  of  four  levels 
of  resolution — giving  Netizens  a 
choice.  That  wipes  out  the  fiustration 
for  unknowing  Web  surfers  and  en- 
courages Web-site  operators  to  post 
the  snazzy  stuff. 

NO-BRAINER.  Now  HP  is  going  a  step 
further,  with  a  set  of  technologies 
code-named  OpenPix.  With  these, 
software  developers,  who  create  all 
those  digital  images,  will  no  longer 
have  to  convert  their  existing  cre- 
ations into  a  special  FlashPix  for- 
mat. Instead,  OpenPix  makes  the 
miUions  of  existing  computer  images 
Net-ready. 

Such  technologies  are  crucial  to 
hp's  gi-and  plan  for  widespread  elec- 
tronic distnbution  of  all  types  of  im- 
ages via  the  Web.  Today,  for  exam- 
ple, HP  is  tiying  to  find  ways  to  help 
publishers  of  everything  from  junk 
mail  to  glossy  magazines  deliver  theii- 
goods  online.  For  some  businesses, 
it's  a  no-brainer  Electronic  delivery 
would  wipe  out  postage,  printing, 
and  distribution  costs.  And,  since 
there's  no  need  for  setup  time  on 
printing  presses,  publishers  could 
quickly  customize  their  offerings — 
say  a  car  brochure  with  all  the  mod- 
els in  a  customer's  favorite  color 

To  help  make  this  a  reality,  hp 
plans  to  roll  out  a  new  technology 
in  August  called  JetSend,  which  will 
extend  home  and  small-business 
printing  to  the  masses  who  don't  own 
PCs.  JetSend-compatible  printers  will 
attach  directly  to  a  phone  line  and 
have  a  Net  E-mail  address,  just  hke 
a  PC.  "My  customers  wouldn't  even 
have  to  log  on,"  says  Stephanie  Ser- 
rino,  business  manager  of  The  New 
York  Times'  TimesFax  service,  which 
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Soon,  travelers  may  be  able  to  print  out 
E-mail  and  other  info  at  the  airport  or 
hotel  with  the  swipe  of  a  credit  card 

MY  FIRST  INKJET?  MOCKUP  OF  AN  HP  KID  PRINTER 


delivei-s  an  8-page  synopsis  of 
the  newspaper  to  subscribers. 
Unlike  a  fax,  the  material  will 
print  in  high  resolution  and  in 
color — and  for  the  publisher,  it's  a 
free  call,  just  like  E-mail. 

hp  believes  customers  are  hungry 
for  this  kind  of  convenience.  So  start- 
ing this  summer,  execs-on-the-go  vdll 
be  able  to  drop  into  one  of  the  150 
Kinko's  outlets  across  the  country 


that  have  hp  large-format  print 
download  their  design  work  off 
Net,  and  print  it.  No  more  lugj 
poster-size  presentations  on 
plane — ^just  pick  them  up  at  the  1 
copy  shop  when  you  get  where  yo 
going.  The  oversize  color  prin 
market  "is  a  $10  billion  business 
somebody  by  2000,  and  we're  goin 
get  it  with  hp,"  vows  Wendell 
son,  operations  chief  of  Kinko's  Ii 


WHAT  KODAK  IS  DEVELOPING 
IN  DIGITAL  PHOTOGRAPHY 


Eastman  Kodak  Co.  holds  a  com- 
manding lead  in  the  photography 
market.  But  in  the  Digital  Age, 
not  even  the  mightiest  companies  are 
safe.  Kodak  Chairman  George  M.  C. 
Fisher,  I'ecruited  in  1994  from 
Motorola  Inc.,  knows  that  all  too  well. 
He's  pushing  the  $16  billion  company 
to  act  more  like  a  Silicon  Valley  start- 
up. How?  By  rolling  out  new  digital 
products  every  six  months.  With 
sales  of  high-tech  gear  such  as  digital 
cameras  and  scanners  already  at  $1.5 
billion  and  surging  25%  last  year,  he's 
pumping  nearly  half  of  Kodak's  annu- 
al $1.1  billion  research  and  develop- 
ment budget  into  the  digital  future. 
Says  Fisher:  "There's  a  tremendous 
opportunity  to  expand  the  whole 
[photography]  category." 

You  bet.  And,  by  the  way,  Hew- 
lett-Packard ChaiiTOan  Lewis  E.  Piatt 
thinks  so,  too.  But  Fisher  and  Piatt 
could  hardly  be  further  apart  on  their 
images  of  the  future.  Sure,  hp  is  go- 
ing head-to-head  against  Kodak  with 
digital  cameras,  scanners,  and  Inter- 
net services.  But  Piatt  thinks 
Hewlett-Packard's  printer  technology 
vdll  snatch  a  major  shar'e  of  the 
emerging  digital  markets  from  tradi- 
tional film  providers.  Fisher,  on  the 
other  hand,  thinks  hp's  printer,  along 
with  a  wide  ari-ay  of  new  digital  pho- 
tography products  and  services  from 
Kodak  and  other's,  will  spur  sales  of 
Kodak  film  and  boost  Kodak's  profits 
by  at  least  10%  a  year. 


Is  the  printer  going  to  rep 
photo  lab,  a  fixture  of  daily 
mor"e  than  100  years?  Nonse: 
Fisher,  hp,  he  suggests,  "is  p 
caught  up  in  the  hype  of  the 
try."  Still,  with  the  mid-May 
its  $499  PhotoSmart  printer, 
tacked  Kodak  at  a  potentiall; 
ble  spot:  the  mar'ket  for  phot 
home  printers.  Kodak  makes 
for  neariy  every  segment  of 
market  save  this  one. 

But  Fisher  isn't  worried.  B 
Kodak  engineers  working  to 
steady  flow  of  new  products  : 
sumers,  retailers,  and  profess 
that  offer  a  wide  aiTay  of  opt 
organizing,  viewing,  improvin, 
sharing  pictui'es.  Kodak's  visii 
eludes  everything  from  camer 
ers,  scanners,  software,  and  f 
tiuTi  the  home  PC  into  a  digit; 
room,  to  digital  services  that 
accessed  at  home  or  in  retail 
"The  advantage  we  have,"  sa 
"is  we  touch  everybody's  pict 

If  Fisher  has  his  way,  the 
will  be  true  in  cyberspace.  1 
year;  the  Kodak  Picture  Nel 
will  debut.  For  $4.95  a  moni 
sumers  will  be  able  to  down 
ily  photos  scanned  at  home 
retailer  and  manipulate  ther 
either  off-the-shelf  software 
Adobe  Photo  Shop,  or  Koda 
war-e,  including  a  program  f 
nating  r-ed-eye  that  can  be  ( 
loaded  and  used  for  a  fee.  Cl 


I 


lat's  just  a  slice  of  what  the  Net 
!S  possible,  hp  is  noodling  smart- 
equipped  kiosks  for  airports  and 
1,  for  example,  so  executive  road 
iors  can  collect  printouts  of  theii- 

E-mail,  magazine  articles,  or  di- 
ms to  their  hotel — all  vdth  the 
;  of  a  credit  card,  hp's  Apr.  23 
sition  of  smart-card  device  com- 

VeriFone  Inc.  was  a  major  step 
rd  making  this  a  reality.  "We 
.  have  50%  share  of  the  Pc:  printer 
et  today,  but  we  have  only  1%  to 
f  the  printing  opportunity,"  says 
Perez. 

rt  and  parcel  of  expanding  in 
the  consumer  and  small-busi- 
markets  is  making  these  prod- 
more  visible  and  available.  In  a 
it  deal  with  retailer  Fred  Meyer 


Inc.  in  Seattle,  hp  Inkjet  cartridges 
are  now  stocked  along  with  gift  wi'ap 
and  phone  cords.  Indeed,  hp  plans 
to  make  Inkjet  cartridges  as  easy  to 
find  as  film  by  expanding  distribu- 
tion from  7,000  computer  and  office 
supply  stores  today  to  100,000  or 
more  outlets  by  2002,  including  gro- 
ceries, pharmacies,  and  department 
stores.  Of  course,  that  will  only  work 
if  HP  can  cut  cartridge  costs  from 
around  .$30  today  to  a  price  more  in 
line  with  film.  "We  have  to  make 
Inkjet  printing  dirt  cheap,"  says 
Perez. 

And  this  fall,  hp  plans  to  unveil  a 
campaign  to  shift  its  reputation  as  a 
reliable  nerd  into  something  more 
akin  to  General  Electric  Co.'s  "We 
bring  good  things  to  life."  An  early 


peek  at  this  new  hp  came  on  June 
25  at  Pier  59  Studios  when  it 
marched  out  comedian  Penn  Jillette 
and  lookalikes  of  Jeny  Seinfeld  and 
pal  Elaine  to  pitch  hp's  gi'and  imaging 
plan.  "It's  not  exactly  naked  dancing- 
girls,  but  it's  a  different  approach  for 
HP,"  says  Internet  marketing  chief 
William  J.  Murphy. 

Not  only  different,  it  could  be  the 


Cover  Story 


start  of  an  ambitious  new  strategy 
to  define  an  hp  moment. 

By  Peter  Burrows  in  Palo  Alto, 
Calif.,  with  Geoffrey  Smith  in 
Rochester,  N.  Y.,  and  Steven  V.  Bnill 
in  Tokyo 


iither  print  the  pictures 
ne  or  have  high-quality 
ie  by  sending  them  elec- 
to  a  local  photo  shop  or  a 
)dak  lab. 

turn  of  the  century,  predicts 
75  billion  photos  taken  an- 
be  digitized  at  local  photofin- 

I  consumers  will  receive  tra- 
•ints  and,  for  a  small  extra 
jnic  access  to  their  pictures, 
'isher  maintains  that  con- 

II  continue  to  take  the  ma- 
,heir  snapshots  using  tradi- 

because  it  will  remain  the 
;  and  highest-quaUty  method 


of  taking  pictures  for  the  next  decade. 

Still,  the  digital  world  is  coming, 
even  for  the  computer-wary.  Kodak 
execs  say  consumers  won't  need  a  PC 
to  reap  the  benefits  of  high-tech  pho- 
togi-aphy.  Kodak  has  already  installed 
10,000  Image  Magic  Print  Stations  at 
retailers  and  plans  to  install  another 
20,000  by  next  year  That  way,  rela- 
tives who  five  far  away  can  go  to  an 
Image  Magic  station,  use  the  Kodak 
Internet  service  to  call  up  an  image 
on  the  Web,  fiddle  vidth  it  to  their  lik- 
ing, and  print  it  on  the  spot. 

Even  the  digital  cameras  are  be- 
ing improved  upon.  Today  Kodak 


TWO  DIFFERENT  FOCUSES 


HEWLEH-PACKARD 


KODAK 


THE  PLAN 


)le  to  print  photos  at  home 

'  photo  printers,  ink,  and  paper. 


Combine  the  high  quality  of  film  with  loads 
of  digital  products,  including  the  ability  to 
store,  edit,  and  order  reprints  on  the  Net. 


DIGITAL  CAMERAS^ 


3  year-old  model  made  by 
or  $399. 


A  line  of  top-rated  models,  from  professional 
to  cheapies. 


OTHER  PHOTO  GEAR 


>9  PhotoSmart  scanner  lets 
ir  buffs  scan  old  snapshots, 
r  negatives  into  their  PCs. 


A  range  of  equipment,  including  film- 
processing  gear  and  high-speed  scanners, 
so  photo  shops  can  offer  digital  services. 


INTERNET  STRATEGY 


t  standards  to  make  it  easy  to  zap 
iiity  photos  across  the  Web.  Also 
photo  labs  provide  online  storage 
for  shutterbugs  who  don't  want  to 
their  hard  drives. 


Become  the  top  Web  source  for  photography 
services  on  the  Net.  Consumers  can  access 
numerous  digital  services  through  Kodak's 
Picture  Network  site  for  a  monthly  fee 
of  $4.95. 


DATA,  COMPANY  REPORTS 


sells  a  wide  range  of  these  gizmos, 
priced  from  $199  to  $20,000,  netting 
the  company  a  25%  share  of  the 
market.  Now  Kodak  is  exploring  a 
range  of  new  gear,  including  cameras 
that  can  send  pictures  over  cellular 
phones  and  photo-quality  fax  ma- 
chines. "Digital  technology  is  going 
to  create  a  whole  new  way  of  taking 
pictures,"  says  Robert  Unterberger, 
president  of  Kodak's  Digital  &  Ap- 
plied Imaging  unit. 

Still,  analysts  say  it  will  be  years 
before  home  photo  printing  becomes 
as  easy,  inexpensive,  and  high-quality 
as  traditional  photo  processing.  The 
reason:  Manipulating 
photos  on  a  computer 
may  be  convenient, 
but  it's  also  time-con- 
suming. "The  real 
question,"  says 
Steven  Hoffenberg, 
director  of  the  digital 
photo  advisoiy  ser- 
vice at  Lyi'a  Inc.,  a 
Newtonville,  Mass., 
consulting  firm,  "is 
whether  people  pre- 
fer to  make  their  own 
prints  at  home  or 
drop  off  negatives 
and  memoiy  cards  at 
retailers."  His  view: 
Kodak  is  primed  to 
play  both  sides  of  the 
market. 

But  as  Fisher  un- 
derstands, in  the  dig- 
ital age,  advantages 
can  disappear  in  a 
flash. 

By  Geoffrey  Smith 
in  Rochester,  N.  Y. 
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STRATEGIES 


HEALTH  CARE'S 
KINDER  CONQUEROR 

Quorum  allays  community  fears-unlike  rival  Columbia 


By  his  own  admission,  Paul  "Pete" 
Strobel  doesn't  know  beans  about 
for-pi-ofit  health  care.  But  the  87- 
year-old  retired  steelworker  does 
know  one  thing:  He  hates  Columbia/HCA 
Healthcare  Corp.  Strobel  organized  a 
petition  drive  to  keep  the  giant  hospital 
chain  from  buying  his  hometown  hos- 
pital in  Massillon,  Ohio,  fearing  that  Co- 
lumbia would  shut  it  down.  "I  did 
everything  in  the  world  to  get  that  out- 
fit out  of  town,"  he  says. 

In  that  sort  of  grassroots  opposition, 


which  Columbia  faces  in  community  af- 
ter commimity,  lies  opportimity  for  Quo- 
rum Health  Group  Inc.,  a  Brentwood 
(Tenn.)  comjjany  that  has  styled  itself  as 
the  nice-guy  hospital  chain.  In  April, 
Columbia  was  forced  to  rescind  an  offer 
for  Massillon  Community  Hospital  by 
the  Ohio  attoniey  general.  Now,  Quo- 
inm  is  the  odds-on  favorite  to  win  when 
new  bids  are  collected  this  summer. 

Quonim  has  always  taken  a  low-key 
approach  to  acquiring  hospitals  and  as- 
similating them  into  the  corporate  fold. 


By  contrast,  Columbia  has  often:: 
nerved  target  companies  with  its  i 
tence  on  tight  centralized  control  as 
as  offended  local  citizens  with  its  s( 
cy  and  take-it-or-leave-it  negoti: 
style.  Now  it  is  increasingly  run 
into  opposition  from  regulators  and 
makers.  In  March,  news  broke  tha' 
U.  S.  government  had  begim  a  swe< 
investigation  of  Columbia's  Medi( 
billing  and  j^hysician-referral  pracK 
"Quorum  is  viewed  much  diffen 
than  a  Columbia  or  Tenet  [Healtl 
Cor-p.]  in  that  they  are  basically  set 
benign,"  says  Dan  Bourque,  senior 
president  at  vha  Inc.,  a  trade  ass 
tion  for  1,400  not-for-profit  health 
organizations  across  the  countiy. 
GOOD  MANNERS.  Quorum's  good 
ners  have  come  at  a  cost:  It  h 
achieved  nearly  the  same  heft  and 
as  Columbia.  With  earnings  last 
of  $69.2  million  on  i-evenues  of  $l.j 
lion,  Quoium  is  a  pip-squeak  comp 
with  Columbia,  wliich  ear  ned  $1.5  hf 
on  sales  of  $19.9  billion  in  1996.  Tlu  R 
fleets  the  differences  in  their  portfio 
Quorum  owns  18  hospitals  to  C(  n 
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Quorum,  with  its  network  of  alliances 
in  the  not-for-profit  sector,  is 
uniquely  positioned  to  gain  from 
the  backlash  against  Columbia 

CEO  DALTON:  HANDLING  ACQUISITIONS  WITH  DIPLOMATIC  SAVVY 


bia's  344.  Quoium  also  isn't 

ras  efficient:  Last  year,  its 
operating  margins  were 
13.9%,  vs.  Columbia's  15%. 

But  Quorum's  unusual 
history  may  now  give  it  a 
unique  advantage.  Unlike 
its  chief  rivals,  Quonam  be- 
gan not  as  an  acquirer  but 
as  a  manager  of  hospitals, 
specifically  not-for-profit 
hospitals.  Consolidation 
over  the  last  few  years  has 
left  fewer  acquisition  op- 
portunities among  for-prof- 
it institutions,  forcing  hos- 
pital chains  to  shift  their 
focus  to  nonprofits.  That's  a 
sector  Quorum  knows  bet- 
ter  than    anybody — and 
handles  with  great  diplo- 
macy. "There's  no  magic 
formula  for  acquiring  not- 
for-profit  hospitals,  but  we 
approach  them  with  a  phe- 
nomenal amount  of  re- 
spect," says  Quomm  chief 
iiiive  James  E.  Dalton  Jr 
lorum  was  born  in  1989  when  Hos- 
Corp.  of  America  spun  off  its  con- 
management  division,  a  profitable 
-low-growth  business.  (Columbia  ac- 
'd  the  rest  of  hca  in  1994.)  Today, 
nm  manages  238  hospitals  and  acts 
consultant  to  173  others.  Its  clien- 
spans  43  states  and  for  the  most 
are  private  foundations,  religious 
j  is,  municipal  agencies,  or  other  tax- 
iijit  entities.  Although  Quorum  is 
nggest  in  the  business,  the  $79  mil- 
in  management  fees  that  it  reaped 
year  amounted  to  only  6.4%  of  its 
1  revenues.  But  the  size  of  the  fees 
not  reflect  the  business'  rising  val- 
;o  Quorum  as  it  seeks  to  grow 
ugh  acquisitions.  Dalton,  who  joined 
sompany  in  1990  but  knows  it  from 
lays  as  an  executive  with  hca  in  the 
Is,  calls  the  management  business 
strategic  foundation." 
uorum's  reputation  and  experience 
it  a  leg  up  in  vying  to  take  over 
for-profit  hospitals.  Take  a  look  at 
recent  battle  in  Ohio,  a  state  that 
become  a  testing  ground  for  the 


latest  phase  of  health-care  consolidation 
because  of  an  excess  of  not-for-profit 
hospitals.  When  Barberton  Citizens  Hos- 
pital, a  363-bed  facility  in  blue-collar 
Barberton,  outside  Aki'on,  fii'st  put  itself 
on  the  block  in  late  1995,  Quomm  was 
closed  out  of  the  bidding  when  it 
showed  up  late. 

But  a  local  operator,  Summa  Health 
Systems,  desperate  to  block  an  entrance 
into  its  market  by  Colimibia,  approached 
Quorum  about  a  joint  bid.  Albert 
Gilbert,  Summa's  CEO,  knew  Quorum 
only  by  i-eputation  but  that  was  enough. 
"We'd  heard  good  things,"  Gilbert  says, 
"so  we  invited  them  to  join  us."  Quomm 
and  Summa  enhanced  their  chances  by 
enlisting  a  third  partner:  the  Cleveland 
Clinic,  the  region's  preeminent  health- 
care facihty.  In  June,  1996,  Quorum  and 
its  minority  partnei's  signed  a  deal  to 
acquire  Barberton  Citizens  for  $85  mil- 
lion, about  what  Columbia  had  offered. 

While  Barberton's  leaders  were  ea- 
ger to  forge  closer  ties  to  Summa  and 
the  Cleveland  Clinic,  Quomm's  willing- 
ness to  guarantee  a  full  roster  of  med- 
ical services  for  at  least  10  years 
weighed  no  less  heavily  in  its  favor.  By 
contrast,  Columbia  "wasn't  willing  to 
guai-antee  even  a  day,"  according  to 
Michael  Bernatovicz,  president  and  ceo 
of  Barberton  Citizens.  Quorum  was 


savvy  enough  to  work  with  the  local 
community  in  other  ways,  backing  a  se- 
ries of  public  meetings  that  culminated 
in  a  referendum.  "The  last  thing  we 
want  to  do  is  be  part  of  a  community 
that  doesn't  want  us,"  Dalton  says. 

Compare  that  to  Columbia.  Wlien  Co- 
lumbia tried  to  take  over  Massillon 
Community  Hospital  at  around  the  same 
time,  part  of  what  stiired  Strobel  and 
other  citizens  of  Massillon  to  action  was 
the  giant  chain's  secrecy.  News  of  a  pro- 
posed sale  to  Columbia  took  most  Mas- 
sillonians,  including  the  mayor  and  the 
city  council,  by  surprise.  Once  the  news 
broke,  Columbia  refused  to  disclose  the 
terms  of  its  purchase  or  its  plans.  Hos- 
pital officials  were  no  more  forthcoining. 
STALEMATE.  The  stonewalling  didn't  sit 
well  with  the  townsfolk.  "We  argue  like 
heck  here  over  the  renaming  of  a  street, 
and  now  our  community  hospital  is  be- 
ing sold,  and  we  don't  know  the  first 
thing  about  it,"  says  John  Frieg,  city 
council  president.  The  city  council  sued 
to  block  the  sale,  creating  a  stalemate 
that  was  broken  this  spring  by  Ohio 
Attorney  General  Betty  Montgomeiy. 

At  Montgomery's  urging,  Massillon 
Community  is  now  pi-eparing  to  send 
out  a  request  for  proposals  and  expects 
a  half-dozen  offers,  including  a  revised 
Columbia  bid.  "Columbia  is  probably  at 
a  disadvantage  now  because  of  the  feel- 
ings of  the  people  locally,  and  because  of 
the  attorney  general,"  says  Mei-vin  F. 
Strine,  president  and  ceo  of  Massillon 
Community.  By  most  accounts,  Quonim, 
wliich  bought  a  second,  smaller  hospital 
in  Massillon  last  year,  has  an  edge. 
Richard  L.  Scott,  ceo  of  Columbia, 
wouldn't  comment  on  Massillon,  but  he 
acknowledges  that  dealing  with  small- 
town nonprofits  requires  a  new  ap- 
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At  your  age, 
with  your  high  Gholesterol, 
what's  your  risk 
of  a  first  heart  attack? 


If  you  have  high  cholesterol,  figure  your  risk  of  a  first  heart  attack. 

Fill  ni  ijoiii  points  forcncli  risk  fiwtor. 


2pts.  40  to  48 

3pts.  49  to  53 

2pts.  45  to  54 

3  pts.  55  to  73 


4pts.  54+ 


4  pts,  74+ 


I^J  Age:  Men 

0  pts.  Less  than  35 

1  pt.    35  to  39 

I^J  Age:  Women 

0  pts.  Less  than  42 

1  pt.    42  to  44 

I^J  Family  History: 

2  pts .  My  family  has  a  liistory  of  heart  disease  or  heart 

attacks  before  the  age  of  60 

I^J  Inactive  Lifestyle: 

1  pt.    I  rarely  exercise  or  do  anything  physically 
demanding 

I     \  Weight: 

1  pt.    I'm  more  than  20  lbs.  over  mv  ideal  weight 

I^J  Smoking: 

1  pt.    I'm  a  smoker 

I     I  DiabeHc: 

1  pt.    Male  Diabetic 

2  pts.  Female  Diabetic 


I^J  Total  Cholesterol  Level: 

0  pts.  Less  than  240  mg/dL 

1  pt.    240  to  315  mg/dL 

2  pts.  More  than  315  mg/dL 

I    I  HDL  Level  (good  cholesterol): 

Opts.  39  to  59  mg/dL 

1  pt.     30  to  38  mg/dL 

2  pts.  Under  30  mg/dL 
-1  pt.    Over  60  mg/dL 

I^J  Blood  Pressure: 

I  don't  take  blood  pressure  medication;  my  blood 
pressure  is: 

{Use  your  top  or  lii^^hcr  blooil pressure  number) 
Opts.  Less  than  140  mmHg 

1  pt.    140  to  170  mmHg 

2  pts.  Greater  than  170  mmHg 

(or) 

1  pt.    I  am  currently  taking  blood 
pressure  medication 


□ 


Total  Points 


If  you  scored  4  points  or  more,  you  couJd  be  at  above  average  risk  of  a  first  heart  attack 
compared  to  the  general  adult  population.  The  more  points  you  score,  the  gieater  your  risk. 


If  you  have  already  had  a  heart  attack  or  have  heart  disease,  your  heart  attack  risk 
is  significantly  higher.  Only  your  doctor  can  evaluate  your  risk  and  recommend 
treatment  plans  to  reduce  your  risk.  If  you  don't  know  vour  cholesterol  level  or 
blood  pressure,  ask  your  doctor  if  your  levels  should  be  checked. 

Provided  as  an  educational  service  from  Bristol-Myers  Squibb  Company. 


American  Heart 
Association 


*      1  K.v\.K  I  iui  ,  lii  combination  with  diet,  is 
proven  to  reduce  the  risk  of  a  first  heart 
attack,  reduce  the  risk  of  death  from 
heart  disease,  and  reduce  the  need  for 
surgery  to  clear  blocked  coronary 


arteries  ( such  as  bypass  or  angioplasty) 
based  on  a  landmark  study  including 
over  6,500  males  with  high  cholesterol 
and  no  evidence  of  heart  disease. 
Because  Pravachol  is  a  prescription 


Fighting  Heart  Disease 

sndSlrnke 


D 1997  Bristol-Myers  Sqiiihb  Company,  Princeton,  NJ 


drug,  you  should  ask  your  doctor  or 
healthcare  professional  if  Pravachol  i 
right  for  you.  Some  mild  side  effects, 
such  as  slight  rash  or  stomach  upset, 
occur  in  about  2-4%  of  patients. 


niiiiiiiiiiiiiii— ■HiimniniiiiHwtiimiwmHiiiwimii 


PI^CHOL 


Proven  to  help  prevent 
first  heart  attacks  in  people 
with  high  cholesterol. 


vvACHOL  is  the  only  cholesterol- 
Bering  drug  of  its  kind  proven  to 
p  prevent  first  heart  attacks.  And  the 

a\  fact  is,  up  to  33  %  of  people  do  not 
'vive  their  first  heart  attack.  Improving 
ir  diet  and  exercise  is  an  important 
;t  step,  but  may  not  be  enough.  So  ask 


your  doctor  about  Pravachol.  It  reduces 
the  risk  of  a  first  heart  attack  and  the  need 
for  surgery  to  clear  blocked  coronary 
arteries.  Pravachol  has  been  prescribed 
by  doctors  for  milhons  of  men  and 
women  worldwide.  It  could  help  you  live 
a  longer,  healthier  life. 


ik  your  doctor  if  pravachol  is  right  for  you.  Or  call 
lOO-PREVENT  for  information  on  first  heart  attack  prevention 
luding  a  free  brochure  from  the  American  Heart  Association, 
all  provideci  by  Bristol-Myers  Squibb. 


our  Web  site  at  www.pr.iv,n.hol.com 

VACHOL  should  not  be  taken  by 
nen  who  are  pregnant  or  nursing, 
pie  who  are  allergic  to  any  of  its 
■edients  or  by  anyone  with  liver 


pravastatin  sodium 


Proven  to  help  prevent 
first  heart  attacks. 


blood  tests  to  check  your  liver  function 
before  and  during  treatment  with 
Pravachol.  Muscle  pain  or  weakness 
could  be  a  sign  of  a  rare  but  serious  side 
•ase.  Your  doctor  may  perform  simple     effect  and  should  be  reported  to  your 


doctor  right  away.  Be  sure  your  doctor 
knows  about  other  medications  you  may 
be  taking  in  order  to  avoid  any  possible 
serious  drug  interactions.  Please  see 
important  information  on  the  next  page. 


Pravastatin  Sodium  Tablets 

CONTRAINDICATIONS:  Hyperseiisitivily  to  any  component  of  this  medication  Active  liver  disease  or  unexplained,  persistent 
elevations  in  liver  function  tests  (see  WARNINGS)  Pregnancy  and  lactation  Atherosclerosis  is  a  chronic  process  and 
disconlinualion  ol  lipid-lowering  drugs  during  pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  ol 
primary  hypercholesterolemia  Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential  componenis  for  fetal 
development  (including  synthesis  of  steroids  and  cell  membranes)  Since  HM6-CoA  reductase  inhibitors  decrease  cholesterol 
synthesis  and  possibly  the  synthesis  of  other  biologically  aciive  substances  derived  from  cholesterol, they  may  cause  fetal  harm 
when  administered  !o  pregnant  women  Therelore  HMr.-r,iiA  irdiK  t.^sp  mliitiitors  are  contraindicated  during  pregnancy  and  in 
nursing  mothers  Pravastatin  should  be  administered  to  women  of  childbearing  age  only  wtien  sucti  patients  are  highly 
unlikely  to  conceive  and  have  been  informed  of  the  potential  hazards.  II  the  patient  becomes  pregnant  while  taking  this 
class  of  drug,  therapy  should  be  discontinued  and  the  patient  apprised  of  the  potential  hazard  to  the  fetus 
WARNINGS:  Liver  Enzymes:  HfvlG-CoA  reductase  inhibitors,  like  some  other  lipid-lowering  therapies,  have  been  associated 
with  biochemical  abnormalities  of  liver  function  Increases  of  serum  transaminase  (ALT,  AST)  values  to  more  than  3  times  the 
upper  limit  of  normal  occurring  on  2  or  more  (not  necessarily  sequential)  occasions  have  been  reported  in  1  3%  of  patients 
treated  with  pravastatin  in  the  US  over  an  average  period  of  18  months  These  abnormalities  were  no!  associated  wtth 
cholestasis  and  did  not  appear  to  be  related  to  treatment  duration  In  those  patients  in  whom  these  abnormalities  were  believed 
to  be  related  to  pravastatin  and  wtio  were  discontinued  from  therapy,  the  transaminase  levels  usually  fell  slowly  to  pretreatment 
levels  These  biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia,  weakness, 
and/or  abdominal  pain  may  also  be  present  in  rare  patients  In  the  largest  long-term  placebo*controlled  clinical  trial  with 
pravastatin  iPiavastalin  Primary  Prevention  Study,  See  Clinical  Pharmacology),  the  overall  incidence  of  AST  and/or  ALT 
elevations  to  greater  than  three  times  the  upper  limit  of  normal  was  1  05%  in  the  pravastatin  group  as  compared  to  0  75%  in 
the  placebo  group.  One  10  03%)  pravastatin-treated  patient  and  2  (0  06%)  placebo-treated  patients  were  discontinued  because 
of  transaminase  elevahons  Of  the  patients  with  normal  liver  function  at  week  12,  three  of  2875  treated  with  pravastatin 
{0  1 0%)  and  one  of  the  291 9  placebo  patients  (0  037o)  had  elevations  of  AST  greater  than  three  times  the  upper  limit  of  normal 
on  two  consecutive  measurements  and/or  discontinued  due  to  elevations  in  transaminase  levels  during  the  4  8  years  (median 
treatment)  of  Ihe  study  It  is  recommended  that  liver  lunction  tests  be  performed  prior  to  and  at  12  weeks  following 
initiation  of  therapy  or  the  elevation  of  dose.  Patients  wtio  develop  increased  transaminase  levels  or  signs  and  symptoms 
of  liver  disease  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the  finding  and  be  followed  thereafter 
with  frequent  liver  function  tests  until  the  abnormality(ies)  return  to  normal  Should  an  increase  in  AST  or  ALT  of  three  limes  the 
upper  limit  of  normal  or  greater  persist,  withdrawal  of  pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained 
transaminase  elevations  are  contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be 
exercised  when  pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see  CLINICAL 
PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closely  monitored,  started  at  Ihe  lower  end  of 
the  rerommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect  Skeletal  IWuscle:  Rare  cases  of 
rhabdomyolysis  with  acute  renal  failure  secondary  to  myoglobinuria  have  been  reported  with  pravastatin  and  other 
drugs  in  this  class.  Uncomplicated  myalgia  has  also  been  reported  in  pravastatin-treated  patients  (see  ADVERSE 
REACTIONS)  Myopathy,  defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  m  creatine 
phospbokinase  (CPK)  values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  {<  0  1%)  m  pravastatin  clinical  trials 
tVIyopathy  should  be  considered  in  any  patient  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or  marked  elevation 
of  CPK  Pafients  should  be  advised  to  leport  prnmptly  unexplained  musrlp  pain,  tenderness  or  weakness,  particul-irly  if 
accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued  if  markedly  elevated  CPK  levels  occur  or 
myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy  should  also  be  temporarily  withheld  tn  any  patient 
experiencing  an  acute  or  serious  condition  predisposmg  to  the  development  of  renal  failure  secondary  to 
rhabdomyolysis,  e.g.,  sepsis;  hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte 
disorders;  or  uncontrolled  epilepsy.  The  risk  of  myopathy  during  treatment  with  another  HfwlG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosponne,  niacin,  or  fibrates  However,  neither  myopathy  nor 
significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  ot  100  post-transplant  patients  (24 
renal  and  76  cardiac)  treated  lor  up  to  two  years  concurrently  with  pravastatin  10-40  mg  and  cyclosponne  Some  of  these 
patients  also  received  other  concomitant  immunosuppressive  therapies  In  one  single-dose  study,  pravastatin  levels  were  found 
to  be  increased  in  cardiac  transplant  patients  receiving  cyclosponne  Further,  in  clinical  trials  involving  small  numbers  of 
patients  who  were  treated  concurrently  with  pravastatin  and  niacin,  there  were  no  reports  of  myopathy  Also,  myopathy  was  not 
reported  in  a  trial  ot  combination  pravastatin  (40  mg/day)  and  gemfibrozil  (1200  mg/day},  although  4  of  75  patients  on  the 
combination  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo  There  was  a  trend  toward  more 
frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  in  the  group  receiving  combined  treatment 
as  compared  with  the  groups  recpivinq  plarebo.  gemltbroztl.  or  pravastatin  monotherapy  (sec-  PRECAUTIONS:  Drug 
Interactions)  The  use  ot  fibrates  alone  may  occasionally  be  associated  with  myopathy.  The  combined  use  ot 
pravastatin  and  fibrates  should  be  avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh 
the  increased  risk  of  this  drug  combination. 

PRECAUTIONS:  General:  Pravastabn  may  elevate  creatinine  phosphokinase  and  transaminase  levels  (see  ADVERSE 
REACTIONS)  This  should  be  considered  in  the  differential  diagnosis  of  chest  pain  m  a  patient  on  therapy  with  pravastatin 
Homozygous  Familial  Hyperctiolesterolemia  Pravastatin  has  not  been  evaluated  in  patients  with  rare  homozygous  familial 
hypercholesterolemia  In  this  group  ot  patients,  it  has  been  reported  thai  HMG-CoA  reductase  inhibitors  are  less  eftective 
because  the  patients  lack  functional  LDL  receptors  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine  clearance)  No  effect  was 
observed  on  the  pharmacokinetics  of  pravastatin  or  its  3< (-hydroxy  isomeric  metabolite  (SQ  31 ,906)  A  small  increase  was  seen 
in  mean  AUC  values  and  half-life  (f/)  for  the  inactive  enzymatic  ring  hydroxylation  metabolite  (SQ  31 .945)  Given  this  small 
sample  size,  the  dosage  administered,  and  the  degree  of  individual  variability,  patients  with  renal  impairment  who  are  receiving 
pravastatin  should  be  closely  monitored  Information  for  Patients:  Patients  should  be  advised  to  report  promptly  unexplained 
muscle  pain,  tenderness  or  weakness,  particularly  it  accompanied  by  malaise  or  fever  Drug  Interactions:  Immunosuppressive 
Drugs.  Gemfibroiil.  Niacm  (Nicotinic  Aci6).  Erythromycin  See  WARNINGS:  Skeletal  Muscle  Antipynne  Since  concomitant 
administration  of  pravastatin  had  no  effect  on  the  clearance  ol  antipynne,  interactions  with  other  drugs  metabolized  via  the 
same  hepatic  cytochrome  isozymes  are  not  expected.  Cholestyramme/Colesfipol  Concomitant  administration  resulted  in  an 
approximately  40  to  507o  decrease  in  the  mean  AUC  of  pravastatin  However,  when  pravastatin  was  administered  1  hour  before 
or  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal,  there  was  no  clinically  significant  decrease  in 
bioavailability  or  therapeutic  effect  (See  DOSAGE  AND  ADMINISTRATION:  Concomitant  Therapy  )  Warfarin  In  a  study 
involving  1 0  healthy  male  subiects  given  pravastatin  and  warfarin  concomitantly  tor  6  days,  bioavailability  parameters  at  steady 
state  for  pravastatin  (parent  compound)  were  not  altered  Pravastatin  did  not  alter  the  plasma  protem-binding  of  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its  anticoagulant  action 
(I  e  ,  no  increase  was  seen  in  mean  prothrombin  time  after  6  days  of  concomitant  therapy)  However,  bleeding  and  extreme 
prolongation  of  prothrombin  time  has  been  reported  with  another  drug  in  this  dass  Patients  receiving  warfarin-type 
anticoagulants  should  have  their  prothrombin  times  closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin 
IS  changed  Cimetidine  The  AUC-  for  pravastatin  when  given  with  cimetidme  was  not  significantly  different  from  the  AUC 
for  pravastatin  when  given  alone  A  significant  difference  was  observed  behween  the  AUC's  for  pravastatin  when  given  with 
cimetidine  compared  to  when  administered  with  antacid  Digoxin  In  a  crossover  trial  involving  1 8  healthy  male  subjects  given 
pravastatin  and  digoxin  concurrently  for  9  days,  the  bioavailability  parameters  of  digoxm  were  not  affected  The  AUC  oi 
pravastatin  tended  to  increase,  but  the  overall  bioavailability  of  pravastatin  plus  its  metabolites  SQ  31 ,906  and  SQ  31 ,945  was 
not  altered  Cyclosponne  Some  investigators  have  measured  cyclosponne  levels  in  patients  on  pravastatin,  and  to  date,  these 
results  indicate  no  clinically  meaningful  elevations  in  cyclosponne  levels  In  one  singte-dose  study,  pravastatin  levels  were 
found  to  be  increased  in  cardiac  transplant  patients  receiving  cyclosponne  Gemfibrozil  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  of  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease  in  urinary  excretion 
and  protein  binding  of  pravastatin  In  addition,  there  was  a  significant  increase  in  AUC.  Cmax.  and  Tmax  tor  the  pravastatin 
metabolite  SQ  31 ,906  Combination  therapy  with  pravastatin  and  gemfibrozil  is  generally  not  recommended  In  interaction 
studies  with  aspirin,  antacids  ^^  hour  prior  to  PRAVACHOL),  cimetidine.  nicotinic  acid  or  probucol.  no  statistically  significant 
differences  in  bioavailability  were  seen  when  PRAVACHOL  (pravastatin  sodium)  was  administered  Other  Drugs  During  clinical 
trials,  no  noticeable  drug  interactions  were  reported  when  PRAVACHOL  was  added  to  diuretics,  antihypertensives,  digitalis.  ACF 
inhibitors,  calcium  channel  blockers,  beta-blockers,  or  nitroglycerin  Endocrine  Function:  HMG-CoA  reductase  inhibitors 
interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels  and,  as  such,  might  theorelically  blunt  adrenal  or 
gonadal  steroid  hormone  production  Results  of  clinical  tnals  with  pravastatin  in  males  and  post-menopausal  females  were 
inconsistent  with  regard  to  possible  effects  ot  the  drug  on  basal  steroid  hormone  levels  In  a  study  ot  21  males,  the  mean 
testosterone  response  to  human  chorionic  gonadotropin  was  significantly  reduced  (p<  0  004)  after  1 6  weeks  of  treatment  with 
40  mg  of  pravastatin  However,  the  percentage  of  patients  showing  a  s  507o  rise  in  plasma  testosterone  after  human  chorionic 
gonadotropin  stimulation  did  not  change  significantly  after  therapy  in  these  patients  The  effects  of  Hf^G-CoA  reductase 
inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adequate  numbers  ot  patients  The  effects,  if  any,  of 
pravastatin  on  the  pituitary-gonadal  axis  in  pre-menopausal  females  are  unknown.  Patients  treated  with  pravastatin  who 
display  clinical  evidence  of  endocrine  dysfunction  should  be  evaluated  appropriately  Caution  should  also  be  exercised  if  an 
HMG-CoA  reductase  inhibitor  or  other  agent  used  to  lower  cholesterol  levels  is  administered  to  patients  also  receiving  other 
drugs  (e  g ,  ketoconaznie,  spironolactone,  cimetidine)  that  may  dimmish  the  levels  or  activity  ot  steroid  hormones  CNS  Toxicity: 
CNS  vascular  lesions,  charactenzed  by  perivascular  hemorrhage  and  edema  and  mononuclear  eel!  infiltration  ot  perivascular 
spaces,  were  seen  in  dogs  treated  with  pravastatin  at  a  dose  of  25  mg/kg/day,  a  dose  that  produced  a  plasma  drug  level  about 
50  times  higher  than  the  mean  drug  level  in  humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  been  observed  wilh 
several  other  drugs  in  this  class  A  chemically  similar  drug  in  this  class  produced  optic  nerve  degeneration  (Wallenan 
degeneration  of  retinogeniculate  fibers)  in  clinically  normal  dogs  in  a  dose-dependent  fashion  starting  at  60  mg/kg/day,  a  dose 
that  produced  mean  plasma  drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans  taking  the  highest 
recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity)  This  same  drug  also  produced  veshbulocochlear 
Wallf^nan-like  degeneration  and  retina!  ganglion  cell  chromatolysis  in  dogs  treated  for  14  weeks  at  180  mg/kg/day.  a  dose 
which  resulted  in  a  mean  plasma  drug  level  similar  to  that  seen  with  the  60  mg/kg/day  dose  Carcinogenesis,  Mutagenesis, 


increased  incidence  of  hepatocellular  carcinomas  m  males  at  the  highest  dose  (p  <  0  01)  Although  rats  were  given  up.5 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  10  times  higher  thai^ 
measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administration  ot  10, 30,  or  100  mg/kg  (pr(|ii 
plasma  drug  levels  approximately  0  5  to  5  0  times  the  human  drug  levels  at  40  mg)  of  pravastatin  to  mice  for  22  i|j 
resulted  in  a  statistically  significant  increase  m  the  incidence  ol  malignant  lymphomas  in  treated  females  when  all  tre,j 
groups  were  pooled  and  compared  to  controls  (p  <  0.05)  The  incidence  was  not  dose-related  and  male  mice  were  not  a  g 
A  chemically  similar  drug  in  this  class  was  administered  to  mice  for  72  weeks  at  25, 100,  and  400  mg/kg  bodv  wpiqhi  k 
resulted  in  mean  serum  drug  levels  approximately  3, 15,  and  33  times  higher  than  the  mean  human  serum  dru^i  m.i-[j 
(as  total  inhibitory  activity)  after  a  40  mg  oral  dose  Liver  carcinomas  were  significantly  increased  in  high-do-:.i:'  it;md  j 
mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  percent  in  males  The  incidence  of  adenomas  of  the  u  z 
significantly  increased  in  mid-  and  high-dose  temales  Drug  treatment  also  significantly  increased  the  incidence  a 
adenomas  in  mid-  and  high -dose  males  and  females  Adenomas  of  the  eye  Hardenan  gland  (a  gland  of  the  eye  of  rodenl 
significantly  higher  in  high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  withi 
liver  metabolic  activation,  in  the  following  studies  microbial  mutagen  tests,  using  mutant  strains  of  Salmonella  typhimu 
Escherichia  coir,  a  forward  mutation  assay  in  L51 78Y  TK  +/■  mouse  lymphoma  cells,  a  chromosomal  aberration  test  in  t^ 
cells,  and  a  gene  conversion  assay  using  Saccharomyces  cerevisiae  In  addition,  there  was  no  evidence  of  mutagei 
either  a  dominant  lethal  test  m  mice  or  a  micronucleus  test  in  mice  In  a  study  in  rats,  with  daily  doses  up  to  500 
pravastatin  did  not  produce  any  atlverse  effects  on  fertility  or  general  reproductive  performance  Hov;ever,  in  a  stu 
another  HMG-CoA  reductase  inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg/kg  body 
although  this  effect  was  not  observed  in  a  subsegueni  fertility  study  when  this  same  dose  was  administered  for  1 1  wet 
entire  cycle  of  spermatogenesis,  including  epididymal  maturation)  In  rats  treated  with  this  same  reductase  inhibitor 
mg/kg/day,  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatogenic  epithelium)  was  observed.  Although  i 
with  pravastatin,  two  similar  drugs  in  this  class  caused  drug-related  testicular  atrophy,  decreased  spermatoj 
spermalocytic  degeneration,  and  giant  cell  formation  in  dogs  The  clinical  significance  of  these  findings  is  unclear.  Prej 
Pregnancy  Category  X.  See  CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established  Pravastatin, 
teratogenic  m  rats  at  doses  up  to  1000  mg/kg  daily  or  m  rabbits  at  doses  of  up  to  50  mg/kg  daily  These  doses  resulte 
(rabbit)  or  240x  (rat)  the  human  exposure  based  on  surface  area  (mg/meter'')  However,  in  studies  with  another  HP 
reductase  inhibitor,  skeletal  malformations  were  observed  in  rats  and  mice  There  has  been  one  report  of  severe  cot 
bony  deformity,  tracheo-esophageal  fistula,  and  anal  atresia  (Vater  association)  in  a  baby  born  to  a  woman  who  took 
HMG-CoA  reductase  inhibitor  with  dextroamphetamine  sulfate  during  the  fust  trimester  of  pregnancy  PRAVACHOL  (pra 
sodium)  should  be  administered  to  women  of  child-bearing  potential  only  when  such  patients  are  highly  unlikely  to  c 
and  have  been  informed  of  the  potential  hazards  If  the  woman  becomes  pregnant  while  taking  PRAVACHOL  (pra\ 
sodium).  It  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  hazards  to  the  fetus  Nursing  Mo 
small  amount  of  pravastatin  is  excreted  in  human  breast  milk  Because  of  the  potential  for  serious  adverse  reactions  in 
infants,  women  taking  PRAVACHOL  should  not  nurse  (see  CONTRAINDICATIONS)  Pediatric  Use:  Safety  and  effectivf 
individuals  less  than  18  years  old  have  not  been  established  Hence,  treatment  in  patients  less  than  18  years  ol 
recommended  at  this  time 

ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated;  adverse  reactions  have  usually  been  mild  and  transie 
month  long  placebo-controlled  trials.  1  7%  of  pravastatin-treated  patients  and  1 .2%  of  placebo-treated  patien 
discontinued  from  treatment  because  of  adverse  experiences  attnbuted  to  study  drug  therapy,  this  difference  \ 
statistically  significant  In  long-term  studies,  the  most  common  reasons  for  discontinuation  were  asymptomatic 
transaminase  increases  and  mild,  non-specific  gastrointestinal  complaints  During  clinical  trials  the  overall  incidence  of 
events  in  the  elderly  was  not  different  trom  the  incidence  observed  in  younger  patients  Adverse  Clinical  Events:  All 
clinical  events  (regardless  ot  attribution)  reported  in  more  than  2%  ot  pravastatin-treated  patients  in  the  placebo-co 
trials  are  identified  in  the  table  below,  also  shown  are  the  percentages  of  patients  m  whom  these  medical  events  were  t 
to  be  related  or  possibly  related  to  the  drug   


All  Events  Events  Attributed 

to  Study  Drug 


Body  Sysiem/Event 

Pravastatm 

Placebo 

Pravastatin 

Placebo 

(N  =  9001 

(N  =  4111 

(N  =  900) 

(N  =  411) 

% 

% 

% 

% 

Cardiovascular 

Cardiac  Chest  Pain 

4  0 

34 

0  1 

00 

Dernialologic  Rash 

4  0' 

1  1 

1  3 

09 

Gastrointestinal 

Nausea/Vomiting 

7  3 

7  1 

29 

34 

Diarrhea 

62 

56 

20 

1  9 

Abdominal  Pain 

54 

69 

20 

39 

Constipation 

40 

7  1 

24 

51 

Flatulence 

33 

36 

27 

34 

Heartburn 

29 

1  9 

20 

07 

General 

Fatigue 

38 

34 

1  9 

10 

Chest  Pain 

37 

1  9 

03 

02 

Influenza 

2  4- 

07 

00 

00 

Musculoskeletal 

Localized  Pain 

too 

90 

1  4 

1  5 

tviyalgia 

27 

1  0 

06 

0.0 

Nervous  System 

Headache 

62 

39 

1  T 

02 

Dizziness 

33 

3  2 

1  0 

05 

Renal/Genitourinary 

Urinary  Abnormality 

24 

29 

07 

1,2 

Respiratory 

Common  Gold 

70 

63 

00 

00 

Rhinitis 

40 

4  1 

0  1 

00 

Cough 

26 

1  7 

0  1 

00 

'Statistically  signilicantly  ditterent  from  placebo 

In  the  Pravastatin  Primary  Prevention  Study  (West  ot  Scotland  Coronary  Prevention  Study!  (see  CLINICAL  PHARMA( 
Clinical  Studies)  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sodiumi  (N  =  3302)  or  placebo  (n  =  3 
adverse  event  profile  in  the  pravastatin  group  was  comparable  to  that  of  the  placebo  group  over  the  median  4  8  yea 
study  The  folloviing  etiects  have  been  reported  with  drugs  in  this  class,  not  all  the  effects  listed  below  have  necessat 
associated  with  pravastatin  therapy  Skeletal  myopathy  rhabdomyolysis.  arthralgia  Neurological  dysfunction  of  certai 
nerves  (including  altcraiion  ol  taste,  impairment  ol  extra-ocular  movement,  facial  paresis),  tremor,  verligo.  memr 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression  Hypersensitivity  React 
apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  more  ol  the  following  I 
anaphylaxis,  angioedcma.  lupus  etythematous-like  syndrome,  polymyalgia  rheumatica.  dermatomyosilis,  vasculitis, 
thrombocytopenia,  leukopenia,  hemolytic  anemia,  positive  ANA.  ESR  increase,  eosinophilia,  arthritis,  arthialgia,  IJ 
asthenia,  photosensitivity,  lever,  chills.  Hushing,  malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  ii 
Stevens- Johnson  syndrome  Csslrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic ) 
fatty  change  in  liver,  and.  rarely  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma,  anorexia,  vomiting  Skin:  a 
pruritus  A  variety  ot  skin  changes  (e  g .  nodules,  discoloration,  dryness  of  skin/mucous  membranes,  changes  to  hair/na 
been  reported  Reproductive  gynecomastia,  loss  of  libido,  erectile  dysfunction  Eye  progression  of  cataracts  (lens  Of 
ophthalmoplegia  Laboratory  Abnormalities  elevated  transaminases,  alkaline  phosphatase,  and  bilirubin;  thyroid 
abnormalities  Laboratory  Test  Abnormalities:  Increases  in  serum  transaminase  (ALT.  AST)  values  and  CPK  ha 
observed  (see  WARNINGS)  Transient,  asymptomatic  eosinophilia  has  been  r  sported  Eosinophil  counts  usually  reti 
normal  despite  continued  Iheiapy  Anemia,  thrombocytopenia,  and  leukopenia  have  been  reported  wrth  HMG-CoA  re 
inhibitors  Concomitant  Therapy:  Pravastatin  has  been  administered  concurrently  with  cholestyramine,  colestipol,  i 
acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  that  the  addition  of  either  probucol  or  gemfibrozil  io  then 
lovaslalin  or  pravastatin  is  not  associated  with  greater  reduction  in  LOL-cholesterol  than  that  achieved  with  lova: 
pravastatin  alone  No  adverse  reactions  unigue  to  the  combination  or  in  addition  to  those  prcviouslyreported  for  ei 
alone  have  been  reported  Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when 
HIVIG-CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  eiythromycin, 
lowering  doses  of  nicotinic  acid  Concomitant  therapy  with  HtvlG-CoA  reductase  iiihibitois  and  these  agents  is  gene 
recommended  (See  VVARNINGS:  Slieletal  Muscle  and  PRECAUTIONS:  Drug  Interactions  I 
OVERDOSAGE:  To  date,  there  are  two  reported  cases  ol  overdosage  with  pravastatin,  both  ol  which  were  asympton; 
not  associated  with  clinical  laboratory  abnormalities  If  an  overdose  occurs,  it  should  be  treated  symptomatically  and  st 
me.i^ure^  stinuld  be  instituted  as  required 

CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription.  j 
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Sports  Business 


I  'h.  "Everybody  in  the  industry  is 
ling  more  time  making  sure  the 
lunity — not  just  the  hospital 
ses — knows  who  they  are." 
e  differences  between  the  two 
s  don't  end  there.  While  Columbia 
11  known  for  insisting  its  acquired 
tals  quickly  meet  stiff  financial 
iires,  Quorum  is  more  laid  back.  It 
't  tolerate  inefficiencies,  but  it  does 
its  new  acquisitions  time  to  meet 
andards.  "It  is  a  bit  of  a  culture 

in  that  we  have  new  financial  pa- 
ters," says  Barberton  Citizens' 
itovicz.  "But  we  already  do  meet 
,  and  we're  being  given  the  time 
!d  to  meet  the  others." 
:SSIVE.  Dalton  has  worked  hai'd  to 

Quorum  a  more  profitable  opera- 
jast  year,  he  recruited  Eugene  C. 
ing  from  Columbia  to  be  chief  op- 
ig  officer.  Fleming,  who  was  Co- 
la's eastern  group  president, 
ptly  collapsed  Quorum's  separate 
Dns  for  owned  and  managed  hospi- 
ito  a  single  stnactm-e  with  five  re- 
1  presidents.  The  idea  was  to  cre- 
rger  hospital  gix  upings  that  would 
)re  cost-efficient  and  better  able  to 
16  marketing  opportunities, 
at  approach  seems  to  be  working. 
;he  nine  months  ended  Mar.  31, 
im  reported  a  27%  increase  in  rev- 

and  a  24%  gain  in  pi'etax  income. 

acquisitions  accounted  for  much  of 
growth,  Quonam  benefited  from  a 
rise  in  admissions  at  its  existing 
tals — an  impressive  performance 
time  of  general  industry  stagna- 
rhe  extra  business  came  from  new 
lets  with  managed-care  provider's 
icreased  refeiTals  from  other  Quo- 
)wned  or  managed  hospitals.  In- 
rs  are  starting  to  notice.  At  a  re- 
QuoiTim's  stock  has  returned  a 
Df  20.2%  so  far  this  yeai',  compared 
12.7%  for  the  sector, 
spite  Columbia's  woes,  Dalton  is 
uve  enough  to  believe  the  industry 
,h  will  simply  sUnk  away.  Even  as 
was  coming  to  shove  in  Massillon, 
nbia  signed  a  letter  of  intent  to 
re  thr-ee  other  Ohio  hospitals.  And 
abia  is  hardly  the  only  rival  Quo- 
faces  these  days.  "A  number  of 
ire-capital  firms  have  started  up 
it  now  you  have  five  or  six  bidders 
i  there  used  to  be  two  or  thi-ee," 
Nancy  L.  Weaver,  an  analyst  with 
lens  Inc.,  an  Ai-kansas  investment 

For  his  part,  Dalton  says  he  will 
xploit  Quorum's  high  standing  in 
ot-for-profit  wor-ld  by  launching  a 
nbia-style  acquisition  blitz.  Instead, 
n  is  pur-suing  a  Quor-um-style  blitz: 
■  ans  to  pick  up  the  pace  of  acquisi- 
'from  three  or  four"  hospitals  a  year 
:ir  or  five. 

Anthony  Bianco  in  Massillm,  Ohio 


BOXING 


I  CAN  LIFT 

THE  NAME  OF  BOXING* 

After  Holyfield-iyson,  the  big  draw  may  be  De  La  Hoya 


Where  does  boxing 
go  after  Holy- 
field-Tyson  II,  the 
event  that  has  been 
billed  as  the  biggest  re- 
match in  history?  Most 
of  the  other  heavy- 
weights are  past  their 
prime  or  too  obscure  to 
make  the  splash  re- 
quir-ed  for  a  big  pay-per- 
view  payday.  The  an- 
swer may  lie  behind  an 
angelic  face  gazing  out 
from  one  of  those  milk 
moustache  ads.  It  be- 
longs to  Oscar  De  La 
Hoya,  the  undefeated 
147-pounder  who  has 
knocked  out  21  of  his  25 
opponents  and  who  is  being  sold,  r-ock- 
star  style,  as  "dangerously  handsome." 

Not  only  does  the  24-yeai-old  De  La 
Hoya  have  a  devastating  one-two  punch 
for  marketers — fast  fists  and  sex  ap- 
peal— but  he  also  is  a  Mexican  Ameri- 
can. That's  important  because  boxing — 
and  many  advertisers — are  actively 
courting  Hispanics,  the  fastest-growing 
group  in  the  U.  S.  "We  have  gone  out  of 
our  way  to  target  the  Hispanic  mar- 
ket," says  Las  Vegas  boxing  promoter 
Bob  Arum  of  Top  Rank  Inc. 
YOUNG  BLOOD.  In  part,  it's  a  matter  of 
necessity.  Although  boxing  got  a  boost 
fi"om  Mike  Tyson's  November  loss  to 
Evander  Holyfield  and  the  June  28  re- 
match— expected  to  be  the  lar-gest  pay- 
per-view  event  ever — both  fighter's  ar"e 
in  their  30s.  Now,  with  50%  of  ppv's 
event  revenues  coming  from  fights  fea- 
turing Tyson,  cable  networ'ks  Home  Box 
Office  Inc.  and  Showtime  Networks  Inc. 
and  their  pay-per-view  arms  ar-e  tr'ying 
to  create  a  buzz  in  the  lower  weight 
classes,  wher-e  Hispanic  fighters  tend  to 
be  more  prominent.  "We  and  our  com- 
petitor's are  trTydng  to  develop  the  talent 
of  tomorrow,"  says  Jay  Larkin,  Show- 
time Sports  &  Event  Programming's 
senior  vice-president. 

Showtime's  ads  for  Holyfield-Tyson  II 
tell  the  tale  of  the  videotape.  Directed 
by  Spike  Lee,  the  dramatic  black-and- 


ONE-TWO  PUNCH:  Fierce,  sexy 


white  spots  featur-e  the 
massive  heavyweights 
t-'xchanging  blows  to 
the  soimd  of  eerie  New 
Age  music.  Flip  the 
eliannel  to  Spanish-lan- 
guage Univision,  and 
the  star'k  imagery  reai> 
pear's — but  this  time, 
it's  the  under'cai'd  fight- 
er', longtime  Mexican 
lightweight  champ  Julio 
Cesar  Chavez,  doling 
out  the  punishment. 
NEW  FANS.  The  poster 
child  for'  the  new  push 
is  De  La  Hoya,  a  brutal 
competitor  with  a  repu- 
tation for  clean  hving. 
"With  my  image,  my 
per'sonality,  and  my  charisma,"  he  says, 
"I  can  lift  the  name  of  boxing."  Certain- 
ly, people  ar-e  tuning  in.  De  La  Hoya's 
Apr'.  12  fight  against  Pemell  Whitaker 
ch'ew  some  865,000  subscriber's  and  made 
$36  million — the  largest-gr'ossing  non- 
heavyweight  fight  in  history.  "He's  one  of 
only  two  or'  thr'ee  men  right  now  who 
car-ry  the  sport,"  says  Seth  G.  Abraham, 
president  and  ceo  of  Time  Warner 
Sports.  And  De  La  Hoya  has  attr-acted  a 
whole  new  audience:  HBO  reports  that 
some  20%'  of  his  viewers  ar-e  women. 

De  La  Hoya  has  also  attr-acted  com- 
panies that  have  rarely  ventur'ed  near 
boxing,  such  as  Colgate-Palmolive  Co., 
which  uses  him  in  its  Spanish-language 
commer'cials  for  Mennen  Speed  Stick, 
and  Logo  Athletic,  which  is  wrapping  up 
a  seven-figur-e  deal  with  the  fighter'. 

De  La  Hoya's  agent,  Leigh  Steinberg, 
thinks  Oscar's  good-guy  reputation  and 
dazzling  smile  give  him  the  "ability 
to . . .  appeal  to  a  larger  audience."  Al- 
though De  La  Hoya  now  tr-ails  Geor-ge 
Foreman — the  only  other  ciurent  boxer 
to  get  significant  endorsements — Stein- 
berg says:  "Within  a  year,  we'll  blow 
them  away."  De  La  Hoya  himself  K.  O.'s 
the  idea  of  being  categorized.  "I'm  try- 
ing to  break  that  bai'rier',"  he  says.  Usu- 
ally, when  Oscar  De  La  Hoya  tries  to 
break  things,  he  succeeds. 

By  Jennifer  Reingold  in  New  York 
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Finance 


INVESTING 


IN  BONDS. 

THE  JUNKIER  THE  BEHER 

Investors  are  stampeding  to  high  yield.  But  are  they  setting  themselves  up  for  a  fall? 


It's  one  of  the  supreme  ironies  of  to- 
day's markets.  Equity  investors,  usu- 
ally thought  of  as  risk-takers,  keep 
pouring  money  into  blue  chips  such 
as  General  Electnc  Co.  and  Coca-Cola 
Co.  while  giving  short  shrift  to  second- 
and  tliird-tiei-  stocks.  Yet  bond  investors, 
generally  thought  to  be  risk-averse,  are 
taking  a  dim  view  of  blue-chip  bonds, 
such  as  U.  S.  Ti-easuries.  Instead,  they 
are  snapping  up  the  debt  issued  by 
those  second-  and  third-tier  companies: 
junk  bonds. 

The  junk  or  "high-yield"  bond  market 
is  on  a  roll  not  seen  since  the  1980s, 
when  Michael  R.  Milken  niled  the  mar- 
ket from  Drexel  Burnham  Lambert 
Inc.'s  Beverly  Hills  trading  room.  So  far 
this  year,  new  issues  top  $48  billion,  and 
there's  little  doubt  that  1997  will  set  a 
record.  Investors,  too,  are  i-ushing  into 
high-yield  mutual  funds  at  breakneck 
speed.  Sure,  as  long  as  the  economy 
stays  robust,  the  junk  market  should 
thiive  as  companies  meet  theu"  debt  ser- 
vice (page  30).  But  should  economic 
gi'owth  slow  sharply,  many  junk  issuers 
may  find  it  hard  to  make  good  to  bond- 
holders. "For  three  percentage  points 
over  Ti'easuries,  is  it  worth  the  risk?" 
questions  money  manager  Joel  Unger 
of  New  York-based  Stralem  &  Co. 

Many  folks  think  it  is.  Foi'  belea- 
gTiei'ed  fixed-income  investors,  junk  has 
been  one  of  the  few  places  they 
could  make  money.  "Everyone 
who's  bought  into  the  market  for 
the  last  few  years  has  outper- 
formed all  but  emerging-markets 
debt,"  says  Bennett  J.  Goodman, 
a  managing  director  at  Donald- 
son, Lufkin  &  Jenrette  Inc.,  the 
No.  1  junk  undei-wiiter.  "And  you 
don't  have  as  much  volatility  as 
you  have  in  emerging  markets." 
Kingman  D.  Penniman,  whose 
firm,  KDP  Investment  Advisors 
Inc.,  specializes  in  junk-bond  re- 
search, suspects  equity  investors 
are  buying  high-yield  as  a  hedge. 
"They  figure  high-yield  bonds 


may  not  get  hit  as  hard  if  the  market 
takes  a  fall." 

Junk  bonds  look  eveiy  bit  as  pricey 
as  the  Dow  Jones  industrials.  The  Mer- 
rill Lynch  High- Yield  Master  Index  of 
some  800  issues  hit  a  new  high  of  451 
on  June  23 — the  day  the  Dow  took  a 
192-point  dive.  But  the  real  measure  of 
this  market  is  not  price  but  the  diffei'- 
ence  in  yields  between  that  index  and  a 
10-year  Ti-easuiy  bond.  On  Jime  23,  that 
difference  was  a  mere  2.75  percentage 
points,  up  from  2.61,  the  low  in  the 
spread — and  the  high-water  mark  for 
the  junk-bond  market.  That  puts  the 
yield  on  the  average  junk  bond  at 
9.17%.  In  late  1990,  with  the  economy  in 
recession  and  junk  bonds  suffering 
through  a  severe  bear  market,  that 
spread  was  over  9  percentage  points 
and  the  average  yield  hit  17%. 
RELAXED  STANDARDS.  Many  analysts  be- 
lieve that  junk  bonds  are  a  buy  despite 
the  niggardly  premium  ovei'  Ti'easuiies. 
"It's  not  too  narrow  a  spread  consider- 
ing that  the  economy  is  strong,  there's 
plenty  of  liquidity,  and  default  rates  are 
at  an  all-time  low,"  says  Martin  S.  Fiid- 
son,  global  liigh-yield  strategist  at  Mer- 
rill Lynch  &  Co.  "The  problem  comes 
when  those  conditions  change." 

No  one  knows  when  that  will  hap- 
pen, but  there's  no  doubt  the  high-yield 
market  is  already  sowing  the  seeds  of 


its  next  dovmtum.  In  reaching  for  ; 
investors  are  relaxing  credit  stanc 
in  ways  they  may  come  to  re 
James  Parrish,  a  managing  direct 
Moody's  Investors  Service,  says  27 
issues  have  come  to  market  this 
with  Caa  ratings — which  is  a  nea 
fault  rating — the  same  number  as 
of  last  year.  "Wlien  you  count  th( 
rated  bonds  that  will  later  get  i 
Caa  or  lower,  that  figui'e  is  prol 
going  to  be  a  lot  higher." 

Companies,  many  of  them  1 
known  and  inexperienced,  are  tri^ 
over  themselves  to  bring  new  bon 
market.  Increasingly,  they're  takin 
vantage  of  Seciuities  &  Exchange  i 
mission  Rule  144A  as  a  shoi 
through  the  registration  and  disck 
maze  if  the  deal  is  sold  only  to  ins 
tional  investors.  About  two-tluixls  o 
new  issuance  is  in  144A  deals. 

Companies  are  benefiting  fi-om  si 
investor  demand,  which  is  keepin 
terest  rates  low.  Net  cash  inflov 
high-yield  bond  funds  are  mnning 
annualized  rate  of  $16  billion,  a  1 
sum  considering  that  the  entire 
yield  mutual-fund  market  is  onlj 
billion,  notes  Robert  Adler  of  amg 
Services,  which  tracks  cash  flowii 
mutual  fimds.  Junk-bond  funds  ar 
only  sort  of  bond  mutual  fund  tha 
been  taking  in  any  new  cash  ove 
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them  to  trade  for  a  quick  profit  without 
regard  to  quahty. 

And  some  managers  complain,  too, 
that  in  the  quest  for  yield,  investors  ig- 
nore terms  that  favor  issuers.  D.  Jerry 
Paul,  portfolio  manager  of  the  Invesco 
High- Yield  Fund,  gripes  about  "claw- 
back"  provisions  found  in  bonds  issued 
by  private  companies.  The  clawback 
says  if  a  company  goes  public  within  a 
certain  time,  usually  thi-ee  to  five  yeai's, 
it  can  use  the  proceeds  to  call  a  cer- 
tain percentage  of  the  bonds.  What's 
wrong  with  that?  "An  IPO  is  positive 
news,  which  should  send  the  bond  price 
higher,"  he  says.  "But  with  clawbacks, 
bond  investors  don't  get  the  benefit  of 
that."  The  clawback  is  "clearly  advanta- 
geous to  the  company,"  says  dli's  Good- 
man. But  he  says  buyers  are  willing  to 


lu  ee  years.  And  by  far,  junk  bonds 
ic  principal  method  individual  in- 
rs  use  to  enter  this  market, 
nsion  funds  are  also  turning  to 
Two  large  New  York  City  pen- 
luiids  that  together  have  nearly 
)illion  in  assets  recently  boosted 
liigh-jield  bond  investments  fi-om 
)  5%  of  assets,  and  trustees  of  a 
iiind  recently  voted  to  follow  suit, 
call  it  an  'enhanced  yield,' "  says 
i^ukomnik,  a  spokesman  for  the 
Yoj'k  City  comptroller's  office,  ex- 
n.ti'  that  the  funds  invest  only  in 
iH;Tade  junk  bonds  vdth  BB  and  B 

"High-yield  bonds  have  a  place 
ue  portfolio,  about  5%  of  assets," 

ven  L.  Nesbitt,  senior  vice-pres- 
•i  Wilshire  &  Associates  Inc.,  a 
Ill-fund  consulting  firm.  Over  a 
car  horizon,  says  Nesbitt,  high 
can  add  about  2  percentage  points 
r  over  investment-gi-ade  bonds. 
<  n  blue-chip-grade  investors  are 
■ling  with  traditional  high-yield  in- 


Rushing  to 
meet  strong 
investor  demand, 
companies-many  of  them  little-known 
and  inexperienced-are  tripping  over 
themselves  to  bring  new  bonds  to  market 
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vestors  for  junk  bonds  by  investing  in 
collateralized  bond  obligations  (cbos). 
In  effect,  a  CBO  is  a  closed-end  bond 
fund  for  institutional  investors.  It  cai-ves 
up  the  cash  generated  by  a  portfolio  of 
junk  bonds  and  issues  securities  backed 
by  that  cash.  By  overcollateralizing  the 
securities,  the  cbos  are  able  to  obtain 
investment-gTade  ratings. 
DANGEROUS  MOMENTUM.  Portfolio  man- 
agers of  high-yield  bond  funds  bemoan 
the  ever-shrinking  spreads  and  deterio- 
rating quality  of  the  bonds.  But  they 
buy  bonds  nonetheless  because  that's 
what  their  investors  expect  them  to  do. 
"We've  been  saying  for  a  long  time  that 
spreads  are  too 
tight,  but  you  can't 
fight  the  flows," 
says  Harry  Resis, 
portfolio  manager  of 
the  Kemper  High- 
Yield  Fund.  "The 
key  to  this  market 
is  not  to  get  lazy 
about  your  [credit] 
research."  Resis 
says  there's  so 
much  momentum — 
new  bonds  trade  at 
a  premium  in  the 
aftermarket — that 
many  players  buy 
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A  PERCENTAGE  POINTS 


go  along  if  the  yields  are  high  enough. 

Perhaps  more  troubling,  say  some,  is 
the  gi'owing  number  of  speculative  of- 
ferings in  the  telecommunications  and 
media  industries,  which  account  for 
about  30%  of  the  high-yield  market. 
Companies  such  as  Globalstar  and  Irid- 
ium Inc.  have  issued  or  plan  to  issue 
bonds  to  fimd  low-earth-orbit  sateUites 
(leos)  for  wii'eless  phone  sei-vice — which 
competes  with  cellular  and  personal 
communications  services  (pes),  also  the 
soiu-ce  of  much  high-yield  debt. 

"There's  a  lot  of  companies  taking  on 
debt  to  invest  in  technologies  and  sys- 
tems yet  to  be  proven  or,  in  the  case  of 
LEOS,  to  serve  markets  that  never  ex- 
isted before,"  says  Richard  Siderman, 
a  telecommunications  analyst  at  Stan- 
dard &  Poor's  Corp.  Adds  kdp  analyst 
Eric  K.  TYitterow:  "It's  a  leap  of  faith 
that  many  of  these  companies  will  be 
able  to  cover  this  debt." 

Of  course,  faith  is  the  hallmark  of  a 
bull  mai'ket,  be  it  stocks  or  bonds.  But  if 
investors  are  willing  to  put  money  into 
the  sorts  of  companies  that  issue  junk 
bonds  these  days,  they  might  as  well 
buy  the  stocks.  That  way,  the  payoff 
has  the  potential  to  be  a  lot  higher  than 
the  interest  rate  on  a  high-yield  bond. 

By  Jeffrey  M.  Laderrnan 
in  New  York 
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Finance 


SCANDALS 


A  BIG  STINK  SPEEDS  UP 
THE  BIG  BANG 

Dirty  deals  let  Hashimoto  hurry  financial  deregulation 

Even  for  the  scandal-jaded  -■. 
Japanese,  this  was  too  .  ■ 

much.  Since  March,  tales 
of  illicit  payoffs  to  a  gangster 
by  Nomura  Securities  Co.  and 
Dai-Ichi  Kangyo  Bank  Ltd. 
have  mesmerized  the  nation. 
Some  14  executives  fi'om  both 
companies  have  been  arrest- 
ed, and  on  June  19,  former 
Nomura  President  Hideo 
Sakamaki  was  indicted  on 
criminal  charges  for  allegedly 
paying  hush  money  to  reputed 
racketeer  Ryuichi  Koike,  who 
has  been  charged  with  illegal- 
ly receiving  profits  from  the 
broker.  Both  men  are  behind 
bars,  and  neither  has  entered 
a  plea  or  responded  to  re- 
quests for  comment. 

The  crackdown  is  a  rarity 
in  a  land  where  a  deep  bow 
and  ceremonial  resignation 
usually  suffice  for  corporate 
wrongdoers.  But  with  Tokyo 
prosecutors  intent  on  widen- 
ing their  probe  of  mob  ties  in  the  fi- 
nancial industi"y,  the  summer  will  prob- 
ably   bring    even    more  unsavory 
headhnes.  That  would  be  bad  news  for 
Japanese  brokers  and  bankers,  already 
viewed  by  ordinary  citizens  as  an  over- 
paid, ethically  challenged  bunch.  But 
the  mess  is  giving  Prime  Minister  Ryu- 
taro  Hashimoto  the  political  cover  he 
needs  to  speed  up  his  plan  to  bring 
Tokyo's  laggard  financial  markets  up  to 
global  standards  by  2001. 
MORE  PAIN.  The  progi'am  will  mean  pain 
and  more  foreign  competition  for  local 
players  already  beset  by  an  unprece- 
dented banking  crisis  and  stagnant  stock 
market.  Such  big  international  competi- 
tors as  Men-ill  Lynch,  Fidelity  Invest- 
ments, Citibank,  and  Britain's  Meix-uiy 
Asset  Management  Group,  are  ah-eady 
getting  ready  to  grab  new  business 
from  Hashimoto's  plan,  dubbed  "Big 
Bang"  after  fomier  British  Prime  Min- 
ister Margaret  Thatcher's  program 
deregulating  the  City  of  London. 

Hashimoto  has  little  choice  but  to 
force  competition  and  reforms  on  Japan's 


Merrill  Lynch  and 
Fidelity  are  among  the 
players  hungrily  eyeing 
Japan's  long-stifled 
mutual  funds  market 


inefficient  financial  services  companies. 
To  finance  the  outlays  needed  to  cai-e  for 
a  rapidly  aging  population,  the  countiy 
needs  to  obtain  better  returns  from  its 
nearly  $10  trillion  in  household  savings. 
What's  more,  Japan's  status  as  Asia's 
financial  center  has  been  undercut  as 
local  institutional  investors  have  by- 
passed Tokyo  for  London,  where  com- 
missions rxm  40%  less  than  at  home. 

Japan's  markets  have  also  been  hurt 
by  a  corporate  and  regulatory  cultui'e 
that  has  long  tolerated  white  collar  cor- 
i-uption  and  the  pervasive  presence  of 
sokaiya,  gangsters  who  specialize  in  ex-  I 


torting  money  via  shady  investn 
deals  or  in  exchange  for  not  disrup 
annual  meetings.  Only  six  years 
Nomura  was  the  center  of  a  sepa 
scandal  involving  underworld  figu 
Yet  it  suffered  few  sanctions.  This 
around,  Hashimoto  shows  no  sigi 
wanting  to  cut  anyone  any  slack. 
Ministry  of  Finance  official  insists 
Hashimoto  is  willing  to  "apply  the 
vigorously  to  whatever  crimes"  sur 
during  the  cuiTent  probe.  Perhaps  t 
because  Hashimoto  was  force 
resign  as  Finance  Minister 
l(jwing  the  last  Nomura  scai 
Since  then,  he  has  become  r 
attuned  to  public  sentiment. 
BAN  EASED.  That  much  was  ( 
on  June  13,  when  the  Ministi 
Finance  released  a  set  of  refc 
moving  up  the  timetable  foi 
inti'oduction  of  new  products 
ai'e  common  in  the  West  but 
been  banned  at  home.  Alth( 
Japan  has  allowed  tradinj 
stock-index  futures  for  year 
July,  the  MOF  wiU  for  the  fii-st 
permit  trading  of  options  o 
big  companies  including 
Corp.  and  Toyota  Motor  C 
The  MOF  also  plans  to  ease 
stiictions  on  bank  accounts 
seas,  and  hberalize  i-ules  lim 
foreign  exchange  trading. 

Despite  screams  fi'om  an  ( 
populated  industry,  commisi 
on  stock  trades  are  expecte 
be  deregulated  by  1999.  J 
will  abolish  its  long  separati 
commercial,  tnist,  and  long-term  c 
banks,  which  lend  to  corporate  cli 
And  the  mof  will  permit  comme 
and  long-term  lenders  to  vie  with 
banks  and  hfe  insurers  for  a  pie 
Japan's  $2  trillion  pension  fund  ma 
International  money  managers 
hungrily  eyeing  a  potentially  huge 
fall  in  mutual  funds.  V/ith  the  T. 
stock  market  treading  water  since 
despite  Wall  Street's  record-bre^ 
buU  nm,  Japanese  investors  have  s( 
away  only  $400  billion  in  mutual  f 
Yet  local  brokers  have  continued  t 
investors  with  high  management 
and  scant  disclosui*e.  That  might  cl] 
as  more  players  get  into  the  gam< 
delity  has  already  attracted  $400' 
lion  for  a  Eui'opean  small-cap  stock  ;f 
launched  in  1995,  and  has  also  br* 
out  a  fund  investing  in  dollar-doi 
nated  junk  bonds.  Merrill  Lymi 
Morgan  Stanley  Dean  Witter  a  i  n 
jumping  into  the  fray.  Compel  it i 
coming.  The  locals  have  only  t'l 
selves — and  regulators — to  blame. 

By  Brian  Bremner  in  'iV 
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GKING  MUD  ON 
ORGAN  S  WHITE  SHOES 

Diego  critics  charge  the  bank  with  conflict  of  interest 


I  white-shoe  paragon  of  Wall 
ic  et  fuTns,  J.  P.  Morgan  &  Co.  has 
it  all  when  it  comes  to  com- 
nivatizations — such  as  a  pending 

)n  nuclear  fiiel  deal  for  the  U.  S. 
H  I  lent.  So  when  the  investment 
pied  a  job  shepherding  the  priva- 
n  of  San  Diego's  $200  million  land- 
i  trash  transfer  system,  it  saw  an 
I'ay  to  earn  a  little  pocket  change, 
lasn't  worked  out  that  way.  Just 
s  after  signing  on  as  San  Diego 
v's  financial  adviser  on  the  matter, 
n  finds  itself  mired  in  a  morass  of 
local  infighting.  And  the  mud- 
iK  is  getting  uncomfortably  close 
igan's  so-far-unsullied  shoes.  On 
^S>.  a  local  bidder  for  the  contract 
uit  against  San  Diego,  charging 
uiity  with  violating  state  laws  that 
I  against  conflicts  of  interest.  Crit- 
\'  Morgan  is  double  dipping:  col- 

a  commission  from  the  county 
leaving  financial  ties  to  two  of  the 
finalists — Allied  Waste  Industries 
ttsdale,  Ariz.,  and  usa  Waste  Ser- 
ine, in  Dallas.  Final  bids  were 
Lt<'d  on  June  24. 

^TiON."  Morgan  is  not  named  as  a 
laiit  in  the  suit.  But  everyone  from 
it  county  poKticos  to  the  local  press 
I'K'ing  that  the  county  and  Morgan 
shing  a  privatization  scheme  rigged 
or  of  big  out-of-town  bidders.  "In 


my  20  years  in  public  service,  I've  never 
seen  such  a  violation  of  due  process," 
says  J.  Michael  McDade,  chairaian  of  the 
San  Diego  Unified  Port  District. 

Trash,  as  Morgan  is  painfully  learning, 
is  a  long-festering  sore  in  San  Diego 
politics.  The  county  nearly  went  bank- 
nipt  in  1995,  after  blowing  $139  million 


MESSY  BUSINESS 


DECEMBER,  1996  San  Diego 
County  votes  to  put  four  landfills  on 
the  block  for  at  least  $100  million. 

FEBRUARY,  1997  The  county 
hires  J.  P.  Morgan  as  its  financial 
adviser  on  the  sale. 


UL  The  county  gets  preliminary 
bids  from  top  trash  haulers,  includ- 
ing USA  Waste.  J. P.  Morgan  is  part 
of  a  bank  group  making  a  $1.6  bil- 
lion credit  line  to  USA  Waste. 

JUNE  San  Diego  Regional  Dispos- 
al, a  hauler  eliminated  from  the 
competition,  claims  Morgan  has  a 
conflict  of  interest.  The  county  and 
Morgan  deny  any  conflict.  Even  so, 
State  Attorney  General  Dan 
Lungren  is  looking  into  the  affair. 
Final  bids  submitted  on  June  24. 

DATA:  BUSINESS  WEEK 


WHAT  A  DUMP  on  an  ill-conceived 

Locals  say  the       '/'f'l"/  P^^"> 

j^i  1     jcii  the  county 

county  s  landfill  and   local  cities 

sell-off  is  rigged  in  have  been  engaged 

favor  of  big  OUt-of-  ^"dless  Utigation 

1  •  ij  over  everythmg 

town  Dldaers  ^.^j^  skyrocketing 

hauling  fees  to 
landscaping  old  trash  dumps.  Now,  the 
county  needs  to  move  cjuickly  to  sell 
off  the  landfills  to  pay  down  debt  in- 
curred from  the  recycling  plant. 

Not  so  fast,  says  McDade,  one  of  a 
small  army  of  local  lobbyists  and 
lawyers  who  are  rallying  behind  San 
Diego  Regional  Disposal,  a  unit  of  St. 
Joseph  (Mo.)'s  Herzog  Contracting, 
which  was  eliminated  from  an  initial 
round  of  bidding.  Herzog  has  strong 
links  to  the  county:  It  handled  county 
landfill  operations  li-om  1982  to  1995  and 
built  a  popular  trolley  line. 
BEWILDERED.  In  letters  from  Herzog 
lawyers  to  Morgan  and  the  county,  and 
now  in  the  lawsuit,  Herzog  points  out 
that  Morgan  is  one  of  several  lenders  in 
a  $1.6  billion  credit  fine  to  usa  Waste 
and  has  a  6.3%  position  in  Alhed  Waste, 
making  Morgan  the  largest  holder  of 
Allied's  stock.  "It's  a  blatant  conflict  of 
interest,"  complains  Alan  Landes,  Her- 
zog's  Western  regional  manager  Her- 
zog and  its  fiiends  have  even  persuaded 
CaUfomia  Attorney  General  Daniel  E. 
Lungren  to  investigate  the  bidding. 

This  has  left  Morgan  officials  in  a  be- 
wildered state  bordering  on  rage. 
"There's  no  conflict  of  interest  under 
CaUfomia  law,  and  the  bidding  process 
has  been  consistently  fair  and  open," 
says  Michael  George,  a  Morgan  manag- 
ing dii'ector  "If  they  think  we  ai'e  going 
to  turn  tail  and  run,  they've  got  anoth- 
er thing  coming."  Privately,  Morgan  of- 
ficials say  they  are  astonished  at  how 
little  some  San  Diego  officials  under- 
stand about  how  banking  works.  Morgan 
points  out  that  it  has  no  beneficial  in- 
terest in  the  waste  companies:  Its  piece 
of  the  loan  to  usa  Waste  is  a  mere  $75 
million,  and  the  Allied  Waste  stock  is 
simply  held  in  ti-ust  in  various  asset- 
management  funds. 

Independent  securities  experts  say 
Morgan's  involvement  does  raise  a  few 
red  flags,  although  that  shouldn't  result 
in  a  deal  bi-eaker  "All  this  certainly  has 
the  appearance  of  impropriety,  but  it 
won't  taint  the  process,"  says  Alan  R. 
Bromberg,  a  professor  of  secui'ities  law 
at  Southern  Methodist  University  in 
Dallas.  Morgan's  George  insists  there  is 
"no  impropriety  here."  Still,  the  proud 
folks  from  the  House  of  Morgan  are 
learning  the  hard  way  that  local  San 
Diego  politics  and  garbage  can  be  a 
very  messy  combination. 

By  Eric  Schine  in  Los  Angeles 
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COMMENTARY 


By  Gary  Weiss 

CLEARING  FIRM.  CLEAR  THYSELF 


He  is  a  high  official  of  a  major 
brokerage  that  handles  trades 
for  smaller  films  around  the 
countiy.  Small  brokerages  can't  afford 
their  own  back  offices,  so  they  turn 
to  this  man's  firm  and  othei'  leading 
Wall  Street  firms — notably  Bear 
Steams  and  the  Pershing  division  of 
Donaldson,  Lufkin  &  Jenrette.  "('(ir- 
respondent  clearing"  is  a 
humdrum,  if  lucrative,  cor- 
ner of  Wall  Street.  But 
there  is  nothing  at  all  rou- 
tine about  this  man's  job.  ^ 
He  keeps  his  firm  from 
working  with  brokers  who 
manipulate  stocks  and  rip 
off  customers. 

This  exec,  who  insists 
on  anonymity,  has  done  his 
job  well.  He  keeps  volumi- 
nous files  on  stock  promot- 
ers and  rogue  brokei's,  and 
tracks  them  from  firm  to 
firm — to  keep  away  from 
them.  So  you  won't  read 
about  his  firm  in  the  pa- 
pers. But  other  big  clear- 
ing firms  are  not  so  fortu- 
nate. The  role  of  Bear 
Stearns,  in  particular,  as 
clearing  fii-m  foi'  A.  R. 
Baron,  Stratton  Oakmont, 
and  other  fii-ms  with  trou- 
bled regulatory  histories 
has  alarmed  regulators  and 
led  to  an  examination  of  the  rules 
governing  clearing  finms,  which  are 
not  liable  for  the  actions  of  fii-ms 
clearing  through  them.  "The  Securi- 
ties &  Exchange  Commission  has  ex- 
pressed concern,  and  so  have  the 
state  regulators,"  notes  Salvatore 
Pallante,  senior  vice-president  for 
member  firm  regulation  at  the  New 
York  Stock  Exchange.  Bear  Steams 
maintains  that  it  has  fully  abided  by 
the  law  and  is  working  with  regula- 
tors evaluating  the  clearing  business. 
NO  COMFORT.  The  relationship  be- 
tween large  Wall  Street  firms  and 
small,  sometimes  shady  ones  is  sym- 
biotic. For  large  brokerages,  the 
clearing  business  is  a  cash  cow.  And 
part  of  what  they  are  selling  to  the 
smallest  firms  is  prestige.  Regula- 
tors note  that  cold-callers  from 
small-stock  firms  often  cite  their 
links  with  prestigious  clearing  firms 
as  a  selling  point  in  pushing  stocks 
on  the  public.  Bear  Stearns  General 


Counsel  Mark  I.  Lehman  asserts 
that  his  firm  would  act  swiftly  to 
stop  "improper  use"  of  Bear's  nam^. 
He  acknowledges,  however,  that  a 
relationship  with  Bear  Stearns,  by 
dint  of  its  repute  and  financial 
standing,  "is  one  of  the  ways  firms 
derive  comfort  for  their  customers." 
In  fact,  the  customers  have  no 


firms  to  report  impi-oper  trading,  p! 
excess  commissions  and  markups — 
they  remain  liability-free. 

Sharing  information  would  help- 
but  it  isn't  enough.  Clearing  firms 
must  be  goaded  into  more  vigorous 
self-poUcing.  They  must  cease  lendii 
their  names  to  unsavoiy  firms.  Ho\( 
do  smart  fu-ms  do  that?  Pallente  no 
that  many  clearing  fiiTns  demand  to 
see  the  disciplinary  and  employmen 
records  of  both  piincipals  and  brokt 
of  small  fimis  before  taking  them  o: 
as  clients.  Otherwise,  "you're  asking 
for  trouble,"  says  PaUente.  Checkin, 
managers  alone  is  clearly  not  enoug 
"These  brokers  tend  to  all  come  fro 
the  same  firms,  and  if  I  see  that  th( 
are  I  won't  take  then*  firms  on  as 
clients,'  says  the  publicity-shy  clear 
ing  firm  exec. 
NO  DATA.  By  contrast,  Bear  Stear 
has  checked  the  discipUnary  and  ei 
ployment  records  of  small-fimi  prii 
pals — but  has  not  checked  brokers' 
records.  Why  not?  Until  March, 
Lehman  says,  the  firm  was  legally 
barred  ft"om  getting  such  info  fi'om 
the  com.puter  database  of  the  Natii 
al  Association  of  Securities  Dealer 
But  Pallente  says  other  firms  simp 
get  broker  info  directly  from  pro- 


Large  brokerage 
houses  that  don't 
screen  the  records  of  smaller  client  firms 
risk  regulatory  intervention 


reason  to  feel  comfort.  Although 
clearing  fii"ms  know  intimately  their 
client  films'  trading  patterns,  as  well 
as  the  sometimes  excessive  markups 
and  commissions  charged  to  the  pub- 
Uc,  clearing  fimns  have  no  legal  oblig- 
ation to  pass  on  such  infomiation  to 
the  regulators.  "I  think  they  know 
perfectly  well  the  caliber  of  fum  they 
are  dealing  with,"  says  Mark  Griffin, 
president  of  the  North  American  Se- 
curities Administrators  Assn. 

What's  the  solution?  The  clearing 
firms,  not  surprisingly,  oppose  any 
move  to  hold  them  liable  for  the  ac- 
tions of  their  cUents.  But  sharing  in- 
formation with  regulators  might  be 
more  palatable.  Lehman  says  regula- 
tors might  want  to  require  clearing 


spective  clients — which  Bear  has 
never  done.  Lehman,  after  fii'st 
telHng  BUSiNEvSS  week  that  Bear 
gets  broker  data  from  the  nasd  di 
base,  later  withdrew  the  remark, 
am  not  sure  we  are  accessing  such 
information,"  he  says. 

Such  a  lack  of  curiosity  is  legal, 
but  shortsighted.  Tf  clearing  firms 
continue  to  knowingly  work  with  i 
ten  brokers,  regulators  should  exp*^ 
them  to  liabihty  for  the  actions  of 
their  clients.  If  they  insist  on  lyinj 
down  with  Wall  Street's  dogs,  th(»i 
should  not  be  protected  from  gi  tti 
up  with  fleas. 


Senior  Writer  Weiss  covers  Wal 
Street. 
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RS/6000 
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Where  do  today's  leading-edge  retailers  discover  new  opportunities  f  ii'^  We  guided  REi,  a  well-known  outdoor  outfitter, 
e  IBM  RS/6000!  Using  proven  e-commerce  solutions,  we  showed  REI  how  an  RS/6000  can  use  the  power  of  the  Internet  to 
:h  new  customers.  We  easily  integrated  it  into  their  existing  systems.  And,  because  RS/6000  solutions  are  remarkably  scalable, 
needn't  worry  about  turning  away  business.  How  can  the  RS/6000  supply  your  business  with  a  powerful  e-commerce  tool?  For  the 
tion  that  fits  your  needs,  drop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA056. 


'S/6000are  tegistered  trademarks  and  Solulions  lor  a  small  planet  ts  a  trademark  of  IBM  Corp  All  othet  company 
xJucI  names  are  trademarks  or  regisleied  trademarks  ol  ttieii  respective  companies  ©1997  IBM  Corp 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


BY  GENE  G.  MARCIAL 

SHOPPING 

MERCANTILE-AGAIN 

Last  year,  Mercantile  Stores  (mst) 
glowed  red-hot  in  the  rumor  mills: 
Buyout  talk  drove  the  stock  from  45  to 
64  in  three  months.  No  deal  came 
through,  and  it  sagged  to  the  low  50s 
by  June.  Now  Mercantile,  with  102  de- 
partment stores  in  50  states,  is  back  on 
the    screens  of 
SUITORS  WON'T     buyout  pros,  who 
GET  A  BARGAIN      reckon  at  least 
two  suitors  are 
set  on  acquiring 
the  company — at 
a  higher  price. 

One  New  York 
banker  says  Fed- 
erated Depart- 
ment Stores  has 
put  an  informal 
$75-a-share  bid  on 
the  table.  The 
stock  is  trading  at 
56.  But  manage- 
ment rejected  the 
offer,  saying  the 
company,  which  one  analyst  calls  a 
"high-quality  gem,"  is  worth  more. 

He  is  sure  Federated  wiU  come  back 
with  a  sweetened  offer,  possibly  $80 
to  $90  a  share,  because  another  inter- 
ested party.  May  Department  Stores, 
may  beat  it  to  the  punch.  May  has  yet 
to  throw  in  a  bid,  he  adds. 

A  New  York  inve.stment  manager 
says  the  directons — led  by  the  Milliken 
family,  which  controls  40%  of  Mercan- 
tile— think  the  shares  are  worth  $100. 
The  company,  with  sales  of  $3.03  billion 
in  the  year  ended  Jan.  31,  1997,  is  ex- 
pected to  produce  sales  of  $3.3  billion 
in  fiscal  1998. 

Two  factors  argue  that  a  friendly 
deal  could  indeed  be  in  the  works: 
Roger  Milliken,  a  board  member  and 
head  of  the  family — who  long  opposed 
any  sale — is  in  his  mid-70s.  Some  say 
he  would  now  consider  selling  "at  the 
right  price."  If  true,  then  the  two  oth- 
er Millikens  on  the  board — Gerrish,  a 
brother  of  Roger,  and  Minot,  a  cousin — 
will  probably  go  along. 

The  other  reason  for  optimism  about 
a  buyout:  Mercantile,  whose  balance 
sheet  is  healthy  with  a  strong  cash  flow, 
has  not  been  a  spectacular  perfomner — 
with  core  earnings  gi'owth  of  just  8%  to 
10%.  Profits  in  1997  slipped  to  $3.30  a 


share,  down  from  $3.35  a  year  before. 
In  1998,  analysts  expect  $3.78.  "In  the 
hands  of  more  aggi'essive  management. 
Mercantile  could  be  propelled  to  im- 
prove its  lackluster  performance,"  ar- 
gues one  analyst.  Federated  or  May 
would  benefit,  he  says,  from  Mercah- 
tile's  reach  in  the  South  and  Midwest. 

Analyst  Karen  Sack  of  Standard  & 
Poor's  says  Mercantile  has  talked 
mergers  for  years.  It  terminated  talks 
with  an  unidentified  buyer  in  Novem- 
ber, 1994.  Although  Sack  thinks  the 
stock  is  fairly  valued,  she  recommends 
it  because  she  says  a  merger  "is  still  a 
possibility."  Mercantile  didn't  return 
calls  and  the  Millikens  couldn't  be 
reached  for  comment.  Federated  and 
May  declined  comment. 

MORE  PHONE  FUN 
FROM  OUINTEL 

With  no  Wall  Street  following  to 
speak  of,  Quintel  Entertainment 
(QTEL),  a  little-known  provider  of  au- 
tomatic phone  answering  and  telephone 
amusements — horoscopes,  tarot-card 
readings,  and  live  psychic  consulta- 
tions— has  nearly 
HOT  DEMAND       doubled  this  year, 
FOR  HOROSCOPES     to  15  a  share.  The 
reason  is  simple: 
Sales  are  on  a 
tear,  and  earnings 
climbed  from  51 0 
a  share  in  1995  to 
76(2  last  year — 
and  are  expected 
to  hit  $1.17  this 
year.  That's  not 
all.    Soon,  "the 
company  is  ex- 
pected to  sign  a 
blockbuster  deal 
with  HFS,  a  global 
franchiser  of  ho- 
tels and  other  services,"  says  a  hedge- 
fund  manager  who  has  bought  shares. 
"This  deal  vdll  be  a  home  ran  for  Quin- 
tel, because  it  will  be  able  to  tap  into 
the  HFS  database  of  50  milHon  cus- 
tomers," he  asserts,  to  market  its 
phone  services. 

Quintel  has  its  own  database  of  30 
million  customers.  Quintel  signed  a 
marketing  pact  in  1996  with  at&t, 
whereby  at&t  can  offer  Quintel  ser- 
vices to  win  back  customers  who  have 
switched  to  other  phone  companies. 
This  AT&T  link  has  upped  sales  in  a 
big  way.  at&t  pays  Quintel  $60  to  $70 
for  every  customer  it  brings  back. 
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With  the  HFS  connection,  QuintC 
database  balloons,  which  means  it  i 
help  AT&T  win  even  more  subscribe'! 
And  more  customers  will  let  Quiu 
and  HFS  tap  into  other  markets. 

One  money  manager,  who  figu 
Quintel  is  worth  25  a  share,  says  et 
ings  estimates  are  very  conservat: 
Quintel  CEO  Jeffrey  Schwartz  says 
its  current  rate,  revenues  could 
$170  million  this  year,  vrith  cash  flov 
$3  miUion  to  $4  milUon  a  month. 

SET  TO  SPAR  IN 
NONUTEX  GLOVES! 

Since  Maxxim  Medical  (mam) 
quired  another  company  last  y 
in  a  hostile  takeover,  ceo  Ken  Da^ 
son  makes  no  bones  about  his  n 
goal:  He  will  work  on  boosting 
price  of  Maxxim  stock,  which  divec 
12  a  share  on  the  news,  down  frorr 
earlier  last  year.  Apparently  it  i; 
enough,  he  says,  to  post  record  s; 
and  earnings.  Maxxim  is  the  \arg 
U.  S.  maker  of  nonlatex  medical  glo 
and  clinical-procedure  trays. 

Fii'st  thing  Davidson  did  was  ci 
mit  senior  managers  to  buy  400, 
shares,  or  5%,  of  Maxxim  stock,  at 
apiece,  or  $5.2  milhon,  financed  by 
company  through  personal  loans 
shows  confidence,  notes  Davidson, 
stock  has  since  edged  up  to  15. 

Also  on  his  agenda:  increasing  j 
duction  capacity  for  nonlatex  glo^ 
Press  reports  about  the  dangers  oi 
tex  gloves  and  lawsuits  by  people 
lergic  to  them  have  sparked  dem£ 
Maxxim  Medical, 


PLANT  GAPACIT 
IS  STRETCHED 


MAXXIM 
MEDICAL 
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which  has  60% 
of  the  market, 
makes  6.8  miUion 
nonlatex  gloves  a 
day — and  sells  as 
many  as  it  can 
turn  out.  As  a  re- 
sult, Maxxim  has 
raised  the  price  of 
its  powder-free 
SensiCare  gloves. 

"Gloves  will 
make  Maxxim  a 
growth-stock  play," 
says  Gregg  Sum- 
mei-ville,  chief  in- 
vestment officer 
at  Kin-  Marbach  in  Coliunbus,  Ind. 
figui-es  Maxxim  will  earn  $1.30  a  sY 
in  the  year  ending  Oct.  31,  1997, 
$1.70  in  1998.  In  12  months,  he  s 
the  stock  doubling,  to  30 
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SAVIN'S  GOING  TO  WIN  YOU  OVER  Wmi 
DOCUMENT  HANDLING  SOLUTIONS  THAT  TItANSFORM 
YOUR  OmCE  NEIWORK  INTO  THE  AUTOBAHN. 


r  Sculpture  by  Jeff  Nishinaka 


At  Savin,  we've  got  the  products,  the  technology  and  the  dedicated  people  that 
can  shift  your  office  productivity  into  high  gear 

With  advanced  digital  document  and  color  imaging  systems  that  make  all  the 
right  connections.  Bringing  laser-sharp  clarity  and  efficiency  to  your 
document  flow. 

For  the  smart,  innovative  solutions  you're  looking 
for  backed  by  the  people  and  service  you  deserve. 


^ contact  us  at  1-800-234-1900  or  www.savin.com.  And 
don't  forget  to  fasten  your  seat  belt. 


sainn. 

WE'RE  GOING  TO  WIN  YOU  OVfffsw 


SAVIN  CORPORATION. 333  LUDLOW  ST., STAMFORD, CT  O6904 


EVERYONE 


II  Strength,    flexibility,  a 

II      healthy  competitive  spirit.  It's  no  wonder  that, 
in  1972,  Toyota  established  its  first  U.S. 

.     truck   body  n/ 


It  NOW 


PHE  BEST 


BODY 


GUILDERS 


can  be  fo  und 


CALIFORNIA 


manufacturing  plant,  for  building  truck  body 
components,  in  Long  Beach,  California. 

Since  the  establishment 
of  our  national  sales  headquarters  in  Torrance 
nearly  40  years  ago,  Toyota's  California  opera- 
tions have  been  a  cornerstone  of  our  $7  billion 
investment  in  U.S.  manufacturing  and  jobs. 
Today,  Toyota  directly  employs  more  than 
20,000  Americans,  not  just  in  California,  but 
in  communities  from  coast  to  coast. 

As  a  company  doing 
business  in  the  global  marketplace,  Toyota 
understands  the  importance  of  investing 
locally,  to  ensure  that  the  vehicles  and  com- 
ponents we  sell  meet  the  specific  needs  of  all 
our  customers  -  wherever  they  may  be. 

That's  why,  in  communi- 
ties all  around  the  world  -  from  California,  to 
Australia,  to  Thailand  and  beyond  -  Toyota 
vehicles  and  components  are  being  built  by 
the  same  people  who  drive  them. 

Local  investment.  It  not 
only  builds  better  vehicles,  it  helps  people  in 
communities  like  Long  Beach  go  from 
strength  to  strength. 

TOYOTA  People  Drive  Us 


Economics 


STATISTICS 


AN  ECONOMY 
ON  STEROIDS? 


New  Commerce  numbers 
may  show  that  U.  S.  growth 
has  been  even  more  robust 
than  previously  thought 


M 


ost  revisions  of  government  sta- 
tistics get  the  attention  they  de- 
serve: next  to  none.  But  the 
Commerce 
Dept.'s  new  look  at  ^ 
the  U.  S.  economy 
could  send  a  tremor 
through  the  markets. 
These  new  calcula- 
tions,  due  on  July  31,   '^^fi  .  ^ 
may  show  that  Ameri- 
ca's already  healthy  growth  has 
been  stronger  than  previously  thought — 
adding  almost  a  full  percentage  point 
to  growth  for  the  last  two  years — and 
help  clear  up  some  mysteries  about  the 
economy's  recent  performance. 

The  key  to  the  increase:  an  unusually 
lai'ge — and  growing — gap  between  two 
measures  of  the  economy.  In  theory, 
gross  domestic  product,  the  govern- 
ment's main  yardstick  for  tracking  U.  S. 
production  of  goods  and  services,  should 
be  equal  to  U.  S.  gross  domestic  income: 
the  sum  of  wages,  salaries,  profits,  and 
other  income  generated  by  the  economy. 

But  since  early  in  1993,  gross  domes- 
tic income  has  apparently  grown  by 
$178  biUion  more  than  gdp.  About  70% 
of  this  gap,  known  as  the  "statistical 
discrepancy,"  has  accumulated  over  the 
past  two  years.  Measured  by  income, 
the  economy  has  posted  a  sizzling  3.7% 
growth  rate,  after  inflation,  during  that 
period,  compared  to  2.9%  growth  in  GDP. 
"90  MPH."  The.se  revisions  will  try  to 
reconcile  the  two  sets  of  numbers.  If 
they  boost  the  official  gdp  closer  to  the 
income  data,  "the  record  will  show  that 
the  economy  has  been  driving  at  90 
mph  without  any  damage  to  the  en- 
gine," declares  Everett  M.  Ehrlich,  pres- 
ident of  economic  consultants  ESC  Co. 
and  until  lately  the  Commerce  Dept.'s 
top  economic  official.  "The  economy  is 
capable  of  much  faster  growth  without 
any  feedback  in  inflation." 


A  DIFFERENT  VIEW 
OF  PRODUCTIVITY 

NONFARM  BUSINESS  PRODUCTIVITY 
GROWTH  OVER  YEAR  EARLIER 
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i  that  official  measures  aren't  cap- 
;  all  the  productivity  created  by 
rate  restructuring^  and  heavy  in- 
ent  in  new  technologies.  A  sharp 
•d  revision  in  growth  would  alarm 
Fed  officials,  who  fear  that  faster 
,h  will  lead  to  higher  inflation, 
span  would  argue,  however,  that 
•  growth  matched  by  higher  pro- 
ity  poses  no  inflationary  risk. 
!  revisions  could  also  help  explain 
lissing  "wealth  effect."  Economy 
ers,  including  the  Federal  Re- 
have  been  puzzled  because  the 
market  boom,  which  has  added 
rillion  to  household  wealth  since 
id  of  1994,  has  apparently  not  led 
her  levels  of  consumer  spending, 
goes  against  past  experience, 
typically  showed  a  significant 
1  effect  from  soaring  stock  values 
sumers  spend  some  of  theii"  gains. 
I  RIDDLES.  But  if  there  is  an  up- 
revision  to  growth,  much  of  the 
vould  show  up  as  an  increase  in 
mer  spending,  suggesting  that 
has  been  a  wealth  effect.  By  Sa- 
's  calculations,  substituting  the 
"  income  figures  raises  consump- 
y  some  $110  billion.  That's  close  to 
wealth-effect  models  would  pre- 
■om  the  stock  market  boom,  since 
'ch  indicates  that  each  $100  in- 
'  in  household  net  worth  should 
consumption  spending  by  $3.  The 
;ide:  The  extra  consumption  wipes 
ported  gains  in  the  household  sav- 
ate. 

;  the  income  figures  don't  just 
mysteries:  They  create  them,  too. 
ome  is  higher  than  output,  the 
my  must  be  producing  something 

not  being  counted.  But  what? 

of  the  extra  income  is  coming 
small  businesses,  suggesting  that 
tech  startups  and  Intemet  com- 

are  creating  shadow  output,"  ac- 
g  to  economist  Ehi'lich.  "No  way," 
^er,  is  there  "$90  billion  in  com- 

on  the  Internet,"  says  a  Clinton 
listration  economist.  Another  ex- 
ion:  Financial  services,  which  have 
generating  enormous  profits,  are 
30orly  counted  in  GUP.  And  output 

health-care  industry,  where  both 
\  and  employment  are  growing,  is 
counted,  says  John  D.  Hancock  of 
nal  Financial  Associates  Inc. 
en  July's  revisions  won't  stamp 

Closed"  on  these  puzzles.  Given 
ita  lags  and  the  need  to  upgrade 
nment  statistics,  it  may  be  years 
i  economists  fully  understand  the 
it  business  cycle.  But  this  first  cut 
ancing  the  books  should  help  make 
;  sense  of  the  numbers — and  put 
en  brighter  shine  on  the  long-i-un- 
3xpansion  of  the  '90s. 
•y  Mike  McNamee  in  Washington 


Sometimes  The  Best  Oeeense 
Is  A  Good  Deeense. 


Select  S&P  Industrial  Portfolio 


In  a  volatile  market,  ycm  vc  got  to  weigh  every  move.  1  hat  s 
what  we  do  with  the  Select  S&P  Industrial  Portfolio.  It  takes  indexing 
to  another  level  with  its  new  stock  screening  process. 

We  start  with  the  stocks  of  the  S&P  Industrial  Index ',  analyze 
them,  then  select  15  quality,  high  dividend  yielding  stocks  that  may  be 
currendy  undervalued.  Their  higher  than  average  dividend  yield,  if 
maintained,  could  help  buffer  the  effect  of  stock  price  declines  during 
market  downturns. 

While  this  is  a  one-year  portfolio,  it's  designed  to  be  an 
investment  strategy  you  can  follow  for  the  long  term.  You  can  rollover 
your  investment  each  year  into  a  new  portfolio,  if  available.  However, 
there  is  no  assurance  that  any  portfolio  will  outperform  the  Index 
over  its  1-year  life  or  successive  rollovers. 

The  result  is  a  Portfolio  of  stocks  combining  value,  capital 
appreciation  potential,  and  dividend  income.  This  new  Portfolio  offers: 

•  Stcjcks  rated  A  or  better  by  Standard  &  Poor  s. 

•  A  disciplined  strategy. 

•  Minimum  investment  of  just  $250. 

Call  Defined  Asset  Funds  today  for  a  free  copy  of  the 
Select  S&P  Industrial  Strategy  Guide.  It's  a  smart  move. 

1-800-562-2926  ext.  219 


hv\  With  Knowledge. 

Defined  Asset  Funds'^  : 

Hold  With  Confidence. 

Family  of  funds  offei-ed  by 

Merrill  Lynch  •  Smith  Barney  •  PaineWebber 
•  Prudential  Securities  •  Dean  Witter 

"Standani  cr  I'oor's" and  "S&P" are  trade>narks  of  The  McGraw-Hill  Companies  and 
have  been  licensed  for  use  by  Defined  Asset  Funds.  The  Portfolio  is  not  sponsored, 
managed,  sold  or  promoted  hy  Standard  &  Poor's.  Dividends  and  any  gains  will  he 
suhiect  to  tax  each  year.  A  free  prospectus  containing  more  complete  tnftnmation  on 
Defined  Asset  Funds  "'  Select  Sc^r  huliistnal  Portfolio,  inclujmg  all  cl.hirges  and  expenses, 
!S  available  from  any  of  the  above  sponsors.  Head  the  prosfiectus  caivfullv  before 
investing.©  l'->9y  Merrill  Lyiuh.  Pierce,  Feiiiier  a  Smith  Inc.  Member  SlI'C. 
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Environment 


CFCs 


THE  BLACK  MARKET 
VS.  THE  OZONE 

Despite  global  limits  on  CFC  production,  the  traffic  is  brisk 


Ten  years  ago,  the  world's  nations 
signed  a  historic  agreement  to 
phase  out  chlorofluorocarbons 
(c?"cs),  chemicals  used  as  coolants 
in  refrigerators  and  air  conditioners. 
The  global  cooperation  was  a  response 
to  evidence  that  (TCs  had  been  eating  a 
hole  in  the  earth's  protective  ozone  lay- 
er for  decades.  Industrial  nations  agi'eed 
under  the  Monti'eal  Protocol  to  halt  vir- 
tually all  CFC  production  by  1996,  with 
the  developing  nations  given  until  2010. 

On  the  surface,  the  agi'eement  has 
worked.  Global  production  of  CTCs,  such 
as  DuPont  Co.'s  popular  Freon  brand, 
dropped  fi'om  800,000  metric  tons  in  1987 
to  156,000  last  year.  The  world's  chemical 


companies,  working  vdth  car-  and  appli- 
ance makers,  spent  miUions  of  dollars 
to  produce  replacement  coolants. 

Still,  if  you  own  a  car  built  before 
1994  and  you've  replaced  the  coolant  this 
summer,  there's  a  good  chance  you  are 
using  illegal  CFCs.  The  U.  S.  prohibits 
making  or  importing  CFCs  but  doesn't 
ban  the  sale  or  use  of  chemicals  made 
before  the  1996  ban.  That  loophole  was 
to  allow  the  130  milhon  older  cars  using 
CFCS  to  be  serviced.  But  the  loophole 
also  allows  a  thinving  black  market. 

CFCS  from  factories  in  China,  India, 
Mexico,  and  Russia — countries  still  al- 
lowed to  make  the  chemical  for  domestic 
use — are  wending  theii*  way  to  Eui-ope, 


the  U.  S.,  and  Canada.  The  smugj 
pass  them  off  to  repaii"  shops  as  recj 
CFCS — which  are  still  legal — or  c) 
they  are  part  of  grandfathered  st 
piles.  Drivers  of  older  cars  aren't  li 
to  ask  questions.  It  can  cost  as  n 
as  $1,200  to  retrofit  a  cai-'s  aii-condi 
ing  system  for  a  CFC  alternat 
Recharging  with  CFC  costs  about  $J 
DEADLY  RAYS.  The  price  differei 
creates  a  gr-eat  market  for  smugg 
who  brought  an  estimated  $500  mi 
worth  of  the  chemicals  into  the  1 
last  year,  according  to  the  U.  S.  ( 
toms  Service.  Worldwide,  the  U.  N 
timates  that  some  30,000  metric  toi 
CFCS  were  smuggled  into  industrial* 
countries  in  1996,  one-fifth  of  the 
production.  The  U.  S.  Justice  Dept 
timates  that  the  CFC-smuggling  rack 
larger  in  value  than  the  trade  in  ill 
guns.  It  may  also  be  more  damat 
Ozone,  a  natural  atmospheric  gas,  , 
tects  the  earth  from  the  sun's  del 
ultraviolet  rays,  which  unshieldedi 
cause  skin  cancer  and  destroy  sea  I 
The  black  market  has  hurt  Du]| 
and  Imperial  Chemical  Industries  I 
Each  spent  some  $500  million  dev( 
ing  CFC  alternatives.  In  1991,  w 
DuPont  started  shipping  hcfc  13- 
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COUNTRIES  STILL  MAKING  CFCs 
i  THOUSANDS  OF  METRIC  TONS 
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( rivironmentally  sound  coolant, 
vas  a  significant  stockpile  of  CFCs. 
ill 'gal  imports  deferred  the  use 
!  stockpile  by  at  least  a  year," 
(jlin  Bray,  DuPont's  global  man- 
n-  refrigerants.  It  also  dampened 
;t  in  retrofitting  ears  and  "gave 
a  false  sense  of  security  that 
are  readily  available,"  says  Bray. 
h  complacency  has  done  the  at- 
ere  no  good.  This  spring,  the 
Meteorological  Organization  (WMO) 
ed  that  the  ozone  layer  over  the 


THE  MAIN  ROUTES 

►  From  Russia  into  Western  Europe  and  Canada,  where 
they  are  smuggled  across  the  border  to  the  U.S. 


NETHERUNDS 


VENEZUELA 
BRAZIL 


SPAIN- 


►  From  Brazil, 
Venezuela, 
and  Mexico 
up  through  the 
Mexican  border 
to  the  U.S. 


North  Pole  is  the  thinnest  it  has  been 
since  scientists  started  taking  measiu*e- 
ments  in  the  early  1970s.  Over  Antarc- 
tica, where  the  layer  has  always  been 
thinnest,  observations  last  October 
"show  a  continuous  ozone  depletion  of 
unprecedented  magnitude,  with  com- 
plete annihilation . . .  during  a  few  con- 
secutive weeks,"  says  the  WMO. 

Part  of  the  problem  is  the  ease  with 
which  CFCs  can  be  smuggled.  A  study  of 
the  black  market  issued  last  year  by 
the  Washington-based  environmental 
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►  From  China,  India, 
and  South  Korea 
into  the  Western  U.S. 

group  Ozone  Action  found  that  illegal 
CFC  canisters  may  be  mislabeled  as 
"propane"  or  hidden  inside  larger  canis- 
ters of  another  chemical.  Or  they  are 
legally  brought  into  U.  S.  ports  for  ship- 
ment to  Latin  America,  then  diverted  to 
the  domestic  market. 

Customs  officials  stepped  up  enforce- 
ment in  1995,  convicting  eight  people 
in  Miami  of  diverting  more  than  4,000 
tons  of  CFCs  from  India.  Ozone  Action 
estimates  that  some  10,000  tons  of  sus- 
pect CFCS  came  into  U.  S.  ports  in  1995, 


ULDN'T  YOU  FURNISH  YOUR  OFFICE  THAT  WAY? 


Productivity.  Communication.  Worker  Morale. 

Yes,  an  attractive,  well-thought-out  office  can  enhance  all  of  these.  At  HON, 
we  manufacture  a  full  line  of  quality  office  furnishings  that  help  people 
become  organized,  stay  comfortable,  and  get  in  touch  with  one  another. 

But  what  price  should  you  pay  for  enhanced  performance?  Thafs  the  other  side 
of  the  HON  storj.  For  five  decades,  we've  been  recognized  for  making 
excellent  furniture  at  an  affordable  price. ..furniturr  that  delivers  what  we 
refer  to  as  compelling  value.  It's  a  practice  that's  earned  us  the  reputation 
as  America's  Value  Leader  in  office  furnishings. 

So  when  it's  time  to  upgrade  the  facility,  remember. .quality  doesn't  have  to 
be  costly  when  you  wor'k  with  HON.  ■  <  •.:>- 


America's  Value  Leader  for  Fifty  Years 

1-80l  435-  78891 www./ion(  ompany.  com 


FREE  GUIDE 


CHART  YOUR  COURSE  TO 
INTERNATIONAL  INVESTING 


T.  Rowe  Price  Guide  to  International  Investing.  If  you're  considering 
enhancing  the  long-term  return  potential  of  your  portfolio  by  diversifying 
overseas,  our  new  international  investing  guide  can  help  you  plot  your 
course.  The  guide  provides  an  overview  of  the  benefits  and  risks  of  invest- 
ing abroad,  and  helps  you  execute  an  international  investment  strategy 
that's  appropriate  for  you. 

Benefit  from  our  expertise.  T.  Rowe  Price  offers  a  wide  range  of  100% 
no-load  international  funds  to  implement  your  investment  strategy.  We've 
been  helping  investors  diversify  abroad  since  1979  and  are  the  largest  inter- 
national no-load  fund  manager.'  Of  course,  investing  overseas  involves 
special  risks,  including  the  volatility  of  currency  exchange  rates.  $2,500 
minimum  investment  per  fund  ($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  your  free  planner  and  a  prospectus 

1-800-401-4768 

www.  tiowepiicc.  com 


Irwest  With  (h)}fidmce 

T.RoweR'ice 


'Ik 


'Stralff^ii  liisigln  Sinifiind.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services, 
Inc.,  Distributor  m'(,ii«.akm 
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And  Save  Off 

The  Newsstand  Price. 
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Environment 


witfi  Russian  supplies  going  to  the  | 
Coast  and  Chinese  and  Indian  to 
West.  In  1996,  the  trade  shifted  to  ? 
er-to-monitor  land  routes  across 
Mexican  and  Canadian  borders. 

Mexico's  border  is  a  popular  e| 
point.  Much  of  the  contraband  ccB 
from  a  CFC  factorj'  just  200  miles  I 
Texas.  Last  year,  after  seizing  aj!l 
1,000  pounds  per  month  at  the  bo| 
the  Customs  Service  decided  to  c3 
down.  It  formed  a  special  task  fl 
with  investigators  from  other  goVf 
ment  agencies  caDed  Operation  Fri(| 
jas  ("fi-ozen  Texas").  "We  think  of 
one  of  the  top  pi'oblems  facing  CustoJ 
says  Steven  W.  Hooper,  deputy  sp? 
agent  of  the  Houston  Customs  o:5 
"Tlie  damage  that  these  things  can  d 
the  environment  is  tremendous."  f 
CASH  INCENTIVE.  In  Western  Eujf 
illegal  CFCs  have  a  Russian  flavort 
though  Russia  was  to  halt  cfc  prclE 
tion  last  year,  Moscow  insisted  it  wl 
be  too  costly  to  produce  replaceml 
The  U.  N.  reports  that  Russia's  sk 
CFC  factories  pi-oduced  18,000  mi 
tons  in  1996,  some  10,000  of  whicl| 
tered  the  European  Union  illegally.i- 
report  on  comphance  with  the  Men 
Pi'otocol  issued  last  year,  London's 
al  Institute  of  International  Affair 
clared:  "All  the  evidence  suggests 
Russia  is  a  significant  source  of 

of  the  illegally  traded  material  

vidual  plants  may  simply  produce  i 
their  official  quota  and  sell  the  su 
on  the  black  market." 

The  World  Bank  figures  that  the 
iest  way  to  stop  the  illegal  trade 
pay  Russia  $30  million  to  shut  ( 
the  plants.  The  bank  has  come  up, 
half  the  sum  and  ui-ged  the  Groi 
Seven  industrialized  nations  to 
up  the  rest.  Environmentalists  wan 
World  Bank's  solution  more  widel] 
plied:  Shut  down  all  CFC  plants 
not  in  2010.  "There  is  plenty  of 
stuff  floating  around  in  cars  that 
be  recaptured  and  reused,"  says  J 
Vallette,  executive  director  of  th 
teinational  Trade  Information  SerV 
Washington-based  envir'onmental  g 
It's  absurd,  Vallette  says,  to  givi 
developing  nations  more  time  to  ] 
out  the  chemical.  "The  majority  of 
go  into  car  air  conditioners.  Peopl( 
own  cars  are  not  people  in  povert 

Poor  or  not,  drivers  who  won't 
fit  ail'  conditioner's  might  heed  a  19, 
port  out  of  the  Netherlands.  It 
mates  that  up  to  1.5  million  cas 
skin  cancer  could  be  averted  each 
in  the  U.  S.  if  the  CFC  ban  is  eiifo 

By  Catherine  Arnst  in  New 
with  Gary  McWilliams  in  Housto 
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welopments  to  Watch 


9D  BY  OTIS  PORT 


FER  IS  THICKER 
N  CLOTS 

TEN  YEARS  AGO, 

itives  at  the  Min- 
)lis  company  now 
I  Possis  Medical  Inc. 
;ered  if  their  heavy- 
it  water-jet  cutting 

which  were  used  to 
concrete  off  en- 
ed  oil-well  valves  af- 
16  gulf  war,  could  be 
;ed  to  clearing  out 
ed  arteries.  If  clots 

be  excised,  it  would 
re  blood  flow  almost 
ntly,  unlike  clot-bust- 
rugs,  which  can  take 
5  to  work, 
e  hunch  paid  off. 
?esu\t  is  AngioJet,  a 
stainless  steel  tube 
^ng  through  a  larger, 
letti-size  plastic  tube 
snakes  through  an 
y.  At  the  end  of  the 
1  tube  is  a  tiny  show- 
id,  but  facing  back- 
Once  the  device 
leen  guided  to  a  clot, 
e  saUne  solution  is 
)ed  at  gi'eat  pressure 
igh  the  shower  head, 
icing  powerful  water 
jointed  back  into  the 
ic  tube.  This  creates 
tion  that  whisks 

the  clot. 

ssis  got  federal  ap- 
il  last  December  to 
he  AngioJet  for 
ing  out  the  blood 
that  plague  kidney- 
sis  patients — a  proce- 
that  recently  saved 
hio  man  from  a  mas- 
stroke.  He  arrived  at 
Cleveland  Clinic  with 
in  both  of  the  arter- 
lat  nourish  the  brain, 
robably  had  only 
tes  to  live,  so  the 
sis  team  quickly 
3d  out  one  clot.  Now, 
:al  trials  are  under 
on  clots  involved  in 
:  attacks.  John  Carey 


A  NEW  CHIP 

THAT'S  A  SURFBOARD 

FOR  DATA  

"it's  just  a  prototype,  but 
it's  the  start  of  plasma-wave 
electronics,"  says  Michael 
Shur,  a  professor  of  solid- 
state  electronics  at  Rensse- 
laer Polytechnic  Institute 
(RPi)  in  Tcoy,  N.  Y.  He's  talk- 
ing about  a  chip  that  mai'ks  a 
radical  change  from  cui'rent 
technology:  It  transmits  sig- 
nals as  waves,  not  as  packets 
of  electrons.  This  promises  to 
boost  computer  "heartbeat" 
speeds  from  today's  mega- 
hertz range— 233' MHz  for 
top-end  mainstream  PCs — into 
the  gigahertz  realm,  or  bil- 
lions of  cycles  per  second. 

To  explain  how,  Shur 
di-aws  an  analogy  with  sound. 
Sounds  travel  on  waves  rip- 
pling through  the  air,  not  as 
clumps  of  air  molecules  that 


leave  one  person's  mouth  and 
enter  another's  ear.  If  sound 
worked  that  way,  there  would 
be  a  long  delay  while  the 
sound-carrying  molecules  el- 
bowed theu-  way  thi-ough  the 
other  ail"  molecules.  Similarly, 
he  says,  chips  can  harness  a 
so-called  plasma  wave  to  send 
signals  through  the  fluid  of 
electrons  within  chip  circuits. 

Shur  proposed  the  scheme 
in  1993.  Now,  vdth  help  from 
colleagues  at  Russia's  loffe 
Institute  and  the  University 
of  Virginia,  he  has  built  a 
crude  plasma-wave  chip.  If 
the  research  and  develop- 
ment continues  to  pan  out, 
he  envisions  such  applications 
as  sensors  of  exquisite  sensi- 
tivity— they  could  be  tuned 
to  detect  the  molecular  vi- 
brations of  speciflc  sub- 
stances, including  explosives. 
Signals  that  smf  the  electron 
waves,  says  Shur,  would 
bring  "many,  many  exciting- 
new  opportunities."  □ 


GET  A  CHARGE  FROM  THIS  TWO-WHEELER 

JUST  AS  POWER-ASSISTED  STEERING  MAKES  PARKING  A 

snap,  power-assisted  peddling  makes  biking  a  breeze — 
or  not,  if  you  want  to  get  some  extra  exercise.  With  the 
Charger,  a  new  electronic  bicycle  from  Charger  Bicycles 
LLC  in  Monrovia,  Calif.,  you  decide  how  much  effort  it 
takes  to  pump  the  pedals.  The  bike's  computer  chip  can 
be  set  to  amplify  your  muscle  power  by  anywhere  from 
50%  to  400%. 

The  extra  oomph  comes  from  a  half-horsepower  elec- 
tric motor  and  two  12-volt  batteries.  They  can  cany  a 
commuter  up  to  20  miles  at  an  average  of  18  mph  be- 
fore needing  a  recharge.  San  Bernardino  (Cahf.)  com- 
muters who  agi'ee  to  leave  their  cars  at  home  and  ride 
Chargers  to  work  at  least  twice  a  week  can  get  a  re- 
ward from  the  city  for  helping  to  reduce  air  pollution:  a 
$600  gi-ant  toward  a  Charger's  $1,500  cost. 

»i         Charger  Bicycles  is  a 
joint  venture  of  Aei'oViron- 
ment  Inc.,  which  built  the 
solar-powered  plane  flown 
from  Paris  to  England  in 
1981,  and  GT  Bicycles  Inc., 
which  designed  the  stream- 
lined bike  for  the  U.  S. 
( )lympic  team.  Production  of 
2,500  Chargers  began  in 
early  June.     Roy  Furchgott 


THIS  YEAR  MARKS  THE  lOOTH 

anniversary  of  the  discovery 
of  the  electron  by  British 
physicist  Joseph  J.  Thomson. 
But  even  a  century  later,  af- 
ter the  world  has  been  trans- 
formed by  electronics,  the 


electron  is  still  an  enigma: 
How  can  it  have  mass,  as  it 
does  under  some  conditions, 
yet  not  occupy  space  under 
other  conditions?  Among  the 
Web  sites  celebrating  the  con- 
tinuing conundi'um:  http:// 
www.iop.org/Physics/Electron 
/Exhibition  and  http://www. 
aip.org/history/electron. 
■  Intel  Corp.  has  another 
microprocessor  challenger  on 
its  hands.  Centaur  Technolo- 
gy Inc.,  an  Austin  (Tex.)  unit 
of  Integrated  Device  Tech- 
nology Inc.,  has  developed  a 
Pentium-class  chip  that's  40% 
smaller  than  comparable 
Pentiums.  Since  silicon  size 
is  a  major  factor  affecting 
costs.  Centaur's  IDT-C6  chip 
could  put  intense  price 
pressure  on  Intel.  Samples 
of  the  chip  will  be  available 
in  July. 

a  On  another  roost,  Intel  con- 
tinues to  rule  indisputably. 
The  supercomputer  it  is  in- 
stalling at  Sandia  National 
Laboratories  in  New  Mexico 
just  broke  its  own  world 
speed  record:  1.34  trillion 
floating-point  operations  per 
second  (teraflops).  Tliat's  25% 
better  than  the  mark  posted 
last  December.  The  computer 
harnesses  an  army  of  9,200 
Pentium  Pro  cliips,  all  march- 
ing in  concert. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  cltwjul@businessweek.com 
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Cherries  in  winter, 
peacties  in  spring.  It's 
not  ttie  weatlier  tliat's 
ctianged,  it's  ttie 
pacicaging. 


Every  day,  at  36.000  feet,  a  global 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  criss( 
the  globe,  many  of  them  gently  nestl 
packaging's  version  of  a  first-class  se. 
a  carton  or  container  designed  by 
International  Paper. 
Chilean  grapes  land  in  Marseilles. 
California  melons  tonch  down  in  Warsa 
Tuscan  tomatoes  arrive  in  Kyoto. 
What  helps  them  survive  the  trip? 
Package  design  that  anticipates  real 
temperature  swings,  humidity,  jostlii 
customs  delays,  curious  spiders  and 
occasional  15-loot  plunge  from  a  cai 
ship's  hoist. 

Packaging  also  has  to  be  specific. 
Frozen  chicken,  fresh  juice,  fine  chir 
each  poses  a  very  different  challeng^ 
Last  year  alone,  our  engineers  desi^ 
over  44,000  distinct  kinds  of  packag 
for  businesses  all  over  the  world.  A) 
a  lab  where  we  mimic  the  rigors  of  ^ 
travel,  our  packages  are  tested  until 
reveal  their  every  strength  and  weak 
We  do  it  for  our  customers,  and  for  i 
you  who  cra\e  fresh,  unbruised  cher 
in  midwinter.  il 


INTERNATIONAL 


We  answer  to  ttie  world 


www.ipaper.com 


Science  &  Technology 


MICROELECTRONICS 


A  REVOLUTION 

IN  MEDICAL  IMAGING 

Digirad's  50-pound  device  could  replace  3,000-pound  gamma-ray  cameras 


Cell  phones  on  chips.  Cameras  on 
chips.  It's  amazing  how  many  com- 
plex systems  have  been  shrunk 
onto  tiny  slices  of  silicon.  But  in  three 
decades  of  high-tech  diminution,  there 
has  been  one  stubborn  holdout:  The  nu- 
clear-detection devices  doctors  use  to 
diagnose  cancer  and  amis  experts  re- 
quire to  monitor  nuclear  weapons. 

Now,  a  scrappy,  thi'ee-yeai-old  startup 
called  Digirad  Corp.  intends  to  shake 
up  the  field  of  gamma-  and  X-ray  detec- 
tors. The  San  Diego  company  is  produc- 
ing crystal  sensors  mounted  on  semi- 
conductors that  can  replace  the  bulky 
vacuum  tubes  in  nuclear  medical  gear. 
And  unlike  crystal  sensors  used  by  the 
military,  which  fimction  only  when  su- 
percooled in  liquid  nitrogen,  Digirad's 
ciystals  work  at  room  temperatui'e.  That 
opens  the  door  to  dozens  of  applications, 
fi'om  smog  sensors  to  aiipoit  detectors 
for  thwarting  transport  of  chugs  and  ex- 
plosives. "We've  been  waiting  with  bated 
breath  for  this  kind  of  thing,"  says  An- 
thony D.  Lavietes,  an  electrical  engi- 
neer at  Lawence  Livermore  National 
Laboratoiy  in  Livermore,  Calif. 

In  Jime,  with  the  blessing  of  the  Food 
&  Ding  Administration,  Digii'ad  unveiled 
its  fu'st  product:  a  50-pound  imaging  de- 
\ice  that  could  replace  3,000-pound  gam- 
ma cameras  used  in  nuclear  medicine. 
The  product  is  winning  raves  fi'om  doc- 
tors who  have  field-tested  it.  "The  im- 
ages are  superb,"  says  Michael  Kipper, 
associate  professor  of  radiology  at  the 
University  of  CaHfomia  at  San  Diego. 
DEEP  HORIZON.  Nuclear  medicine  could 
use  a  boost.  Hospitals  will  spend  about 
$540  million  on  gamma  cameras  this 
year,  says  Frost  &  Sulhvan  in  Mountain 
View,  Calif.  They'll  measiu'e  bone  densi- 
ty in  osteoporosis  sufferers  and  tissue 
damage  in  heart  patients  as  well  as  de- 
tect cancers.  But  the  market — supphed 
mainly  by  the  likes  of  Siemens,  General 
Electric,  and  Toshiba — has  been  lan- 
guishing for  year's  because  of  high  equii> 
ment  costs  and  limited  uses. 

Having  tried  Digirad's  alternative 
camera  over  a  six-month  period,  Kip- 


per thinks  it  could  expand  the  bound- 
aries of  nuclear  medicine.  Unlike  con- 
ventional gamma  cameras,  Digirad's 
products  could  be  installed  in  small 
breast-cancer  clinics,  where  their  ability 
to  image  the  breast  from  different  an- 
gles could  reduce  dependence  on  biop- 
sies. These  compact  cameras  could  also 
be  placed  in  hospital  emergency  rooms 

CONVENTIONAL  GAMMA  CAMERA 


GAMMA  RAY 
PHOTONS 


SCINTILLATIONS 


PHOTOMULTIPLIER 
TUBE 


SECTION  OF 
SODIUM-IODIDE  CRYSTAL 


DIGIRAD'S  DETECTOR 


PICTURE  DISPLAYED 
ON  COMPUTER 


to  speed  diagnosis  of  heart  attacks. 

The  principles  of  gamma-ray  detec- 
tion haven't  changed  since  the  devices 
were  invented  in  the  1960s.  They  all 
rely  on  crystals  that  generate  either 
flashes  of  light  or  electrical  signals  when 
they  absorb  X-rays  or  gamma  rays  (il- 
lustration). The  rays  are  given  off  natu- 
rally in  the  case  of  radioactive  sub- 
stances, and  can  be  induced  in  most 
other  materials — including  the  human 
body — by  exciting  the  atoms  with  a  ra- 
diation source.  Each  irradiated  sub- 


stance— whether  it's  a  tumor  or  a 
of  steel — emits  energy  differently 
you  can  accurately  measure  the 
translated  into  electrical  signals 
can  identify  most  materials. 

For  decades,  scientists  trying  tol 
uate  the  condition  of  nuclear  war 
and  other  weapons  relied  on  pur( 
manium  crystals  chilled  in  hquid 

Gamma  rays  from  tumor 
DIGITAL  2^'"''^^  sodium-iodide  cryj 
SIGNALS  creating  flashes  of  light 
called  scintillations. 


Flashes  are  arnpli 
by  photomultiplie 
tubes,  which  gem 
a  current. 

Analog-to-digital 
verter  chips  chang 
current  to  signals 
a  computer  displa 
as  a  picture. 


Gamma  rays  stril 
CZT  crystals-on- 
chips,  setting  ek 
trons  in  motion, 
chips  read  this  c 
rent  directly,  wit! 
aid  from  convert' 

The  result  is  sha 
images  on  the  c( 
puter  screen. 


gen.  But  in  the  mid-1980s,  Di 
foimder  Jack  Butler  and  a  Uki-ania 
laborator  named  Emmanuil  El 
showed  that  a  combination  of  cadi 
zinc,  and  tellmide  (czT)  offered  e» 
electrical  properties  at  room  te; 
ture.  The  two  men  founded  San 
Semiconductor,  which  later  becair 
girad.  By  the  early  1990s,  convin( 
czt's  merits,  both  Livemnore  and  S 
National  Laboratories  began  helpii  '^ 
girad  analyze  and  test  its  ciystal? 
The  payoff  could  be  huge,  says  I 


::  Demand  could  liit  $1U  billion 

!S,  a  solid-state  physicist  at  San- 
iddition  to  medical  and  weapons- 
applications,  James  thinks  CZT 
)  scientists  track  toxic  elements  in 
ironment,  measure  lead  in  paint, 
oil  deposits,  and  separate  alu- 
into  its  alloys  for  recycling  pur- 
]ontemplating  all  these  opportu- 
)igii-ad  President  and  ceo  Karen 
se  exuberantly  predicts  that  an- 
nand  for  czT  detectors  could  soar 
)illion  over  the  next  decade, 
ad  won't  be  the  only  company 
,0  harvest  that  business,  howev- 
•on,  a  Newbury  (Ohio)  unit  of 
s  industrial  giant  St.  Gobain,  is 
ling  similar  materials — assisted 
nanuil  Raiskin,  who  parted  ways 
ck  Butler  in  1991.  Bicron  is  the 
leading  supplier  of  sodium-io- 
ystals  used  in  nuclear  medicine, 
e  don't  have  our  boat  tied  to 
!  product,"  says  Phihp  J.  Corvo, 
general  manager  for  scintillation 
s.  Manufactui'ers  of  cun-ent  gam- 
eras,  such  as  GE,  may  also  entei' 
ly.  "The  whole  picture  could 
as  new  players  get  interested 
echnology,"  says  Sandia's  James. 
R,  TOO.  Analysts  say  Digii'ad  has 
a  12-month  lead  over  rivals  in 
iical  arena,  the  biggest  niche,  for 
recently  doubled  its  staff,  to  53, 
closing  a  $15  million  round  of 
!-capital  financing.  That,  plus  a 
ion  placement  last  September, 
'ushion  Digii'ad  until  volume  sales 
1  the  second  half  of  1998.  Prices 
t  about  $250,000,  and  high-end 
ith  a  large  viewing  field  will  cost 
0  more.  But  that's  still  just  half 
IQ  of  premium  gamma  cameras. 
Klause  hopes  to  list  Digirad  in 
)8,  at  which  time  she'll  take  the 
off  the  company's  next  line  of 
ts — crystal-based  CT  and  X-ray 
at  vdll  requii'e  less  radiation  than 
equipment.  Meanwhile,  excite- 
ver  the  new  gamma  cameras  is 
ng.  If  they  perform  as  adver- 
iays  Arturo  E.  Beeche,  Frost  & 
m's  analyst  covering  radio  phar- 
icals,  "these  devices  will  be  noth- 
trt  of  revolutionary." 

By  Neil  Gross  in  New  York 


If  you'd  like  to  know  more  about  how  we  make  whiskey  here  in  Tennessee,  drop  us  a  line. 

YOU'RE  LOOKING  AT  the  difference  between 
Jack  Daniel's  Tennessee  Whiskey  and  a 
Kentucky  bourbon. 

At  our  distillery  in  the  Tennessee  hills,  we 
burn  ricks  of  hard  maple  until  they  become 
charcoal.  Then  we  trickle  our  whiskey,  drop 
by  drop,  through  that  charcoal  to  mellow 
its  flavor.  Some  folks  call  Jack  Daniel's 
a  "bourbon,"  but  the  U.  S.  Government 
says  our  charcoal  mellowing  makes  us  a 
"Tennessee  Whiskey."  If  you're  looking 
for  a  difference,  we  believe  one  sip 
will  tell  you  all  you  need  to  know. 


SMOOTH 
TENNESSEE 


SIPPIN' 
WHISKEY 


Your  fnutuis  at  Jaik  IAiniL'l\  ri'mind  ^'"U  u>  drink  resprmsibN 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  m  the  Natumal  Register  nf  Historic  Ptices  hy  the  United  States  Gorenirneiit 


Tenth  Annual  Business  Week  Symposium 
of  Chief  Executive  Officers 
October  6-8,  199/ 
Washington,  D.C. 


ce 


s  no  longer  business  as  usual.. 


With  the  millennium  looming,. 


What  new  knowledge  must  the  21st  century 


CEO  acquire  to  stay  competitive.  How  have  the  'Vules  of  the  game"  changed. 

Tl,eT.„th  ^,n„a|  Business  Wfeek  Symposium  of  Chief  Executive  Office, 
will  address  the  unique  challenges  facing  top  managers  at  this  moment  in 
history  This  p.mier  gathering  of  Americas  business  leade.  will  feture  th. 


:^EOs  of  the  natioiis  1 


argest  corporations  as  well  as  some  of  todays  leadin. 


commentators  and  historians. 


Join  LIS  for  a  lively  and  interactive  program  thaj 


experience  for  all  participants.  V^f^/^^ 
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THE  RUSSIA  SUMMIT 
10-12  September  1997 
Grand  Hotel  Europe 
St.  Petersburg,  Russia 


1     ^^/^^J^^JLwV    The  Russian  economy  has  luidergoiie  a 
remarkable  transformation.  Foreign  investors  are  plmiging  in..  The  stock 
market  is  booming.  European,  Asian,  and  U.S.  firms  doing  business  in  Russia 
are  seeing  their  sales  soar. 

But  what  does  the  future  hold  for  this  rapidly  changing  mirket? 
Business  Week  will  bring  together  a  notable  group  of  international  business 
leaders,  government  officials,  and  long-time  Russia  watchers  to  explore  this 
question  in  the  beautiful,  historic  city  of  St.  Petersburg. 

Join  us  at  Tlie  Russia  Summit  for  fresh  insights,  ideas,  and  information  that 


are  sure  to  benefit  your  Russian  ventures. 


trad 


e 


andinvcstmen 
opportunities 
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Personal  Business 


EDITED  BY  KERRY  CAPELL 


THE  NUTS  AND  BOLTS 

OF  HIRING  A  CONTRACTOR 


The  contractor  I  hired 
to  renovate  my  Man- 
hattan apaitment  came 
highly  recommended.  Im- 
pressed by  his  credentials 
and  eager  to 
start  the 
renovation, 
I  paid  him  $20,000  up  front. 
Two  weeks  later— when  the 
renovation  was  in  full 
swing — my  "dream  builder" 
skipped  town  for  Singapore. 
He  absconded  vdth  valuable 
art  deco  cabinets  and  a  sub- 
stantial chunk  of  my  savings, 
leaving  behind  an  apartment 
in  shambles. 

My  case  is  hardly  unique. 
Home  remodeling  contractors 
rank  just  behind  ear  sales- 
people and  auto  mechanics  in 
generating  the  most  con- 
sumer complaints,  according 
to  the  Coimcil  of  Better  Busi- 
ness Bureaus  in  Arlington, 
Va.  The  problem  is  that  any- 
one with  "a  wheelbaiTow  and 
a  shovel"  can  claim  to  be  a 
contractor,  says  Paul  K.  Heil- 
stedt,  CEO  of  Building  Offi- 
cials &  Code  Administrators 
International,  a  municipal  as- 
sociation in  Country  Club 
Hills,  111. 

AIRTIGHT.  With  no  federal 
oversight  and  liinited  state  li- 
censing and  insurance  re- 
cjuirements,  the  nearly  $120 
billion  home  remodeling  in- 
dustry is  a  hotbed  of  uncjual- 
ified — and  often  unscrupu- 
lous— operators.  Your  best 
defenses  against  renovation 
lipoffs  are  a  little  skepticism, 
a  lot  of  comijarison  shopping, 
and  an  airtight  legal  contract. 

'WT}ethei'  you  are  remodel- 
ing the  kitchen  or  considering 
a  more  elaborate  project,  the 
best  person  to  lead  you 
through  the  lengthy  and  of- 
ten frustrating  process  is  an 
experienced  architect.  While 
this  will  add  10%  to  15%  to 


REMODELING 


yom"  overall  cost,  consider  it 
money  well  spent.  An  archi- 
tect design  the  project 
and  oversee  it  fi'om  start  to 
finish.  And  a  good  designer 
helps  you  avoid  unforeseen 
pi'oblems,  says  Robert  A.  Ru- 
bin, a  partner  in  the  Manhat- 
tan law  fiiTn  of  Postner  &  Ru- 
bin. The  American  Institute 
of  Architects  (aia)  (800  242- 
9930)  can  provide  a  list  of  reg- 
istered architects  in  yom-  area 
who  specialize  in  remodeling. 


Once  you've  chosen  an  ar- 
chitect, you'll  need  to  speU  out 
the  conditions  and  the  expect- 
ed budget  of  the  pi-oject  in  a 
wintten  contract.  Wliether  you 
hii'e  an  attorney  to  di'aw  up 
the  papers  or  use  a  copy  of  a 
standard  remodeling  contract 
obtainable  from  the  aia,  it 
should  at  minimum  cover  the 
following:  the  method  and 
timetable  for  payment;  a  com- 
prehensive listing  and 
timetable  of  the  architect's 


services,  including  a 
specifying  the  freque 
site  visits;  and  evidem 
the  architect  has  liabi 
surance.  If  the  rem( 
project  is  more  coraj 
construction  attornej 
usually  run  from  $1, 
$5,000— is  recommend( 
Although  the  archit( 
monitor  the  renovation 
still  need  to  stay  in\ 
Review  all  sketches  ani 
els  early  in  the  proce 
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asier  to  modify  a  de- 
paper  than  to  knock 
vails  later.  After  you 
;  the  design,  the  con- 
ph  documents  will  be 
1  obtain  building  per- 
d  generate  bids  fi-om 
tors. 

,  the  architect  can  re- 
I  to  contractors  who 
iccessfully  completed 
projects.  But  you'll 
;ed  to  do  a  back- 
check,  says  Manhat- 
estigator  Michael  G. 
,  whose  firm  investi- 
dozen  cases  of  con- 
n  fraud  each  year.  A 
scenario,  he  says,  is 
ntractor  who  bills 
vners  for  fictitious 
5  and  employees. 
CKS.  On  rare  occa- 
m  unscrupulous  ar- 
may  be  receiving 
ks  fi'om  the  contrac- 
the  refeiTals,  so  it  is 
int  to  investigate 
aekgi'ounds  and  cre- 
?  independently, 
's  why  you'll  need  to 
tie  detective  work  of 
m.  First,  request  ref- 
;.  Check  a  few  of  the 
tor's  recent  renova- 
ojects  and  interview 
neowners. 

don't  stop  there.  Talk 
subcontractors — elec- 
,  plumbers,  and  car- 
— who  were  involved 
'ious  renovation  pro- 
ud find  out  whether 
lave  been  paid  on 
le.  If  the  contractor 
)t  pay  them  for  woi'k 
r  project,  any  or  all  of 
)contractors  can  place 
on  your  property — 
lOugh  you  have  al-  ^ 
paid  the  general  Hfe, 
:tor. 

t's  more,  make  sure 
e  contractor  has  both 
y  and  workers'  com- 
on  insurance.  Ask  the 
'  for  a  copy  of  the  in- 
e  certificate,  advises 
Patchan,  executive 
r  of  the  National  As- 
3n  of  Home  Builders 
elors  Council  in  Wash- 
.  Using  the  policy 
r  on  the  certificate, 
le  carrier  to  check 
er  the  policy  is  still 


sumers  fall  into  the  trap  of 
simply  hh'ing  the  lowest  bid- 
der. "Don't  put  price  first," 
says  Patchan.  "A  bid  without 
you  having  checked  out  that 
company  is  not  a  bid  worth 
looking  at."  Indeed,  a  very 
low  bid  may  mean  that  the 
contractor  urgently  needs 
your  money  to  finance  other 
woi'k,  Rubin  says. 


current  and  if  it  covers  a 
project  such  as  yours.  Also, 
call  the  Worker's  Compensa- 
tion Commission  in  your 
state  to  determine  whether 
or  not  the  contractor  is  ac- 
tually covered. 

Although  insurance  and 
registration  requirements  vaiy 
widely,  the  National  Associa- 
tion of  the  RemodeUng  Indus- 


BUILDER  CHECKLIST 

REFERENCES  Ask  for  a  list  of  recent  remod- 
eling jobs  and  interview  the  homeowners. 

CREDENTIALS  Call  the  Consumer  Affairs 
Dept.  in  your  area  to  find  out  if  the  contractor 
is  properly  licensed  and  registered  with  the 
state.  The  local  Better  Business  Bureau  can 
warn  of  any  complaints. 

INSURANCE  Get  a  copy  of  the  contractor's 
liability  insurance  policy  and  call  the  carrier 
to  confirm  that  it  is  current.  Call  the  Worker's 
Compensation  Commission  m  your  state  to 
make  sure  the  contractor  is  covered. 

CO-WORKERS  Request  the  names  and 
phone  numbers  of  all  recent  subcontractors 
that  the  general  contractor  has  hired  and  find 
out  if  they  are  getting  paid  on  time. 

CANCELLATION  POLICY  Federal  law 
requires  contractors  to  provide  written  notice 
explaining  that  the  contract  may  be  canceled 
up  to  three  business  days  after  signing  it. 

DATA  BUSINESS  WEEK 


The  problem  is  that  anyone  with 
^vheelbarrow  and  a  shovel"  can 
claim  to  be  a  contractor 


tiy  (800  966-7601,  ext.  3022) 
will  tell  you  what  licensing  or 
registration,  if  any,  is  required 
in  yoiu'  state.  It's  also  a  good 
idea  to  call  your  local  Con- 
sumer Affairs  Bureau  and 
Better  Business  Bureau  to  find 
out  if  the  home  remodeler  has 
generated  any  complaints. 

Only  now  is  it  time  for  a 
serious  price  comparison.  Tlie 
bids  should  itemize  the  time 
and  costs  for  all  labor  and  ma- 
terial. However,  many  con- 


Once  you've  nari'owed  the 
field  to  the  one  candidate  who 
meets  all  these  specifications, 
you're  ready  to  draw  up  the 
contract.  Again,  the  architect 
can  supply  you  with  a  stan- 
dai'd  AIA  conti-act  that  applies 
to  your  project.  But  your 
best  protection  is  to  hire  a 
construction  lawyei-  who  can 
customize  the  contract  and 
advise  you  on  problems  rang- 
ing from  project  delays  to 
billing  disputes. 


At  a  minimum,  the  legal 
agreement  between  the  con- 
tractor and  the  homeowner 
should  include  the  following:  a 
clause  that  permits  cancella- 
tion within  72  hours  after 
signing  the  contract;  a  list  of 
all  drawings  and  specifications 
outlining  the  scope  of  work; 
the  names  and  addresses  of 
all  people  working  on  the  job; 
the  total  cost  of  the  renova- 
tion and  a  breakdown  of  all 
labor  and  material  charges;  a 
one-year  guarantee  of  the 
contractor's  workmanship; 
approximate  date  of  comple- 
tion; a  plan  to  settle  poten- 
tial disputes;  and  a  release 
of  lien  clause,  which  will  pro- 
tect you  in  the  event  the 
subcontractors  never  get 
paid. 

CONTENTIOUS.  But  by  far 

the  most  contentious  item 
in  the  contract  is  the 
method  and  schedule  for 
payment.  Typically,  contrac- 
tors receive  an  advance  pay- 
ment of  15%  to  20%  of  the 
stipulated  sum  after  the  con- 
tract is  signed  and  before  the 
renovation  begins.  Attorneys 
recommend  stating  in  the 
contract  that  this  advance 
will  be  applied  against  the 
fii'st  phase  of  work  completed 
by  the  contractor.  Then,  pay- 
ments will  be  made  at  vari- 
ous stages  of  the  job's 
progi'ess. 

By  contractually  arrang- 
ing to  withhold  10%'  of  each 
payment  until  completion,  you 
can  ensure  that  the  contrac- 
tor finishes  the  renovation 
right  down  to  the  last  item, 
says  Manhattan  architect 
Wilham  G.  Green.  Before  you 
sign  the  "certificate  of  com- 
pletion," get  an  itemized 
breakdown  of  final  details  to 
be  completed.  And  even 
though  you  have  agreed  to  a 
release  of  lien  clause  in  your 
contract,  make  sure  the 
builder  provides  you  with  the 
document  before  making  the 
final  payment. 

It  may  seem  as  if  finding  a 
good  contractor  is  more  work 
than  the  renovation  itself.  But 
by  making  the  exti'a  effort  at 
the  outset,  you'll  save  a  huge 
amount  of  money,  annoyance, 
and  time.  Heike  Wipperfurth 
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FEASTS  FOR  THE  EYE: 
THE  NEW  CD-ROM  GAMES 


Don't  count  cd-roms 
out  yet.  True,  only  a 
few  years  ago,  cd- 
roms  were  the  great 

hope  of  the  compute i*  indus- 
try. Then  Web  mania  strucl<, 
and  the  shiny  disks  lost  some 
of  theii-  luster.  But  still,  there 
are  several  unusual  and  chal- 
lenging CD-ROMS  that  should 
not  be  mis.sed.  Indeed,  the 
following  are  a  collection  of 
visually  rich  titles  that  go 
well  beyond  the  creativity  of 
the  traditional  shoot-'em-up 
game.  As  a  Macintosh  owner, 
I  included  only  titles  avail- 
able for  both  Mac  and  PC 
platforms. 

SegaSoft's  Obsidian  is 
ingenious  and  one  of  the  best 
realized  cd-roms  I've  seen. 
The  game  takes  you 
through  five  beautifully 
rendered  worlds,  each  with 
its  own  set  of  physical 
laws.  In  the  first  world — a 
funny  bureaucratic  night- 
mare of  clerks  to  be  placated 
and  foiTOS  to  be  authorized — 
the  player  literally  climbs 
the  walls  in  search  of  the 
necessary  paperwork.  Floors 
become  walls,  and  walls 
become  ceilings  as  your  ori- 
entation in  the  labyrinth 
shifts.  The  game  featiu'es  the 
kind  of  logic  problems 
schoolkids  hate.  Here, 
though,  they  are  made  fun 
and  even  magical. 
ART  FORM.  Another  notewor'- 
thy  game  comes  from  Eng- 
lish musician  Peter  Gabriel. 
Eve  is  a  collaboration  be- 
tween Gabi-iel  and  aitists  He- 
len Chadwick,  Yayoi  Kusama, 
Cathy  de  Monchaux,  and 
Nils-Udo  that  tries  to  expand 
the  visual  and  conceptual  pa- 
rameters of  the  CD-ROM  as  an 
independent  art  forin. 

Expelled  from  paradise, 
you  anive  in  a  world  of  mud. 
As  you  gather  artwork  and 
fragments  of  Peter  Gabriel 
songs,  the  landscape  shifts 


from  Japanese  rock  garden 
to  English  countryside  to  in- 
dustrial gi'ime  and,  finally,  to 
either  apocalyptic  wasteland 
or  paradise  regained. 

There  is,  however,  a  snake 
in  the  gai'den.  Tlu-oughout  the 
game  you  are  forced  to  spend 
an  inordinate  amount  of  time 
listening  to  Gabriel's  thoughts 
on  relationships — about  the 
equivalent  of  a  good  day  of 


Oprah.  "What  I  need  is  not 
always  what  I  want,"  Gabriel 
tells  us  with  painful  sincerity, 
then  drops  the  other  shoe 
with:  "What  I  want  is  not  al- 
ways what  I  need." 

To  increase  the  resem- 
blance to  a  daytime  talk  show, 
Gabriel  has  invited  along  a 
panel  of  "experts,"  fi'om  psy- 
chologists to  cler- 
ics, who  utter 
banalities  such  as:  "Men  ai-e 
often  unclear  in  the  way 
they  communicate."  But 
exasperating  as  it  is. 
Eve  creates  a  visually  en- 
grossing envi- 
ronment, by 


SOFTWARE 


More  Than  Just  a  Game 

The  following  CD-ROM  titles  combine  art,  puzzles,  and 
detailed  narratives  with  high-tech  visual  imagery: 


TITLE/COMPANY        RETAIL  PRICE 

COMMENTS 

BAD  MOJO 

Pulse 

Entertainment 

$55.95 

Crawl  under  doors  and  down 
sewers:  a  night  in  tfie  life 
of  a  roach 

EVE 

Real  World 
MultiMedia 

49.95 

A  rich  audiovisual  journey  from 
mud  to  paradise — but  watch 
out  for  those  self-help  gurus 

THE  LAST  EXPRESS 

Broderbund 
Software 

49.95 

Train  enthusiasts  will  love  the 
detailed  recreation  of  the  last 
days  of  the  Orient  Express 

OBSIDIAN 

SegaSoft 

49.95 

Enter  the  fun  house  of  physics 
where  the  rules  shift 
with  the  spaces 

DATA:  COMPANY  REPORTS  AND  BUSINESS  WEEK 


turTis  lovely  and  frigh 
While  Pulse  Ent( 
ment's  Bad  Mojo  is  f 
well  r-ender'ed,  the  set 
decidedly  more  grot 
Here,  you  play  a 
char-acter  living  over 
who  is  mysteriously 
formed  into  a  roach 
mission,  if  you  car 
down  your 
is  to  pic 
clues  about  your  pj 
cr'awling  around  the 
ing's  less-than-tidy  en 
What  makes  the  game 
or-able  is  the  tr-emendi 
genuity  that  went  ini 
ating  a  r-oach-eye  view 
wor'ld. 
LABOR  OF  LOVE.  The 
scape  is  more  pleasing 
dan  Mechner's  The  La 
■press,  whiich  offers  a  d 
recreation  of  a  leg( 
train,  the  pre-World 
Orient  Express.  Mech 
what  was  obviously  a 
love,  tracked  down  the 
maining  car-  fi'om  the 
Express  for  use  as  a  rr 
A  leisurely  and  comj 
game.  The  Last  Expr 
ten  requires  you  to  lis 
and  observe  the  intrig 
the  other  characters 
than,  say,  shooting  the 
right,  as  you  wairder  th 
searching  for  clues  t( 
best  friend's  murder, 
som.etimes  necessary  tci 
in  the  dining  or-  the  si 
car,  eavesdropping  on 
passengers  in  order  to 
plot  your  next  move. 

There  are  so  manj 
mentary  conversations 
ring  simultaneously  on 
ent  parts  of  the  train 
is  impossible  to  hear  tl 
in  one  game.  Action 
should  probably  look 
wher-e,  because  The  La 
press  reveals  itself 
Those  who  stay  wi 
though,  will  be  rew 
with  both  a  meticuloi 
torical  reconstruction 
nuanced  narrative. 

These  games  offer 
ety  of  virtual  experien( 
found  elsewhere — inc 
the  Net.  So  whether  yoi 
to  befriend  a  cockro; 
emote  with  Peter  Gabri 
pop  in  a  CD-ROM  disk.  J  h 
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SPECIAL   ADVERTISING  SECTION 


Business  Week's  Guide  to  Business  Web  Sites 


For  Advertising  information  call  toil-free  1-888-219-2754 


The  ChicagoBoard 

Options  Exchange 


»  http://www.cboe.com  '  Q  "-"I- 


Maiiet  QaDtes 


Be  A  Better  Investor 


wwvv.businessobjects.com 

IJEOS  4.0  is  the  industry's  leading  integmted  query, 
and  OlAP  tool.  It  proviaes  end  users  with  the  ability 
ccess  ond  analyze  data  stored  in  corporate  doto- 
D  warehouses  and  pockaged  applications,  for  more 
ncoll  us  at  800-527-0580  ext.  147. 


Ellerbe  Becket 


THE  RIGHT 
KNOWLEDGE 
AT  THE 
RIGHT  TIME 


www.ellerbebecket.com 


http://www.cboe.com 

Visit  The  Chicago  Board  Options  Exchange  Web  site  for  An  innovator  since  its  founding  in  1 909,  Ellerbe  Becket 

detailed  product  and  educational  informotion,  trade  data  and     provides  architecture,  engineenng  and  construction  services 
anolytics,  includina  delayed  quotes,  interactive  strategy  work-     ffg^  ]  q  office  locations  worldwide, 
sheets,  options  calculators,  seminar/class  schedules  and 
broadcast  e-mail  lists.  1-800-OPTIONS. 


Welcome  to  Money  Talks^ 


THE  INVESTOR  S  SUWRSITE  ON  THE  WEB 


WALL  STREET  CITY 


what's  new? 


--^    how  am  I  doing? 


an  mveslment 


http:/ / www.tDlks.com 

ks  is  the  doily  investment  magazine  for  the  serious 
investor  interested  in  mutuol  funds,  personal 
18  equities  marketplace,  the  retail  industry,  interac- 
)logy  and  the  economy.  Written  by  some  of 
most  respected  financial  journalists. 


www.wallstreetcity.coiTi 

The  Investor's  Supersite  on  the  Web  with  ProSeorch, 
most  powerful  investment  research  tool  by  Telescon, 
Sign  up-30  Day  Free  Trial.  For  more  information, 
coll  us  at  1-888-718-3396 


www.datocap.com 

the         Discover  data  entry  automation.  Datocop  is  the  leading  devel- 
Inc.         oper  of  software  for  recognition-assisted  data  entry  systems. 
Join  the  Massachusetts  Department  of  Revenue  and  other 
organizations  who  have  cut  their  cost  of  document  processing. 


estE)^ 


URT  SALMON 


SSOCIATES 


I  '5  per  Trade  on  the  Internet 

\  'ompare  our  rates  to  Schwab, 
i  lick  &  Reilly,  E-Tracie,  PCN  or 
^;        any  other  broker, 
i .  


Kurt  Salmon  Acsociates  (KSA)  it  tbe  premier 

globaJ  mauttgeoient  cooaultiog  firm 
tp«ciaiiziQg  io  retailing,  coniiuner  prodocU, 
aad  health  care. 


:jf  tto  lOIki-VUil  K>  cTJUdi;  T. 


Infoim^t.cin  Hejllh 
Techno  log>  Scrvk*) 


ittp:/ / www.investexpress.com 

stEXpress  On-Line  you  con  place  trades,  obtain 
ew  positions,  money  balances  and  executed  orders, 
)r  your  portfolio  transactions  ond  much  more 
/ou  to  manage  your  entire  investment  portfolio  from 
e  or  office  computer.  Info  Package  800-822-3876 


http:/ /www.kortsalmon.com 

Kurt  Solmon  Associates  guides  you  through  our  global 
management  consulting  services  in  retailing,  consumer 
products  ond  healthcare,  our  search  for  the  best  individuals 
to  join  KSA,  and  KSA's  publications.  404-892-0321 . 


reedom's  On-line 


©  FREEDOM 

INVESTMENTS,  INC. 

MEMBtR  NASr.).  SIPC  New  York  Stock  Evchunt^c 

www.freedominvestments.com 

Freedom  Investments,  Inc.  LOW  COMMISSIONS!  The  most 

line  broker  in  the  industry  If  you're  tired  of  busy  signals, 
I  Freedom  of  1-800-381-1481 .  Member:  NYSE,  NASD  ond  SIPC. 


Wat  son  Wvatt 


Vatson  Wyatt  Worldwide  helps 
Miipanles  make  their  business 
n  work  —  through  innovative 
proaches  to  motivate,  develop 
and  reward  people. 


OCI/TSCH 
CSPAMOl 


Ittp:/ /www.  wotsonwyatt.com 

!  is  yours.. .in  a  click.  With  89  offices  in  36  countries 
e  world,  Watson  Wyott  con  take  you  anywhere. 
:ws,, .Publications.. .Hot  Topics.. .Careers...Services... 
i  Demos.  Coll  1-800-851-4346  for  more  information. 


WINNER  1996 
Al-lnveslment 
Software 


in  Intelligent  Trading 
Software 


www.atq.com 

AIQ  combines  the  most  sophisticated  charting  and  analysis 
features  with  incredible  ease  of  use.  For  more  information, 
and  FREE  software,  visit  our  site,  or  coll  our  sales  staff  ot 
800-332-2999. 


More  opportumties  to  advertise  in 
Business  Week's  Web  Guide: 


Issue  Dotes    Closing  Dotes 


Sept.  ] 
Oct.  6 


July  21 
Aug.  18 


Issue  Dotes  Closing  Dotes 


Nov.  3 
Dec.  29 


Sept.  15 
Nov.  10 


FOR  AO  RATES  ANO  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  21 
CHICAGO,  IL  60611 


Business  Opportunities 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment LeasesUom  S1,0(X)to 
S10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

k  The  Loan  C'oniull;»iili,  Inc.  . 


CONSULTANTS 


International  firm  expanding 
in  US  needs  independent 
consultants  to  represent  our 
company.  We  ofTer  some  of  the 
finest  Training  and  Development 
processes  available  today.  Very 
high  income  potential.  Extensive 
training  and  support. 
Management,  marketing,  or 
consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB77 
31  Hickory  Road 
Mohnton,  PA  19540 

(800)  799-6227  Ext.  12 
Fax:  (610)  775-9686 


Business  Opportunities 
■  EXECyilVE  CONSyiTINGl 


Call  the  S&K  Group  today  lo  receive  your 
NO  OBLIGATION  free  video  and  literature 
explaining  tiow  you  can  start  your  own 
specialized  business  consulting  practice 
witti  a  moderate  amount  of  start-up  capital 
Discover  flow  a  number  of  our  associates 
annually  earn  $150,000  or  more  applying 
the  S&K  approach  (800)660-0330 


$350K+++  Annual  Profit 

Potential  From  IHome 
from  less  than  $10K  start  up! 


•  $75K  possible  first  few  monttis 

•  Nominal  overtiead 

•  Exciting  breakttirougti  products 

•  24  hour  support  system 

•  No-employees  •  No  inventory 

•  No  selling  experience  required 

•  Flexible  hours 

•  Portable-operate  anywhere  you 
have  fax  and  phone 

Financial  freedom  can  be  yours  in 
90  days!  Find  out  more  today 

1-800-432-0018,  Ext.  5252 
Fax  207-767-11 03 
FREEDOM  ASSOCIA TES 


Business  Opportunities 


^  <T  WHY  DIDN'T  1  0% 

•^J  •think  of  that; 


Thai's  the  respmisi'  hi  hear  alter  we 
evplain  our  unique  and  excitinj; 
oppiirtunitv.  11  \(iu"re  ludkin^  Cor  a 
simple  business  with  HK.H  INi'OMK 
I'OTKNTIAL  and  ahuiliilely  lui 
downside,  let's  talk,  ierritories  won't 
last.  .Small  investment  includes 
inventiir\  neeessar\  Instant. 


Call  1'800'599'7891 


SELL  /VEW  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  receive  substantial  profits  Simple 
1 5-minute  demonstration  produces 

dynamic  results  Prime  territories  still 
available  Small  initial  investment 
For  details  and  Free  sample 

Call  1-800-447-4962 

Fax  310-b30  1381  Chronomite  Labs,  Inc. 


Franctiising 


You're  never  too  young  to  run 
your  own  accounting  practice. 


1-800-323-9000 

lHI^  Comprehensive 

w  w  u  ib>aLi.riunlini;  loiii 


Franchise 

your  business! 

Call  lor  inlormalion  about 
■'Franchise  Your  Business  '  seminars, 
or  information  on  franchising. 

Francorp^ 

Specialists  in  Franchise  Development  BW 

1  -aOO-FRANCHISE  ( 1  ■800-372-6244) 


Int'l  IVIarlceting/Consulting 


INVESTING  IN  MEXICO? 

Secure  Your  Success 
Before  Making  A  Commitment! 

Banking  •  Real  Estate  •  Legal 
•  Professional  Reference  Service 
•  Individual  Profile  For 
Your  Company 

Progressive  Consultants 
Call  (412)  843-1560 

Mex.  City  (Oil )  525-652-5460 


CHINA 


Exxe  International  Inc.  China  Business  Consulunts 
Your  gateway  to  China 

Feasibility  studie:,  Support  Govt  |Oin[  ventures 


Tel:  (714)  260  4920  Fax:(714)260  4799 

E  mail:  Exxe@aol.com  Http;//www.exxeintl.com 


Investment  Opportunities 


INVESTMENT  GOLDMINE 

HOT  STOCKS.. .Potentially  Ready 
To  Double  In  Just  Months! 

Find  out  tiow  to  dramatically 
increase  your  investment  profits 
•  Stock  Recommendations  •  Proven 
Performers  •  Investment  Tips 

and  More'  Updated  Daily 
1-900-263-3237  Ext.  100 

$3  99/min  (IB-i-.  Tlone  req.)  OPT  CoRP. 


INVESTOR'S  BEST 
WEB  SITE 

Visit  our  Free  Offer  Shop  and 

judge  for  yourself  Receive  a  free 
investor's  kit  ($75  value), 

www.futures-trading.com 
or  call  1-800-221-2917 


Investment  Opportunities 


BANQUE  de  PETITE  MARTINIQUE 

St.  George's,  Grenada,  W.I. 
(809)  440-4949  Fax  (809)  440-4952 
E-Mail  money@caribsurf.com 
Website  http://the-banque.com 

When  you  get  really  serious  about 
international  investing  call  us!! 

•  Your  privacy  is  protected  under  law  by  the  Grenadian  Government 

•  Interest  rates  for  your  deposits  are  competitive 

•  Staff  IS  made  up  of  individuals  vi'ith  money  center  bank  experience 

•  Your  investment  will  not  be  subjected  to  double  taxation 


Consulting  Servic 


FREE  CONSULT 

Market  Research,  Stra 
Business  Planninc 

fi/IBAs  from  top  business  schoc 
consulting  pro|ects  in  September 
S189  95  Ck/MO  for  inslruc 
submitting  proposals  plus  i 
professor  contacts  to  Theo  Bri 
Seminars,  9108  Hillsboro  Dr,  Los 
CA  90034  30  day  lull  money  back 


Education/Instruct 


BS,  MA,  MBA,  F 

EARN  A  DEGR 

I  Send  lesumefor  no-cost  evalual 
(800)  2A 

em  upK 

uquerqiie.  New  Mexico 


Approved  Self  Paced  Hom? 
Associate  Bachelors  Mastersl 

Emphasis  in:  Business  Admin.  PutI 
Health  Care  Admin,  Human  Ra 
Finance,  Int'l  Business,  Tech  IVll 
Paralegal,  Psychology,  Compute! 
http://www.scups.edi 
Email:  enroll@scups.< 
1-800/477-2254  (24  hr| 
Southern  California  Unlva 
for  Professional  Studii 
1840  E.  17  St-BW,  Santa  Ana,  ( 


MBK  BY  Distance  Lb 

Md)Oi  British  university  otters  atcredite 
B.3cneloi's  or  GIVIAT  needecJ  Ctiosen  by 
Intelligence  Unit  as  one  of  world's  best  WBi 


HERIOT-WATT  UNIVERSITY  1  (800)  M 
North  American  Dislribotor  I  Ask 
6921  SlOLkton  St,  Suite  2,  El  Cerrito,  C 
For  immediate  FaxBack  literature:  f 
fa«  machine's  phone,  call  (510)  48( 


Yuur  VALUI-  Is  Wlijl  You  K 
Approved  BS's  and  Masters  in  Bui 
Engineenng  Ttirougli  Distance  L 


CNU 


Pjflhenia  Street.  Nonh  HUK. 

For  Catalog  Call  1-800-782 
Web  .Site:  http:  //www.cnuP 


COLLEGE  DEGI 

BACHELORS  •  MASTERS  •  DOi 

For  Work,  Life  and  A 
Eipenen:e "  No  Cla 
Attenoance  Reqi 
Call(800)423: 

6X1170 
Fax;  (310)471 
http://www.piwu- 
or  send  detailed  riffi 
lor  Free  Eiralual 
I'iU-ifif  VVV'sU'rn  I  riiv  'vi 
1210  Auahi  Street,  Deo;  ' 
Honolulu,  HI  96814-492: 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 


ishing  Services 
lish  Your  Book 

iition  of  quality.  Subsidy 
lisher  offers  publishing 
r  books  of  all  types.  For 
's  Guide  write  Dorrance- 
mithfield,  Pitt.sburgh,  PA 
ill  1-800-695-9,599 


irporate  Gifts 


Conference  Planning 


Put  a  world  Leader 
at  your  Podium 


(800)  326-a211 

GREATER  TALENT  NETWORK  INC. 

www.greatertalent.cam 


Industrial/Home  Products 


1  ernet  Services 


ITES$19.95/mo. 


9  setup.  Includes  domain 
ion,  25mb  space,  250mb 
secure  server  &  more.  Site 
d  other  services  available, 
n  name  reg.  -  $39+NIC  fee. 

rcall  201-569-1762 
fw.lntersessions.com 


EXTREMELY  DURABLE 
RESISTS  ACIDS,  RUST.  ROT 
FOR  HOME  AND  INDUSTRIAL  USES 
WATERPROOFS  AND  SEALS 
FOR  BROCHURE  AND  FREE  SAMPLES 
800-631-2164  FAX:  908-364-4109  kj^. 


Corporate  Gifts/Premiums 


•VERTISE  IN  THE 
USINESS  WEEK 
RKETPLACE  AND 
;h  OVER  6  MILLION 
ONSIVE  READERS!! 

xl  Marketplace  section 

jses  on  July  24th. 

and  information  contact: 

!ss  Week  Marketplace 
jrth  Michigan  Avenue 

Suite  2010 
hicago,  IL  60611 
one  312-464-0500 
ax  312/464-0512 


This  is 
AMEI 


Fine  Art 


FREDERIC  REMINGTON 

BRONZE  COLLECTION 

MOUNTAIN  MAN.  .$60 

"LosI  wax  casling' 
ALSO  SILVER  CASTINGS 

FOR  CATALOG 

Call:  1-800-521-3179 
Fax:  407-332-0531 

Henry  Bonnard  Bronze  Co 
World  s  Largest  Bronze  Supplier 


DALI 

Collect  Rare,  Authentic 
Limited  Editions 
from  S  2500 
CALL  FOR  CATALOG 

1-800-999-DALI 

or  (310)  798-1360^ 


IVIenswear/Fashion 


YOU'RE  ALLOWED  TO 
SHOP  FOR  500  MOUSE  PADS 


AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMART 

http://www.promomart.com/bw 

Your  imprinted  gift  cyberstore. 

Enter  the  monthly  drawing 
for  $1,000  In  free  stuff  I 


Visit  www.promomart.com/bw 


MEN*S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality '160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55G  Hingham,  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Golf  Resorts/Vacations 


16  Holes 
of  Golf! 


)    ^^"^^f;"    Experience  superli 

 — 0  '        golf,  \'ear  round, 

in  Brunswick  and  Tne  Golden  isles. 
Pius  tennis,  lieaciies,  fishing  and 
casino/cruise  sliip.  Brunswick. 
St.  Simons  Island.  Sea  Island.  Little 
St.  Simons  Island  and  ]ek\  11  Island. 
Minutes  from  1-95  at  Exits  6. 7  and  8. 

For  .1  free  X'.ic.ilicm  .^k^'HPW^i'i 
PI.,„ncr.Lall  l^^lf 

1-800-933-CQASI 


http://w\\"w.ligi.sles\isilorsli.ctini 


Business  Services 


INCORPORATION 


•  FREE  Information 

•  All  50  States  and  Offshore 

•  Reliable  Service  and  Low  Prices 

Corporate  Creations'' 


http://www.corpcreations.com 
800-672-9110  •  Fax  305-672-9110 


TRADEMARK 


Personal  Checks 

with  the  purchase  of  600 

J-T(>.4-P«i;c  BiiMiii'ss  Chah 

only  ^29  '^^+  S&H 
(Ofler  good  thru  12/31/97) 

1-800-239-4087 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  S2  for  the  290  page  catalog 
Custom-written  lepoits  3lso  available 
RESEARCH  ASSISTANCE 
11322  laaho  Ave .  #206BF 
Los  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assjstance.com 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  its  Kind! 

Receive  Our  FRtl  Mail 
Order  Catalogue  Now! 

212  pgs.  of  Top  Brond 
Names  in 

Audio  •Video 
Computers*  Portables 

Home  Office 
Music 'Video  &  More 
All  at  Dis<ount 
Prkesl 

Order  Toll  Free  24  Hours  A  Ooy  7  Doys  A  Week 

1-800-221-8180 


Telecommunications  Services 


FREE  Audio  Conferencing 


Special  Offer!!! 
FREE 

Meet-Me  Automated 
Conference  Calls 
for  tlie  Month  of 
this  publication* 

(Day-Time  Conterences  'Sub|ect  to  Availability) 


.It  \JHB^\ 


•ff^  per  Winnie  " 

1 1  tit  \CI\GSERI  ICES.  f.\C 


Call  I-800-778-MEET now! 

www.eagle.net 

 Referral  Code:  BW797ETSI  


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

LASERJET  COLfJRPKO  DRAFT/.MASTER 
DESK,IET  DRAf-TF'RO  DESIGNJET 

ELECTROSTATIC  I'LIITrER.S  RliGGEDWRlTER 

HP  9000  workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

41 17  Second  Are  S  Birmingham.  AL  35222 
Phone  205/591-4747  Fax  205/591-1108 
800/638-4833  •  e-mail  sales@dasher  com 


Sports  Equipment 


Cheat 
At  Tennis 


|tknms  11  t()R|  Your  Own 


»p  Tennis  Ball 
Machine 


1-800-448-8867 

for  FREE  brochure 


i 


BusinessWeek 


( www. businessweek . com  ) 


Adverti 


until   D  I  I  !  I  I  I  I  1 


General  Motors 

www.gni.com 
Hewlett-Packard 

www.hp.com 

Hilton  Hotels  &  Resorts 

www.)iilcon.com 
Hitachi 

www.hitachl.com 
Honda 


Microsoft 

www.microsoft.com/ 
Mississippi  Power 
www.mspowcr.com/ecodev 
MITA 

www.mita.com 
NCR 

www.ncrcom 

Netcom  On-Line  Communication 


Adobe  Systems  Inc. 

Casio 

vnvw.honda.com 

Services 

www.,idobc.com/?BW 

www.casio.com 

Hyatt  Hotels  Corporation 

wvs'w.netconi.com 

Advanced  Micro  Devices 

Chevrolet  Motor  Division 

www.hyatt.com 

Norfolk  Southern 

www.amd.com 

www.chcvrolct.com/caf 

Hyperion  Software 

www.nscorp.coni 

Aetna 

Chrysler 

www.hysoh.com 

Nortel 

www.acrnj.com 

www.chrysletcorp.com/ 

IBM 

www.nortel.com 

AIM  Distributors 

Cisco  Systems 

www.ibm.com 

Northrop  Grumman 

wwwaimtunds.com 

www.cisco.com 

Imation 

www.notthgruni.com 

The  American  Institute 

The  CIT  Group 

wvs-w.imation.com 

Northwest  Airlines 

of  Architects 

www.citgroup.com 

Informix 

www.nwa.coni 

www.a1a.or5 

CNF  Transportation  Inc. 

www.informix.com 

Novartis 

American  Century 

wwwcnt.com 

Intel 

www.novartis.com 

www.amcricancentury.com 

Compaq 

www.intcLcom/ 

Novell 

American  Power  Conversion 

www.conipaq.com 

International  Institute  for 

www.novcll.com 

vvavw.apcc.com 

Computer  Associates 

Mana&ement  Development 

Okidata 

AMP 

www.caicom 

www.imd.ch/ 

wvvw.okidata.com 

www.amp.com 

Consolidated  Freightways 

ITT  Hartford 

Open  Market 

Andersen  Consulting 

wwwcfwy.com 

www.itthartfotd.com 

www.openmatket.coin 

www.ac.com 

Continental  Airlines 

JBA  International 

OPEL 

Apple  Computer 

www.flycontinental.com 

www.jbaintl.com 

www.opet.coni 

www.applc.com 

Dana  Commercial  Credit 

Kineston  Technology 

Oracle  Corporation 

Arthur  Andersen 

www.dana, com/dec 

www.kingston.com/ 

www.ctraclc.com 

www.ArthurAndersen.com 

Delta  Air  Lines 

bw.htm 

Palm  Computing 

AST  Computer 

www.delta-air.coni 

Kinko's  Corporate 

A  division  of  U.S.  Robotics 

www.asccom 

Digital  PC 

www.kinkos.com 

www,  iisr.com/palm 

AT&T 

www.windows. digital, com 

Lawson  Software 

PeopleSoft 

www.att.com 

Diners  Club  International 

www.l  awson.com 

•Aavw.peoplcsoft.com 

AXA  Insurance  &  Investment 

www.dinersclub.com 

Lexus 

PLATINUM  technologies 

www.xxa.com 

EMC 

www.lexususa.com 

www.pLirinuni.com 

Bavarian  Ministry  for  Economic 

www.enic.coni 

Lincoln-Mercury 

The  Principal  Financial  Group 

Affairs 

Ericsson 

www.Hncolnmercur)'.coni 

www.prmcipal.cimi 

www.baycrn.de 

www.eticsson.se/systems/gsm 

Lotus 

Praxair 

Bayer 

Fidelity  Investments 

www.lotus.com 

www.praxair.com 

www.baycr.com 

www.fidelitycom 

Lucent  Technologies 

PSINet 

Bell  Atlantic 

Flexilnternational  Software 

www.lucent.com 

www.  psi.net/ 

www.bell-ail.com 

www.tlcxi.com 

Lufthansa 

QUALCOMM 

British  Telecom 

Ford 

www.lutthansa-usa.com 

ivwwqualcomm/com/cdma/ 

www.btglobal.com 

www.ford.com/ 

Mail  Boxes  Etc. 

Raytheon 

Cadillac 

France  Telecom 

www.mbe.com 

www.fayiheon.coni 

www.cadillac.com 

www.francctelccom.com 

MCI 

Ricoh  Corporation 

Caliber  System 

Fujitsu 

www.mci.com 

www.ricoh.ccjm 

ww\v.cahbefsys.com 

www.hijitsu.com 

Mercedes-Benz 

Republic  National  Bank 

Canon 

Fujitsu  PC  Corporation 

wwwusa. niercedes-benz.com 

www.rnb.com 

www.canon.coiTi 

www.fujitsu-pc.com 

Merrill  Lynch 

Roberts  Express,  Inc. 

Canon  Computer  Systems 

GE  Information  Services 

www.ml.com/ 

www.robcrts.com 

www.ccsi.canon.com 

www.geis.com 

Royal  Insurance 

www.royal-usa.com 
RPS,  Inc. 
www.shiprps.com 
SAP 

www.sap.coni 
SAS  Institute 
www.,sas.com/ 
Charles  Schwab 
www.schwab.com 
Sharp 

www.sharp-usa.com/ 
Siemens 

www.siemens.com 
Silicon  Graphics 
www.sgi.com 
SkyTel 

www.skytel.com 
Sprint 

www.sprint.com 
Sun  Microsystems 
www.sun.com 
Sybase 

www.sybase.com 
Symantec 
www.symantec.com 
Texas  Instruments 
www.ti.com 
Toshiba  America 
Information  System 
computers. toshiba.C( 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
Unisys 

www.unisys.com 
United  Airlines 
www.ual.com 
UPS 

www.ups.cotn 
U.S.  Robotics 
www.usr.com 
U.S.  Web 
www.usweb.com 
UUNET  Technologi 
wovw.uu.net 
The  Vanguard  Groi 
www.vanguard.com 
Visioneer 
www.visioneer.com 
Ziuich-American 
www.zunchamerican 
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Find  QUt  how  efficiently  we're  delivering  for  FedEx  and  thousands  of  other  companies 
around  the  w&rld.  ^  Visit  us  at  www.sun.com    THE  NETWORK  IS  THE  COMPUTER^*" 
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inessWeek  Index 


UCTION  INDEX 


nge  from  last  week:  0.2% 
nge  from  last  year:  2.4% 


PRODUCTION  INDEX 

June  14=122.3 
  1992=100   


,(;  Oct  Feb  June 

)b  1996  1997  1997 

ndeK  IS  a  4-week  moving  average 

luction  index  continuecJ  to  edge  higher  in  the  w/eek  ended  June  14. 
alculation  of  the  four  week  moving  average,  however,  the  production 
jpped  to  122.1,  from  123.3  in  the  previous  week.  In  the  latest  week, 
y  adjusted  auto  output  was  down  sharply,  and  there  were  declines  in 
•lated  production:  electric  power,  coal,  and  crude-oil  refining.  Output 
and  lumber  increased  for  the  week. 

iin  ir,dr-»  copyright  1997  bv  The  f^cGraw-Hill  Companies 


NG  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (6/20)  S&P  500 

898.70 

893.27 

34.8 

lATE  BOND  YIELD.  Aaa  (6/20) 

7.33% 

7.44% 

-5.3 

RIAL  MATERIALS  PRICES  (6/20) 

105.9 

106.5 

0.5 

SS  FAILURES  (6/13) 

NA 

NA 

NA 

;TATE  LOANS  (6/11)  billions 

NA 

NA 

NA 

SUPPLY,  M2  (6/9)  billions 

$3,907.0  $3,909. 7r 

4.5 

CLAIMS.  UNEMPLOYMENT  (6/14)  thous 

347 

339r 

-2.3 

:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (inde 
.'sserve,  Labor  Dept. 

X:  1990=100), 

bEST  RATES- 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

L  FUNDS  (6/24) 

5.39% 

5.46% 

5.15% 

RGIAL  PAPER  (6/25)  3-month 

5.63 

5.64 

5.80 

ICATES  OF  DEPOSIT  (6/25)  3-month 

5.66 

5.65 

5.48 

10RTGAGE  (6/20)  30-year 

7.81 

7.90 

8.50 

'ABLE  MORTGAGE  (6/20)  one-year 

5.87 

5.98 

6.08 

6/20) 

8.50 

8.50 

8.25 

Federal  Reserve.  HSH  Associates.  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (6/21)  thous.  of  net  tons 

LATEST 
WEEK 

2, 149 

WEEK 
AGO 

2,092ff 

YEARLY 
%  CHG 

7.3 

AUTOS  (6/21)  units 

134,077 

-o.o 

TRUCKS  (6/21)  units 

12/, 244 

too  ^COk# 

1 29 ,4D2rff 

6.5 

ELECTRIC  POWER  (6/21)  millions  of  kilowatl-hrs. 

67,042 

61,893# 

-5.2 

CRUDE-OIL  REFINING  (6/21)  thous.  of  bbl  /day 

15,052 

15,080# 

5.6 

COAL  (6/14)  thous.  of  net  tons 

20,428# 

20,628 

-3,4 

LUMBER  (6/14)  millions  of  ft. 

516. 3# 

496.7 

7.4 

RAIL  FREIGHT  (6/14)  billions  of  ton-miles 

26. 4# 

25.5 

-1.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPAj,  Association  of 
American  Railroads 

PRICES  1 

GOLD  (6/25)  $/troy  oz. 

LATEST 
WEEK 

338.450 

WEEK 
AGO 

341.600 

YEARLY 
%  CHG 

-11,8 

STEEL  SCRAP  (6/24)  #1  heavy,  $/ton 

138.50 

138.50 

0.0 

COPPER  (6/20)  «/lb. 

124.1 

121.7 

18.1 

ALUMINUM  (6/20)  z/ib 

75.6 

77.0 

8.3 

COTTON  (6/21)  strict  low  middling  1-1/16  in.,  e/lb.  71.15 

70.82 

-10.9 

OIL  (6/24)  $/bbl. 

18.47 

18.87 

-7.1 

CRB  FOODSTUFFS  (6/24)  1967=100 

241.95 

242.89 

-12.4 

ORB  RAW  INDUSTRIALS  (6/24)  1967=100 

335.36 

338.52 

1.4 

Sources:  London  Wednesday  final  setting,  Chicago  market,   Mefa/s  Weett,  Memphis 
market,   NYMEX.  Commodity  Research  Bureau 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/25) 

LATEST 
WEEK 

114.03 

WEEK 
AGO 

113.43 

YEAR 
AGO 

109.98 

GERMAN  MARK  (6/25) 

1.73 

1.73 

1.53 

BRITISH  POUND  (6/25) 

1.66 

1.64 

1.55 

FRENCH  FRANC  (6/25) 

5.82 

5.85 

5.15 

ITALIAN  LIRA  (6/25) 

1683.5 

1697.5 

1535.6 

CANADIAN  DOLLAR  (6/25) 

1.39 

1.39 

1.37 

MEXICAN  PESO  (6/25)' 

7.940 

7.909 

7.603 

TRADE-WEIGHTED  DOLLAR  INDEX  (6/25) 

103.4 

103.4 

97.9 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  tn  dollars    Trade-weighted  dollar  via  J  P  Morgan 


ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
t.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


lAL  INCOME 

June  30,  8:30  a.m.EDT>  Personal 
likely  rose  0.4%  in  May,  while  con- 
pending  was  up  0.3%,  according  to 
ian  forecast  of  economists  surveyed 
International,  one  of  The  McGraw- 
ipanies.  In  April,  income  and  spend- 
1  advanced  just  0.1%. 

IWE  SALES 

,  June  30,  10  a.m.EDTP-  Homes  like- 
it  an  annual  rate  of  775,000  in  May, 
)pping  7.7%  to  772,000  in  April. 

|j  1EETING 

',  July  1  ►  The  Federal  Reserve's 
Open  Market  Committee  will  meet  to 


set  monetary  policy  for  the  next  six  weeks. 
All  the  economists  surveyed  by  mms  expect 
the  Fed  to  leave  short-term  interest  rates 
unchanged.  The  policy  meeting  continues  on 
July  2. 

NAPM  SURVEY 

Tuesday,  July  1,  10  a.nn.EDT>-  The  National 
Association  of  Purchasing  Management's 
index  likely  stood  at  57%  in  June.  That's 
hardly  changed  from  May's  57.1%. 

LEADING  INDICATORS 

Tuesday,  July  1,  10  a.m.EDT>  The  Confer- 
ence Board's  index  of  leading  indicators 
probably  rose  0.2%  in  May,  after  a  small 
0.1%  slip  in  April. 


CONSTRUCTION  SPENDING 

Tuesday,  July  1,  10  a.m.EDTP-  The  mms  con- 
sensus expects  that  building  outlays  rose 
0.5%  in  May,  after  falling  1%  in  April. 

FACTORY  INVENTORIES 

Wednesday,  July  2,  10  a.m.EDT>  Factory 
inventories  probably  rose  a  modest  0.3%  in 
May,  half  the  0.6%  gain  in  April. 

EMPLOYMENT 

Friday,  July  3,  8:30  a.m.EDi  ►  The  mms 
median  forecast  calls  for  a  228,000 
increase  in  June  nonfarm  payrolls.  That's  far 
stronger  than  the  138,000  gain  posted  in 
May.  The  June  unemployment  rate  likely 
edged  up  to  4.9%,  from  May's  4.8%. 
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Index  to  Companies^ 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  48 

Alcatel  Telecom  (ALA)  47 
Allianz  52 

Allied  Waste  Industries 
(AWIN)  119 

Aluminum  Co  of  America  (AA)  39 
AMC  (AEN)  46 
America  Online  (AOL)  48 
AMG  Data  Services  116 
Amoco  (AN)  41 
Anglo  American  94 
Ardent  Communications  47 
Astra  (A)  12 

AT&T(T)  122, 130E,  142 
Atlantic  Richfield  (ARC)  41 
B 


BankAmerica  (BAG)  98 
BAT  Industries  36 
BayNetworks  47 
Bear  Steams  (BSC)  120 
Berg  Electronics  (BED  45 
Bicron  134 
Boeing  (BA)  6 

Brown  &  Williamson  Tobacco  36 
Burntiam  Securities  40 
C 


Cabletron  Systems  (CS)  47 
Canon  100 
Cap  Ventures  100 
Carmike  Cinemas  (CKE)  46 
Caterpillar  (CAT)  30B,  51 
Celadon  Trucking  Services  45 
Centaur  Technology  131 
Charger  Bicycles  131 
Chevron  (CHV)  98 
Chrysler  (C)  6, 40,  52 
CmemarkUSA  46 
Cisco  Systems  (CSCO)  47 
Citibank  (CCD  6,30 
Citicorp  (CCD  118 
Clear  Channel  Communications 

(CCU)  48 
CNFT  48 
Coastal  (CGP)  41 
Cobb  Theaters  46 
Coca-Cola  (KG)  30B,  44,  52, 10( 

116 

Colgate-Palmolive  (CD  115 
Golumbia/HCA  Healthcare 
(COL)  110 

Commodity  Systems  8 
Compaq  Computer  (CPQ)  6, 48, 
52 

Cowen&Co  46 


Dai-lchi  Kangyo  Bank  (DAIKY)  118 
Daimler  Benz  52 
Dell  Computer  (DELL)  52 
Deutsche  Morgan  Grenfell  47, 48 
Deutsche  Telekom  52 
Digirad  134 

Digital  Equipment  (DEC)  48 


Donaldson  Lufkin  &  Jenrette 
(DU)  116.120 
Dorsey  &  Whitney  47 
Dow  Jones  News  Service  (DJ) 
Dun  &  Bradstreet  (DNB)  8 
DuPont(DD)  41, 100. 128 
E 


Eastman  Kodak  (EK)  100, 108 

Elf  Acquitaine  41 

Ell  Lilly  (ELY)  48 

Enterprise  Hydraulic  Works  21 

Epson  100 

ESC  128 

Excitei  48 

E»(on(XON)  6,41,48 


Federated  Department  Stores 
(ED)  122 

Fidelity  Investments  118 
First  Call  8 
Fisher  Price  (MAT)  45 
Ford  Motor  (E)  6, 40 
Fore  (FORE)  47 
Frost  &  Sullivan  134 
Fu|i  Film  100 
G 


Gazprom  94 

General  Electric  (GE)  100, 116, 
134 

General  Motors  (CM)  40 
Gillette  (G)  44,100 
Global  Internet  Software  Group  47 
Globalstar  116 

Goodyear  Tire  &  Rubber  (GT)  44 
Grand  Metropolitan  (CRM)  47 
GT  Bicycles  131 
H 


Herzog  Contracting  119 
Hewlett-Packard  (HWP)  100,108 
HFS{HFS)  122 
Hindustan  Lever  94 
Home  Box  Office  (TWO  115 
Honda  (HMC)  40 


IBM  (IBM)  100 
Impenal  Chemical  Industries 
(ICD  128 

Integrated  Device  Technology 
(IDTI)  131 
Intel  (INTO  52, 131 
International  Data  100 
Invesco  High-Yield  Fund  116 
Indium  116 
ITT  Industries  (UN)  45 
K 


KDP  Investment  Advisors  116 
Kemper  High-Yield  Fund  116 
Kinko's  100 
KirrMarback  122 
Konica  100 
Kraft  Foods  (MO)  36 


LadenburgThalman  8 

Lehman  Brothers  (LEH)  6,  52 

Ligget  Group  (BGL)  36 

Liposome  48 

Live  Picture  100 

Loews  (LTR)  36 

Logo  Athletic  (TD()  115 

Lucent  Technologies  (LU)  45 

Lukoil  94 

Lyra  108 

M 


Madge  Networks  (MADGF)  47 
Maxxim  Medical  (MAM)  122 
May  Department  Stores  (MA)  122 
McGraw-Hill  (MHP)  41 
Mercantile  Stores  (MST)  122 
Mercer  Management 
Consulting  41 

Mercury  Assett  Management  1 1 8 
Memll  Lyncfi  (MER)  8,94,116, 
118 

Microsoft  (MSFT)  6,23,52,100 
Miller  Brewing  (MO)  36 
Mobil  (MOB)  41 
Moody's  Investors  Service 
(DNB)  116 

Morgan  op;  (JPM)  119 
Morgan  Stanley  (MS)  52,94, 100 
Morgan  Stanley  Dean  Witter 
(MS)  41,118 
Motorola  (MOT)  108 
N 


National  Amusements  46 
NatWest  Securities  (NW)  41 
NBC  (GE)  48 

New  World  Development  52 

Nike(NKE)  44 

Nikon  100 

Nintendo  16 

Novartis  52 

O 


OakMark  Fund  (OAKMX)  36 
P 


Pacific  Telesis  (PAC)  98 

Palm  Computing  23 

Paxson  Communications  (PXN)  48 

Pennzoil  (PZL)  41 

Petrobras  94 

Pharmacy  Fund  6 

Philip  Morris  (MO)  34,36 

Phillips  Petroleum  (P)  41 

Pillsbuiy  47 

Possis  Medical  131 

Postner  &  Rubin  142 

Prudential  Securities  41 

Q 


Quintel  Entertainment  (QTEL)  122 
Quorum  Health  Group  (QHGD  110 
Qwest  Communications  48 

R 


Rapid  City  Communications  47 
Regal  Cinemas  (REGL)  46 
Regional  Financial  Associates  126 
Resource  Forum  6 
RJR  Nabisco  (RN)  36 
Robertson  Stephens  47 
Royal  Dutch/Shell  Group  (RD)  41 


Salomon  Brothers  (SB) 

100, 126 
Samsung  Electronics  9 
Schroder  Munchmeyer  F 

Research  52 
Securities  Data  41 
Sega  16 
SegaSoft  142 
Sharp  23 
Showtime  Networks  11 
Siemens  52, 134 
Smith  Barney  (SB)  6,3 
Sony(SNE)  16,46,52, 
South  African  Brewenes 
Southern  New  England 

Telecommunications  ( 
SLGobain  134 
Standard  &  Poor's  (MHP 
Stephens  110 
Sweet  Art  100 
Swisher  International  Gi 

(SWR)  8 
T 


Takeda  Chemical  Indust 
Tandem  Computers  (TDI 
Telebras  94 
Tenet  Healthcare  (THC) 
Tenneco(TEN)  51 
Texaco  (TX)  41 
3Com  (COMS)  23, 47 
Time  Warner  Sports  (TW 
Top  Rank  115 
Toshiba  134 
Total  (TOT)  41 
Toyota  aOYOY)  40 
T  Rowe  Price  34 
Tsim  Sha  Tsui  Properties 
Turner  Broadcasting  (TV\ 
U 
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Union  Pacific  (UNP)  41 
Union  Pacific  Resources 
(UPR)  41 
United  Airlines  (UAL)  9! 
USA  Network  16 
USA  Waste  Services  (UW 
U  S,  Robotics  (USRX)  4: 
UST(UST)  36 
V 


Viking  21 
Visa  6 

Volkswagen  52 
W 


Walt  Disney  (DIS)  48 
Wilshire  &  Associates  1 
X  

Xircom  47 
XyLan  (XYLN)  47 
Y 


Yahoo!  (YHOO)  48 
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estment  Figures  of  the  Week 


i  >oo 

ii  let    June  June  19-25 


910 
900 
:  888.99 


change  1 -week  change 
■/o  0,0% 


iNTARY 

iiy  skittish.  That's  the 
larket  these  days.  The 
lustrials  plummeted  192 
)n  June  23  in  the  wake 
e  Minister  Hashimoto's 
;  that  Japan  might  sell 
iasuries.  But  when  the 
;e  backed  off,  the  Pow 
mightily  the  next  day, 
ing  80%  of  the  loss, 
of  some  Treasury  sell- 
a  foreign  central  bank 
t  day  sent  stocks  turn- 
gain.  The  sell/buy  ratio 
iers  activity,  shown  on 
!ge,  though  still  posi- 
moving  toward  negative 
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TOBACCO:  WHERE'S  THE  FIRE? 


What's  the  hurry?  That's  our  reaction  to  the  rush  to 
settlement  on  the  tobacco  front.  The  pact  is  only  a 
broad-strokes  agi'eement  that  could — I'epeat,  could — lead  to  a 
decent  deal  once  it  has  gone  through  the  Washington  leg- 
islative mill.  There's  the  rub.  We  need  to  see  the  political  fine 
print.  After  all,  we're  talking  about  negotiations  involving  the 
two  biggest  campaign  contributors,  trial  lawyers  and  tobacco 
companies.  We've  got  long-standing  ideological  issues  at 
stake,  from  the  fate  of  the  Food  &  Diiig  Administration  to 
government's  role  in  the  nation's  health.  Toss  in  pity  for  to- 
bacco faiTners  (subsidized  by  taxpayers),  victims  of  cancer 
(who  just  might  have  some  personal  responsibility  in  their 
smoking),  and  this  pi'omises  to  be  a  giant  spectacle.  Given  this 
intensely  political  arena,  we  want  transparency  in  the  up- 
coming negotiations,  and  the  time  to  see  just  who  is  agreeing 
to  what,  and  why. 

So  far,  the  focus  of  the  tobacco  talks  has  been  on  money 
and  liabihty.  In  exchange  for  forking  over  .$368.5  billion  for 
their  sins,  the  tobacco  companies  get  to  limit  their  liability. 
0.  K.  But  the  sine  qua  non  of  any  settlement  must  be  the 
public  health.  Bottom  line:  The  deal  has  to  produce  a  di-amatic 
decline  in  teenage  smoking.  The  anomaly  of  90%  of  all  nicotine 
addiction  beginning  in  an  age  group  that  cannot  legally  pur- 
chase cigarettes  has  to  end.  The  system  of  penalties  and  re- 
wards proposed  to  accomplish  this  task  doesn't  even  come 
close.  The  industry  promises  to  cut  youth  smoking  by  30%  in 
five  years,  50%  in  seven  years,  and  60%  in  10  years,  or  pay  a 


fine  of  $80  million  per  percentage  point  by  which  the  tai'; 
missed.  Let's  try  10%  a  year  and  a  fine  of  $800  millioii 
point.  And  toss  the  75%  refund  if  a  tobacco  company  del 
hit  the  targets  but  does  try  hard.  Results  are  the  only  \ 
that  count. 

Next,  let  the  fda  regulate.  On  paper,  the  agreement] 
the  agency  authority  to  cut  levels  of  nicotine.  But  it  the 
ates  insuiTnountable  hurdles  before  the  agency  can  acfl 
most  absurd  would  have  the  fda  prove  that  ratcheting] 
nicotine  in  cigarettes  would  not  generate  "significant  d{ 
for  contraband."  Huh?  The  agi'eement  also  allows  the 
CO  industry  to  take  the  fda  to  court  to  dispute  its  e\ 
about  contraband.  This  whole  issue  of  contj'aband  is  ridi^ 
If  the  settlement  is  to  lower  the  level  of  addiction 
teenage  Americans,  the  fda  must  have  regulatory  powj 
adjust  nicotine  levels.  Period. 

To  get  the  kind  of  deal  that  focuses  on  public 
state  attorneys  general  should  also  continue  to  litigate 
cases  and  keep  the  pressure  on  Big  Tobacco.  The  AGs 
a  halt  to  prosecution  while  they  negotiated  a  big-bucli 
tlement.  But  public  health,  not  money,  must  be  the 
That's  why  there's  no  need  to  rush  to  settlement.  Thii 
must  work  for  society,  not  just  special  interests.  To  thi 
it  should  stop  the  relentless  marketing  of  cigarettes  t( 
dren.  Unfortunately,  it  cannot  force  adults  to  take  pe: 
responsibility  for  their  own  choices.  That,  they  must 
their  own. 


GLOBAL  WARMING  NEEDS  COOL  HEADS 


The  issue  of  global  warming  throws  off  more  ideological 
heat  than  scientific  light  or  economic  insight.  Five  years 
after  the  first  Earth  Summit  in  Rio  de  Janeiro,  what  we 
don't  know  is  still  a  multij^le  of  what  we  do  know.  The  science 
is  better  but  not  good  enough.  The  good  intentions  of  well- 
meaning  people  notwithstanding,  caution  and  not  crisis  should 
guide  U.  S.  poUcy  in  reducing  greenhouse  gases.  The  U.  S. 
should  not  ignore  the  potential  harm  from  global  warming  but 
it  must  act  pragmatically,  not  emotionally. 

What  do  we  really  know  about  global  wanning?  Rising 
temperatures  are  the  only  certainty.  But  how  much,  how 
fast,  and  how  important  it  is  are  all  open  to  question.  Esti- 
mates go  from  1.8  degrees  Fahi-enheit  to  6.3  over  the  next 
centiuy,  under  cun'ent  rates  of  biuning  coal,  gas,  and  oil.  No 
one  knows  if  rising  temperatures  vdll  melt  the  polar  ice  caps 
and  flood  Seattle  or  just  extend  the  gi'owing  season  for  com. 

What  would  be  the  economic  impact  of  curbing  global 
warming?  Who  knows?  Cutting  U.  S.  carbon  emissions  by 
40%  by  2020  and  returning  them  to  1990  levels  could  reduce 
economic  output  by  8%  or  even  raise  it  by  5%,  according  to 
the  World  Resources  Institute.  It  depends  on  assumptions 


about  alternative  fuels,  international  cooperation,  conserv 
and  curbs  on  burning  fossil  fuels. 

The  only  sensible  thing  for  the  U.  S.  to  do  with  these 
take  out  insurance.  The  Cassandras  in  the  1970s  were 
about  shr-inking  natural  resources  aiid  limits  to  growth.  Bi 
time,  the  temperature  is  really  rising.  What  to  do?  The 
has  dragged  its  feet  for  five  years  in  setting  up  incenti^ 
reduce  carbon  dioxide  emissions.  It's  time  to  act.  We'd  1 
see  serious  tax  breaks  for  energy  efficiency  and  cleaner 
shding  scale  for  state  auto  registrations,  based  on  emis 
could  help  get  polluting  clunkers  off  the  road.  Sliding  sea 
state  sales  taxes  that  reward  energy-efficient  vehicles  (i 
ing  lawn  mowers,  boats,  and  planes)  could  help  as  well, 
also  experiment  with  a  carbon-trading  system  for  COg 
sions  that  emulates  the  current  market  for  pollution  or] 
And  Detroit  should  hustle  to  develop  an  engine  that  di 
fuel  efficiency.  Surely  the  auto  makers  don't  have  to  v/2,i 
Washington  to  force  them  again. 

The  science  on  global  warming  is  improving.  Now  shoij  ? 
the  time  to  establish  workable  incentives  to  lower  gTeenll 
gases.  Let's  approach  global  warming  clear-eyed. 
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Up  Front 


EDITED  BY  LARRY  LIGHT 
V.I.P.  TREATMENT 

A  FIRST-GLASS  ROW 
OVER  LEVinST&E 

ARTHUR    LEVITT  JR.,  THE 

millionaire  chairman  of  the 
Securities  &  Exchange  Com- 
mission, may  have  to  stop 
traveling  in  style.  A  House 
probe  has  forced  him  to  ski]) 
luxury  hotels  and  first-class 
plane  seats. 

Levitt's  opulence  didn't  cost 
the  taxpayer  extra.  For  in- 
stance, the  federal  hotel-room 
max  in  San  Francisco  is  $99 
daily.  He  said  a  $99  I'oom  was 
not  available,  so  the  sec 
comptroller  granted  him  an 
upgi'ade  to  $150.  He  applied 
the  $150  voucher  toward  the 
$336-per-night  Mandaiin  Ori- 
ental and  paid  the  difference 
himself,  say  documents  busi- 
ness WEEK  got  under  the 
Freedom  of  Information  Act. 

He  did  much  the  same 
thing  on  airhnes,  where  fed- 
eral officials  must  usually  fly 
economy  class.  Levitt  says  he 
will  no  longer  fly  first-class 


PILLOW  MINTS  are  sfUl  O.K. 

and  has  enacted  rules  mak- 
ing hotel  and  aii'line  upgrades 
hard  for  sec  officials. 

The  Hill  inquiry  into 
$100,000  in  expenses  for  his 
SEC  trips  since  October,  1994, 
may  seem  penny-ante.  Espe- 
cially since  the  sec  says  it 
cost  $187,000  to  answer  ques- 
tions from  the  House  panel 
led  by  David  Mcintosh 
(R.-Ind.).  Says  a  panel 
spokesman:  "To  us,  it  looks 
like  Levitt  is  gaming  the 
system."  Paula  Dwyer 


STREET  NEWS 

EXPAT  STOCK  MAY 
GET  HOMESICK 

THE    LOOSE   FEDERAL  REGS 

that  govern  overseas  stock 
sales  are  about  to  get  tight- 
ened  —  but 
not  as  much 
as  Wall 
Street  fears. 
The  Securi- 
t  i  e  s  & 
Exchange 
Commission 
is  u  n  d  e  r 
pressure 
from  Con- 
gress and 
others  to  rein  in  its  contro- 
versial Regulation  S,  enacted 
in  1990  to  make  it  easier  for 
U.  S.  companies  to  raise  capi- 
tal abroad. 

To  critics,  Reg  S  made 
things  too  easy.  Ovei-seas  buy- 


ers need  wait  only  40  days 
before  they  can  sell  these  un- 
registered securities  (often 
purchased  at  a  discount  of 
around  15%)  back  to  Ameri- 
cans at  ftill  value.  For  small- 
cap  stocks,  that  can  mean  sub- 
stantial iMlution,  and  thus  price 
slides.  So  the  SEC  proposed 
boosting  the  waiting  period  to 
two  years.  This  set  off  a  roar 
of  protest  from  Wall  Street, 
which  fears  that  such  a  long 
period  would  dampen  enthusi- 
asm for  Reg  S  stocks  abroad. 

Result:  SEC  officials  say 
they  may  trim  the  proposed 
two-year  wait,  though  it's  not 
clear  to  what.  Wall  Streeters 
say  they  can  live  with  six 
months  to  a  year.  Lawyer 
Gary  Wolfe,  a  partner  at  Se- 
ward &  Kissel  who  repre- 
sents overseas  investors, 
wiote  the  sec  that  six 
months  would  deter  foreign 
quick-buck  artists.  □ 


TALK  SHOW  UFor  an  athlete  in  the  heat  of  battle,  to  lo  it 
is  not  new,  but  it  isn't  right." 

— Bu.rer  Mike  Tjj.wn,  apologizing  for  biting  Evander  Holyfield^ 
ears  in  a  Las  Vegas  title  bout. 

THE  FEDS 

HEAVY  STATIC  OVER  THE  NEXT  FCC  HEAD 


AL  GORE  AND  FRITZ  HOLLINGS 

are  facing  off  over  Chairman 
Reed  Hundt's  successor  at 
the  Federal  Communications 
Commission.  There's  long-sim- 
mering tension  between  the 
Vice-President  and  Hollings, 
the  senior  Democrat  on  the 
Senate  Commerce  Commit- 
tee, over  telecom  policy.  Gore 
is  more  free- 
market-ori- 
ented, while 
the  South 
Carolinian  * 
wants  the  ^  . 
FCC  to  en-  A  ^ 
sure  that 
rural  areas  AT  ODDS:  Gore 
don't  get 
short  shrift. 

Odds  are  that  President 
Clinton  will  nominate  Gore's 
choice,  Kathleen  Wallman,  top 
staffer  at  the  National  Eco- 
nomic Council,  Clintonites 
say.  (Hundt  was  a  Gore  pro- 
tege, too.)  Hollings  and  other 
Senate  Democrats  are  push- 
ing Washington  lawyer  Ralph 


Everett,  a  former  Hoi 
staffer. 

Hollings  is  holding  u] 
confirmation  of  Joel  Klei  i 
be  Justice's  top  trustbiif 
in  hopes  of  landing  Evi 
the  job,  say  telecom  indi 
soui'ces.  A  Hollings  aide 
"That's  a  ridiculous  linki 
Two  of  four  vacant 
seats 
earmar 
for  Dt 
crats,  twi 
the  GOP.  i, 
Pi'esidentna 
n  0  m  i  n  a 
FCC  Gen 
and  Hollings     C  o  u  n  ; 

William  1 
nard  for  a  Dem  spot  (n 
House  Commerce  Commif 
economist  Hai'old  Fm-chtj 
Roth  for  a  Repubhcan 
This  month,  Clintonites 
he  will  choose  the  new 
head  and  name  Justice  D 
lawyer  Michael  Powell,  ( 
Powell's  son,  for  the  ui 
(:;op  slot.       Catherine  \>i 


THE  LIST  GUCCI  GULF'S  GOLDEN  BOYS 


The  highest-paid 
honchos  of  interest 
groups  hail  from 
media  and  entertain- 
ment. Defending 
intellectual  property 
is  a  big  deal  m  Washmgton 
whether  agamst  Chmese 
knockoffs  or  American 


BERMAN 


bluenoses.  In  1991 
the  last  year  for 
available  stats,  Vni 
music  industry's 
Jason  Berman  edged  ahea( 
of  Hollywood's  Jack  Valent 
the  champ  for  three  years. 


TOP-PAID  LOBBYING  CHIEFS 


NAME 

TRADE  ASSOCIATION 

PAY* 

JASON  BERMAN 

RECORDING  INDUSTRY  ASSN^ 

$1,087,84 

JACK  VALENTI 

MOTION  PICTURE  ASSN. 

921,37 

EUGENE  UPSHAW 

NFL  PLAYERS'  ASSN. 

894,10 

FRANKLIN  NUHER 

REINSURANCE  ASSN. 

714,31 

DECKER  ANSTROM 

NATIONAL  CABLE  TELEVISION  ASSN 

675,17 

EDWIN  HARPER** 

ASSN.  OF  AMERICAN  RAILROADS 

674,75 

WILLIS  GRADISON 

HEALTH  INSURANCE  ASSN. 

666,11 

*For  1995,  as  reported  to  Internal  Revenue  Service 

DATA;  NATIONAL  JOURNAL 


**No  longer  in  pc 


Remember  when  owning  a  strategic  network  didn't  have  to  cost  vou  the  world?  We  do. 


No-Risk  Networks  from  Cabletron.  A  sunpler  way  to  work. 


At  the  risk  of-  soundinf;  too  bojsthil,  Cabletron's  networks 
greatly  reduce  the  cost  ot  ownership  across  the  L^oard  through: 

•    Proven  investment  protection 

Cabletron  provides  hardware  and  software  solutions  that 
continue  to  keep  pace  with  changing  demands  without  forcing 
you  into  costly  infrastructure  upgrades.  For  instance,  our 
MMAC  switching  platform— introduced  more  than  ten  years 
ago— is  still  being  relied  on  in  thousands  ot  customer  sites 
because  it  was  designed  to  accommodate  new  technologies. 
And  today,  our  SmartSwitching  platforms  not  only  continue 
this  tradition  by  featuring  built-in  support  tor  bast  Ethernet 
and  ATM,  but  pave  the  way  tor  newer  technologies  such  as 
Gigabit  Ethernet. 


•  Tightly  integrated  solutions 

Our  own  leading-edge  technology,  combined  with  strategic 
partnerships  and  acquisitions,  results  in  an  ever-expanding, 
standards-based  product  line  that  excels  in  all  environments- 
including  today's  mixed  topology,  multivcndor  networks. 

•  Maximum  uptime,  increased  productivity 

Cabletron's  tault-tolerant  hardware  and  management  software 
work  together  to  prevent  lengthy  network  outages,  automatically. 

•  High-speed,  easy-to-use  features 

Through  advanced,  value-add  features  like  plug-n-play 
operation;  dedicated  bandwidth  per  user;  and  adds  and  moves 
without  changes,  Cabletron's  solutions  immediatcK'  improve 
network  pertormance  and  reduce  day-to-day  expenses. 

•  Greater  control  of  resources 

Only  Cabletron  has  the  policy-based  management  and 
user-accountability  features  to  gauge  and  streamline  network 
costs.  Now  organizations  can  determine  how  valuable 
resources  are  utilized  to  better  plan  the  long-term  direction  ot 
the  enterprise. 

Now's  the  time  to  gam  an  upper  hand  in  the  battle  to  over- 
come your  cost-ot-ownership  issues.  Call  603-337-0930 
tor  more  information  or  visit  us  on  the  Web  at 
www.cabIetron.com. 

caBLeiRon 
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SYSTems 


The  Complete  Networking  Solution' 
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PRODUCT  PIQUE 


A  HEAD-ON  COLLISION  OVER  BIKE  HELMETS 


LIDS;  Will  Uu'ij  Stan  <>"' 

MAKERS  OF  BICYCLE  HELMETS 
are  butting  heads  with  Con- 
sumer Reports,  which  claims 
some  helmets  can  come  off  in 
falls  because  of  faulty  buckles 
on  the  chin  straps.  In  the 
June  issue,  the  consumer's 
bible  finds  defects  in  11  hel- 
mets (price  range:  $oO  to 
$135),  including  Bell  and  Giro 
brands.  They  all  use  plastic 
buckles  from  itw  Nexus. 
Sure,  Consumer  Reports 


periodically  gets  flak  from 
makers  of  products  it  pans. 
But  now,  helmet  makers  and 
ITW  are  marshaling  indepen- 
dent laboratories  and  even 
the  feds  to  pressure  the 
monthly  magazine  to  reverse 
itself — the  fii'st  time  in  mem- 
ory this  has  happened,  the 
mag  says. 

The  Snell  Memorial  Foun- 
dation, the  leading  tester  for 
all  kinds  of  helmets,  attacks 
the  stoiy.  Harboi'view  Injury 
&  Research  Center,  wliich  un- 
like Snell  does  no  work  for 
the  industry,  examined  3,-390 
bike  crashes  and  found  that 
three  buckles  came  apart. 
Meanwhile,  the  U.S.  Con- 
sumer Product  Safety  Com- 
mission's tests  find  no  Nexus 
buckle  failm-es.  Yet  Consumer 
Reports  stands  by  its  story, 
saying  many  of  the  failed 
buckles  came  from  a  batch 
made  last  September.  That 
points  to  broadei'  quality-con- 
trol pi'oblems  that  may  recm; 
it  believes.      Roy  Furchgott 


RETRO  FADS 

UVA  LAMPS: 
AN  ERUPTION 


"make  love  not  war, 
said  in  the  1960s.  But 
a  war  on  over  an 
icon  of  that  time:  the 
Lava    Lite  Lamp. 
Haggerty  Entei-pris- 
es,   maker   of  thi 
lamp,  is  suing  a  Tai 
wanese  concern,  Li 
pan  Industrial,  for 
trademark  infringe- 
ment. Haggerty,  a 
privately  held  novel- 
ty maker,  wants  the 
U.  S.  International 
Trade  Commis.sion  tn 
stop  Lipan  fi'om  sell- 
ing its  similar  prod- 
ucts, the  Rocket  and 
Volcano  Lamps.  In  a 
separate  federal 
lawsuit,  Haggerty 
also  seeks  an  un- 


THEY 

there's 


TH£  ORIGINAL: 

Nov  imitated 


specified  amount  in  damages. 

Baby  boomers  remember 
sitting  around  stoned  and 
watching  amoeba-like  wax 
globules  rising,  falling,  and 
dividing  in  a  liquid-filled  con- 
tainei'.  Lava  Lami3 — the  pop- 
ular name — has  a 
trademark  for  its 
shape.  Lipan  says 
that  its  lamps  are 
cylindrical  and  Hag- 
gerty's  are  conical. 

Introduced  in 
196-5,  Lava  Lamps 
had  faded  in  popular- 
ity  by  the  late  1970s. 
Recently,  though, 
nostalgia  has  revived 
sales.  Haggerty  has 
expanded  its  manu- 
facturing workforce 
fi-om  8  in  1981  to  210 
now,  which  is  about 
the  same  level  that 
it  was  back  in 
the  Flower  Power 
era.  Joshua  Kaufman 


DRAWN  &  QUARTERED 


'^SAvt  aD  sTw,  sAR5E:...'n)Ey  wpke.  into  tae  bahk  ahp  -mEH  TUNHELW 

THPR  WY  mo  ■mt'ST^RPUCKS'..." 


PRODUCT  PEEK 

NOT-SO-SAFE  SEX 
FOR  TERMITES 

TERMITE  control  HAS  LONG 
involved  drilling  holes  for 
chemicals  in  your  house  and 
lawn.  Yet  lately,  pesticide 
makers  have  found 
a  more  ecologically 
friendly  way  to  dis 
patch  the  little  wood- 
chomping  devils:  con- 
tainers that  emit  a 
food  scent.  The  tiny 
terrors,  though, 
aren't  trapped  in- 
side. They  gobble 
up  stuff  called 
hexafiumuron,  which 
prevents  them  from  «. 
breeding,  and  eventu- 
ally, they  die  out. 

The  fii'st  big  test  was  at 
the  Statue  of  Liberty.  Ter- 
mites infested  the  wood  in 
the  museum  and  other  rooms 


in  the  monument's  pede 
Officials  didn't  want  to 
holes  in  a  historic  site  o 
ject  into  the  ground  ch 
cals  that  could  have  lea 
into  the  harbor.  So  they 
listed  LIniversity  of  Fk 
entomologist  Nan-Yao  Su 
hexafiumuron. 

Now  licensed  bj 
university  to  DowEl 
and  marketed  as  Se 
con,  the  pro 
stands  to  ma 
sizable  den 
the  .$2  bi 
termite  mai 
FMC  is  sellii 
similar  de\ 
and  one  is  on 
way  from  Zei 
Ag  Products. 
Elanco's  new  proc 
which  costs  -$2,000  for 
ty])ical  house,  has  two  coi 
urations:  a  wall-mounted 
for  inside  and  a  spike  to  p 
outside.      Joshua  Kaufi 


THE  BIG  PICTURE 


FORCIBLE  RETIREMENT  FOR  RETIREE  HEALTH 

More  and  more  retirees,  both  private-  and  public-secto 
are  saying  goodbye  to  health  care  paid  for  by  their  pensic 
plans.  Other  plans  are  asking  pensioners  to  share  cost  i 

are  reducing  benefits. 

FUNDS  WITH  A  RETIRE! 
HEALTH-CARE  PROGRAI 


'92      '93      '94      '95  '96 
▲  PERCENT    DATA:  GREENWICH  ASSOCIATES 


FOOTNOTES  Fastest-rising  hotel  rates,  1997:  San  Francisco,  up  14%  from  year  ago,  to  $116;  slowest:  Atlanta,  up  1  %,  to  $79 


HERE'S  WHERE  IT  ENDS  UP.  imagine  if  a  computer 


peripheral  could  work  the  way  your  mind  does.  Just  one  device  capable 
of  sending,  receiving  and  processing  vast  amounts  of  information 
from  many  different  places-all  at  once.  That's  the  idea  behind 
PeripheralPower™  by  Xionics.  Our  revolutionary  parallel  microprocessor 
the  Xip  Chip  enables  multifunction  peripherals  to  print,  copy,  scan  and 


fax  simultaneously,  without  compromising  speed  or  quality. 
So  you  can  communicate  more  quickly,  efficiently,  effectively. 
Which,  come  to  think  of  it,  is  the  best  way  to  make  sure  your 
great  ideas  end  up  as  powerful  as  they  began. 
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GUNMAKERS  WON'T 

GET  RICH  OFF  SALES  TO  WOMEN 

As  our  children  continue  to  pay  the 
price  for  the  prohferation  of  guns  in 
this  country,  it  is  unseemly  for  the 
firearms  industry  to  crow  about  profits 
from  weapons  sales  to  women.  The  sup- 
porting statistics  quoted  in  the  article 
"What  do  women  want?  Guns,  actually" 
(Sports  Business,  June  2)  are  attributed 
to  soiu'ces  that  are  suspect  at  best.  Re- 
search not  beholden  to  the  industry 
finds  that  the  number  of  women  gun 
owners  has  leveled  off  at  7%  to  11% 
during  the  past  10  years. 

The  thousands  of  women  we  repre- 
sent, and  millions  more  like  them,  don't 
want  a  gun  at  all,  not  even  a  .357  Mag- 
num, a  .38  special,  or  a  9mm  in  a  "rose- 
decorated"  case  vvith  a  pink  pearl  han- 
dle. That's  because  no  amount  of 
glamorizing  can  hide  from  them  the 
cold,  hard  facts  of  this  country's  gun- 
violence  epidemic. 

Ann  Reiss  Lane,  Chair 
Susan  Shaw,  Executive  Director 
Women  Against  Gun  Violence 
Los  Angeles 

Betty  Friedan 
Women  Against  Gun  Violence 
New  York 

WHAT  DIGITAL'S  CEO 

REALLY  EARNED  

In  "Seething  shareholders"  (News: 
Analysis  &  Commentary,  June  9),  you 
say  that  Digital  Equipment  Corp.  di- 
rector Thomas  R  Genity  voted  "to  pay 
[Robert  B.]  Palmer  $8.3  million  in 
salary,  bonus,  and  options  last  year." 
Here  are  the  facts:  For-  fiscal  year-  1996, 
which  ended  on  June  28,  1996,  Mr. 
Palmer  ear*ned  a  base  salary  of 
$900,000,  which  has  not  increased  in 
the  past  four  years.  Because  the  com- 
pany did  not  achieve  its  profit  tai-gets 
for  the  year,  neither  he  nor  the  other 
members  of  the  executive  team  re- 
ceived a  cash  bonus. 

Mr.  Palmer  did  i-eceive  a  grant  of 
185,000  stock  options  and  an  awar-d  of 


8,000  shares  of  restricted  common  ipc 
in  August,  1996.  This  kind  of  incenti;  ] 
consistent  with  the  board  of  direcar 
belief  that  management  compens;io 
should  be  closely  aligned  with  th  i 
terests  of  shareholders.  Contrary  ti 
impression  you  left  with  your  rea 
these  options  ar-e  valuable  only  il 
company's  stock  price  increases. 
fact  is  that  no  compensation  was  eaic 
by  or  paid  to  Mr.  Palmer  in  1996  ji, 
respect  to  the  options,  and  Mr.  Pa  ,; 
cannot  immediately  exercise  any  oi; 
options,  which  vest  over  a  three-; 
period. 

Ther-efore,  his  actual  compensatii 
1996,  including  contributions  to  the 
pany's  401(k)  plan,  was  $924,939- 
below  the  $8.3  million  you  reportet 
Charles  B.  Holl 
Vice-President  for  Communica 
Digital  Equipment  ( 
Maynard,  A, 

Editor's  note.:  The  figure  cited — $8,26k 
— is  a  calculation  of  Robert  B.  Pali 
total  compensation  package  for 
not  1996,  as  the  story  incorrectly  stii 
It  was  calculated  by  Graef  CrystaM 
executive-compensation  consuls 
Crystal  calculates  that  in  1996  Pui 
was  paid  $1,226,939  in  salary  anc 
stricted  stock.  Stock  options  tfiat  Cri 
values  at  $3,^98,000  were  grante 
Palmer  shortly  after  the  close  oj 
1996  fiscal  year. 

PUTTING  BUSINESS  THEORIES 
TO  WORK  

John  A.  Byrne's  "Management  t' 
ry — or  fad  of  the  month?"  (N( 
Analysis  &  Commentar-y,  June  23) 
es  an  impor-tant  point  about  a  s 
coming  in  most  companies:  It  is  rric 
easier  to  read  a  book,  go  to  a  ni 
agement  seminar,  or  preach  an 
than  it  is  to  change  an  organizati 
pr-actices. 

Winston  Churchill  said  of  demo-; 
cy:  "It's  a  wonderful  idea — whe 
shame  no  one  has  tried  it."  The  s 
could  be  said  for  reengineering, 
competencies,  knowledge  managenn 
even  total  quality  management.  B- 
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What  Could  Be  More  Rewarding  Than  Double 
HHonors  Points  For  Your  Hilton  Stays? 


A  Free  Night  After  Three  Stays. 


When  you  charge  your 


Double  Dip*  stays  at  participating  Hilton,  Conrad  International  and  Vista  hotels  with  an  American  Express*' 
Card  between  June  2  and  August  31, 1997  you'll  earn  double  Hilton  HHonors®  Base  points.  Plus,  you'll  earn  one 
free  weekend  night  after  every  three  Double  Dip  stays  during  the  same  period -up  to  three  free  nights.  Double 
Dipping"  means  you  earn  both  HHonors  points  and  airline  miles  for  the  same  qualifying  stay.  It's  one  more  way 
that  Hilton  HHonors  Woridwide  is  making  your  business  travel  even  more  rewarding.  For  reservations,  call  your 
professional  travel  agent,  or  for  reservations  and  HHonors  enrollment,     «     «««      m  SSiiiS!! 
visit  HiltonNet^"  at  httpV/www.hilton.com  or  call  1-800-HILTONS.  «HHii  Cards 

Membership,  earning  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  Normal  rules  for  earning  HHonors  points 
and  airline  miles  apply.  Refer  to  your  HHonors  program  membership  materials  for  rate  and  other  restrictions.  Limit  three  free  nights 
with  this  offer.  Free  nights  are  subject  to  availability  and  include  room  rate  and  tax  only,  and  do  not  include  incidentals,  other  taxes 
or  gratuities.  Blackout  dates  apply.  A  "stay"  refers  to  the  total  period  of  consecutive  nights  at  the  same  hotel,  whether  or  not  a  guest 
checks  out  and  back  in  again  Members  will  be  notified  of  qualification  after  the  promotion  has  ended.  ®!997  Hilton  HHonors  Worldwide. 


HILTON 

HHONORS 

WORLDWIDE 


Seeking  a  Brighter 
Future? 


in«ervie«MS 


Search 
firm  files 
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iiillicO)ni"ratcJuiii>li: 


The  Guide 

wExECunvt 

Recruiters 


Sharpen  your  interview-  Discover  the  three  traits 
ing  skills  and  seize  that      all  successful  executives 


perfect  position  with 
this  essential  guide  to 
interviewing. 


share  and  their  secrets 
to  getting  ahead. 


Insider  tips  on  working  with 
recruiters,  avoiding  classic 
mistakes,  and  getting  on  the 
recruiter's  A-list.  Includes 
listings  for  6,500  recruiters. 


Use  these  powerful  tools  to  get  the  job  you  want. 


A  Dansum  nf  tJir McGmwHiti (  imt/Mi 


2? 


:^90MSS9UTSna 


:soinv 


SJ331I1STIVM 


Business  Week 

Every  Week 
And  Save  Off 

The  Newsstand  Price 
CALL  FOR  DETAILS 

1.800.635.1200 


A  ^  N  U  AL  SPECIAL  ISSUE 


BusinessWeek 


Americas  Top  Performers 


Readers  Repor 


i 


ness  process  reengineering,  for  em, 
pie,  is  a  powerful  idea  that  can  woi— I 
have  seen  it  generate  new  kinds  o:/al 
ue,  quality,  and  convenience  for  Us 
tomers,  save  companies  from  goinjoui 
of  business,  and  save  jobs. 

Let's  not  blame  the  concepts. 
place  the  blame  where  it  really  bel  ig 
on  poorly  informed  managers. 

James  P.  % 
Haas  School  of  Rus 
University  of  Calif 
Berkeley,  ( 

What  organizations  need  is  n 
whole  group  of  new,  untested  i( 
What  American  business  needs 
learn  how  to  listen  to  employees.u; 
derstand  how  to  motivate  them,  iv 
them  clear  direction,  and  then  get  o 
the  way. 

Employees  have  the  answers. 
agement  just  needs  to  learn  how  t< . 
this  information. 

Tim  Mulv!' 
New 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  W( 
Daily  Briefing,  and  six  years  of  BW  archives  ai 
available  on  the  World  Wide  Web  at: 
www.businessweek.coin 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  541-484 
and  mention  Busmess  Week. 
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Shopping  for  computer  equipment'  Visit  Maven,  r 
online  Computer  Buying  Guide,  for  continuousi 
updated  ratings  and  price  information 
Gc  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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America  Online:  readersbw 
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Before  quoting  or  reproducing  editorial  material. 
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NOW  THAT  Jack  Clayton  SIGNED  UP 

WITH  STATE  FUND,  he  can 

LEAVE  THE  OFFICE  FOR  MORE  THAN 
A  TRIP  TO  THE  WATERCOOLER. 


THE  MICROGRAFX 
CHILI  FOR  CHILDREN 
COOK-OFF  IS  MISSING 
ONE  HOT  NAME. 


pATsT 


7tp%  HEWLETT 
'■cm  PACKAPO 


f-  I  B  HTW  ORKS  ■ 


*idg 


YOUR  NAME 
HERE 


YOURS. 


MISSING  & 
EXPLOITED 

.CHILDREN, 


Add  extra  spice  to  this  year's  Micrografx  MfC^^gfc^^.  National  Center  for  Missing  and  Exploited 
Chili  For  Children  Cook-Off  by  adding      CH*<l>^li^     Children — a  worthy  evening  that  just  so 


your  name  to  a  hot  list  of  sponsors.  Then 
get  ready  for  Las  Vegas,  COMDEX  Fall,  and  the  premier  charity 


happens  to  be  one  sizzling  good  time.  Call  MICROCRAv 
for  a  sponsor  kit  to  find  out  about  corporate  sponsorships  rang } 


event  of  the  IT  Industry  It's  the  single-largest  fundraiser  for  The    ai)£C9^fo»hc«    from  $3,500  to  $30,000.  And  show  everyone  your  good  to: 


CALL    KATE    POTTS    AT    (9  7  2)    9  9  4-64  1  3    OR    VISIT    W  W  W  .  M  I  C  R  O  G  R  A  F  X  .  C  O  M  /  C  H  I  I 

Companies  listed  above  are  1996  Cattle  Baron  sponsors 


"We  belieiK  innovative  thinkinc)  sets  us 
apart,    it's  one  reason  why  ive  have  offices  in 
a  dynamic  environment." 


"Notlnng  encourages  success 
like  being  around  it  every  day." 


^^/t  you  think 

our  offices 
inspire  brilliance 

and  creativity, 
wait  'til  you  meet 
our  tenants. 


Cowen  &  Company,  Lazard,  Freres  &  Co 
and  more  than  20  other  outstanding 
firms  have  recently  jomed  our  impressive 
roster  of  San  Francisco's  most  recognized 
professional  talents. 

Welcome  to  the  Center 


you're     in     good  company 


First  Class  Service  In  The  Skies 
China  Airlines 


First  Class  Service  On  The  Seas 
Royal  Caribbean 


Choose  China  Airlines  First 
Class  or  Business  Class  to  Asia  and  you're  on 
your  way  to  earning  a  luxurious  Royal 
Caribbean  cruise. 

En  route,  we'll  pamper  you,  serve  you 
award-winning  cuisine,  all  while  you  enjoy 

Taipei.  Taiwan.  R  O  C.  Ship's  Registries:  Norway.  Liberia 


the  latest  in  onboard  entertainment  systems. 

So  sit  back  and  relax.  You're  just  that  much 
closer  to  sailing  away  with  someone  special 
on  a  dream  cruise  from  Royal  Caribbean. 

All  this  thanks  to  China  Airlines  and  Royal 
Caribbean.  For  details,  contact  China  Airlines 
at  1-800-227-51 18,  or  your  professional  travel 
agent.  For  you...  We  blossom  evety  day. 


CnmA  AIRLINES  -  "^'^^.i^ 


http ;  //www.china-airhnes-com/ 
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.IVING  COMPANY 

sfor  Survival  in  a  Turbulent  Business  Environment 

ie  de  Geus 

id  Business  School  •  215pp  •  $24.95 


HE  BIOLOGY 
F  BUSINESS 


I  iology  is  turning  up  in  the 
^  strangest  places.  Just  consider 
r  Arie  de  Geus'  The  Living  Com- 
K  With  a  Hght  touch  and  an  inter- 
g  variety  of  examples,  de  Geus  em- 
i  biological  metaphors  in  order  to 
^ze  corporate  management.  His 
ocative  stories  also  draw  upon  ex- 
inces  from  his  nearly  40-year  ca- 
at  Royal  Dutch/Shell  Group, 
lilding  on  reseaixh  into  such  long- 
companies  as  DuPont,  South  Ko- 
Sumitomo,  and  Unilever,  de  Geus 
iguishes  between  "economic  compa- 
' — which  are  run  as  profit  ma- 
is — and  "living  companies" — whose 
ary  pui-pose  is  to  survive  and  per- 
ate  themselves  as  ongoing  commu- 
i.  To  explain  the  difference,  de  Geus 
3WS  from  evolutionary  theoiy,  ecol- 
cognitive  psychology,  animal-behav- 
tudies,  and  even  immunology — with 
iples  ranging  from  titmouse  behavior 
ritain  to  potato  cultivation  in  the 
js.  Living  companies,  de  Geus  con- 
!S,  improve  then*  chances  of  survival 
>aming  and  adapting  to  then-  envi- 
lents  more  quickly  than  do  econom- 
mpanies. 

second-generation  Shell  man,  de 
;  begins  by  confessing  that  he  long 
ved  that  most  companies,  including 
iwn,  would  last  forever.  But  he  re- 
?  that  according  to  most  siu'veys  of 
3rate  bulhs  and  deaths,  the  average 
■xpectancy  of  a  multinational  is  40  to 
ears.  One-third  of  the  companies 
3  in  the  1970  Fortune  500  had  dis- 
ared  by  199;B — acquired,  merged,  or 
en  to  pieces.  There  are  a  few  ex- 
ions,  such  as  Stora,  which  began 
i  than  700  yeai's  ago  as  a  copper 
!  in  central  Sweden,  or  Sumitomo, 
h  had  its  origins  in  a  copper-casting 
'  founded  in  1590.  But  de  Geus  says 
wide  gap  between  most  companies' 
imum  possible  life  span  and  the  av- 
i  e  realization  thereof  repi-esents  huge 


wasted  potential — and  devastated  work 
lives  and  communities. 

At  Shell,  an  internal  1983  study  of 
27  long-lived  companies  grew  out  of  an 
attempt  to  answer  a  key  question:  What 
would  happen  to  Shell  after  its  oil  sup- 
plies ran  out?  It  found  that  none  of  the 
long-lived  companies  it  studied  had  al- 
lowed themselves  to  succumb  to  failure 
when  a  key  resource  was  lost.  Instead, 
they  displayed  a  common  abihty  to  ex- 
ploit such  crises  and  turn  them  into 
new  businesses.  De  Geus  points  to  Swe- 
den's Stora.  In  the  15th  cen- 
tury, when  Stora  was  just 
270  years  old,  the  king  of 
Sweden  threatened  its  in- 
dependence. Stora  respond- 
ed by  organizing  into  a 
powerful,  militaristic  guild. 
Through  the  subsequent 
centuries,  it  continually 
shifted  its  businesses — fi'om 
copper  to  forestry  to  iron 
smelting,  and  eventually  to 
paper,  wood  pulp,  and  chem- 
icals. De  Geus  concludes 
that  it  siu'vived  by  reacting 
rapidly  to  changes  in  its  environment. 

Moreover,  de  Geus  believes,  "compa- 
nies die  because  theh'  managers  focus  on 
the  economic  activity  of  producing  goods 
and  services,  and  they  forget  that  then' 
organizations'  true  nature  is  that  of  a 
community  of  humans."  The  Shell  study 
found  that  the  ability  to  return  invest- 
ment to  shareholders  seemed  to  have 
nothing  to  do  with  longevity.  Profits 
were  not  a  predictoi'  or  detemiinant  of 
corporate  health,  but  a  symptom  of  it. 

In  his  role  as  Shell's  head  of  plan- 
ning, de  Geus  began  looking  for  a  way 
to  accelerate  the  company's  ability  to 
grasp  environmental  changes  and  adapt 
to  them.  So  he  timied  to  Allan  Wilson,  a 
zoologist  and  biochemist  at  the  Univer- 
sity of  California  at  Berkeley.  Wilson 
had  developed  a  theory  that  species  be- 


havior, rather  than  environmental 
change  alone,  was  the  major  driving 
foi'ce  behind  evolution.  To  illusti-ate  this 
idea,  Wilson  used  the  example  of  the 
titmouse,  a  common  songbird  in  Biitain, 
wliich  had  learned  to  siphon  cream  from 
the  milk  bottles  left  outside  doors  by 
milkmen.  After  dairies  began  putting 
aluminum  seals  on  the  bottles,  the  bh'ds 
figiu-ed  out  how  to  pierce  them,  then 
spread  their  skill  from  individuals  to 
the  species  as  a  whole. 

De  Geus  and  Shell  concluded  that  in- 
stitutional learning  requires  "flocking" — 
biinging  people  together  so  that  learning 
can  be  disseminated  among  them.  That, 
in  turn,  requires  an  organization  that's 
tolerant,  giving  employees  a  certain 
amoimt  of  freedom  and  space  to  experi- 
ment without  fear  of  I'eprisal.  De  Geus 
tells  a  stoiy  about  Chilean  potatoes  to  il- 
lustrate the  need  for  tolerance.  Peasants 
in  the  Andes  mountains  traditionally 
grow  a  wide  variety  of  potatoes.  This 
doesn't  \ield  as  big  a  crop  as  planting 
just  one  type  of  potato 
might,  but  if  a  natural  dis- 
aster strikes,  at  least  some 
of  the  potato  strains  are 
likely  to  survive.  De  Geus 
likens  this  to  Lockheed's 
"skunk  works,"  where  inno- 
vators similarly  face  few  de- 
mands that  they  be  efficient, 
."^uch  "tolerance  towards  the 
margin"  is  a  key  survival 
strategy,  de  Geus  maintains. 

At  times,  the  author 
pushes  the  metaphor  too 
far.  Corporations  have  im- 
mune systems,  he  argues,  that  may  be 
threatened  by  infections.  Corporate 
hosts,  for  example,  can  develop  either 
symbiotic  or  inimical  relationships  with 
trade  unions.  That's  reasonable  enough, 
but  de  Geus  goes  on  to  say  that  "acqui- 
sitions and  mergers  are  infections.  That 
is  why  the  temperature  goes  up  and 
the  corporate  body  goes  into  resistance 
mode."  Although  he  cites  studies  show- 
ing high  M&A  failiu'e  rates,  de  Geus'  rea- 
soning is  simplistic,  since  there  are  in- 
stances when  such  so-called  infections 
end  up  strengthening  the  whole.  Overall, 
though,  de  Geus  provides  an  intei'esting 
challenge  to  basic  assumptions  about 
the  way  companies  work. 

BY  JULIA  FLYNN 
Flynn  covers  ■management  issues 
from  BUSINESS  week's  London  bureau. 


DE  GEUS  SAYS  LONG-LIVED  COMPANIES  SUCH  AS 
DUPONT  EVOLVE,  JUST  LIKE  SPECIES 
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^^if  technology 
is  such  a  great 
ivestmentwhere's 


our  return? 

solution 


IBM  Personal  Computing  Solutions 


Its  not  jusl  ;il)oiit  l)its  iind  bytes 
anymore,  it  s  also  alxtiit  profits 
and  losses.  So  weve  taken  a  new 
approaeli  to  iietworki'd  prrsonal 
eom|niting. 

Exclusively  throu<ih  IBM  Business 
Partners,  we've  assmihled  a  port- 
lolio  ol  leclinoloi^y,  services  and 
linanc'ing  that  optimizes  your 
teclinology  investment.  We  call 
this  IBM  System  Care. 

The  whole  point  of  IBM  System  Care  is 
to  help  vou  obtain  a  conipctilixe  busi- 
ness advantaj^c  through  technology. 
It  helps  control  costs  by  ma|)ping 
out  how  much  vou  II  spend. 

You  can  managi'  your  network  more 
easily  with  tools  like  NetlMiiity, 
Wake  on  LAIN  and  SerxcriJiude. 

And  IBM  System  Care  Technology 
FAchange'  helps  you  make  sure 
that  what  s  on  \our  desk  is  the  latest 
version  ol  what  you  need.^ou  can 
also  maintain  Nour  network  with 
suppcn  t  ser\  ices:  training  and 
compndiensive  warranties. 

Visit  www.u>.pe.ibni.eoni/s\stemcare 
or  call  I  B\l-7255.  ext.  4221, 
and  see  how  son  can  measure 
your  inveslnieni  in  dollar  returns. 
It's  just  better  business. 


Solutions  lor  a  small  planet  " 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

EUREKA!  LAPTOPS 
THAT  SHARE  PARTS 


Machines  are  finally 
being  designed  that 
accept  accessories 
from  earlier  models 

rn  the  past  year,  I've  had 
perhaps  two  dozen  lap- 
tops in  my  office  for  eval- 
uation. Often,  I'd  like  to  use 
an  accessory — a  spare  bat- 
teiy  or  an  AC  adapter  left  be- 
hind from  a  previous  model. 
But  these  old  parts  almost 
never  fit  new  notebooks  be- 
cause the  design  has  changed. 

This  is  more  than  an  an- 
noyance for  lots  of  laptop 
buyers.  For  companies  that 
have  invested  many  thou- 
sands of  dollars  in  docking 
stations  and  spare 
disks — or  even  the  in- 
dividual buyer  who 
popped  for  a  spare  bat- 
tery and  connection  to 
a  car's  electrical  sys- 
tem— the  inability  to 
reuse  components  in- 
volves real  money.  Cor- 
porations, which  often 
buy  top-of-the-line  note- 
books for  senior  execu- 
tives and  entry-level  ma- 
chines for  sales  or  service 
people  in  the  field,  want 
to  minimize  the  cost  of 
stocking  a  common  pool  of 
spare  paits. 

DOCKING  EASE.  Manufactur- 
ers are  beginning  to  I'espond 
to  the  loud  complaints  fi-om 
customers.  More  and  more 
new  laptops  can  use  old  ac- 
cessories or  share  compo- 
nents with  current  models. 
"We  are  making  a  concerted 
effort  to  design  our  1998  gen- 
eration of  products  to  have 
much  greater  commonality," 
says  James  Schwabe,  senior 
vice-president  at  NEC  Com- 
puter Systems. 


Dell  Computer  got  the 
trend  rolling  vdth  its  xpi  lap- 
tops a  couple  years  ago,  but 
Gateway  2000,  which  is  in- 
creasing its  emphasis  on  cor- 
porate sales  and  tiying  to  es- 
tablish itself  as  a  player  in 
the  notebook  mai'ket,  has  tak- 
en the  concept  the  furthe.st. 
With  its  new  Solo  laptops, 
the  big  direct-sales  comput- 
er maker  is  promising  cus- 
tomers intei-changeable  parts 
across  its  laptop  hne.  One  ex- 
ample is  docking  stations,  into 
which  you  can  slip  a  portable 
computer  to  use  a  corporate 
network  or  other  features. 
Gateway  designed  a  $599 
docking  station  with  multi- 


media capabihties  and  a  $199 
minidock  for  its  undei'-$2,000 
Solo  2100,  but  the  $6,000  top- 
of-the-line  Solo  9KMJXL  can  use 
the  stations,  too.  "We  can  do 
standards  across  lines  and 
across  generations,"  says  Bob 
Burnett,  director  of  mobile 
systems  for  Gateway.  "It's 
cheaper  and  easier  for 
customers." 

It  can  be  hard  for  manu- 


facturers to  simplify  their 
customers'  lives.  The  switch 
from  486  to  Pentium  proces- 
sors required  major  laptop 
redesigns  to  deal  with  in- 
creased power  and  cooling 
recjuirements.  Now,  Intel 
wants  laptop  makers  to  use 
its  new  Mobile  Module  (MMO) 
Pentium  package.  This  stan- 
dardized module,  which  the 
Gateway  Solos  use,  could 
make  common  designs  easier 
in  the  fiitm-e,  but  it  wiU  mean 
more  incompatibilities  be- 
tween new  designs  and  ex- 
isting machines.  It's  tough  to 
share  disk  drives,  batteries, 
and  docks  between  nomial  2- 
inch-thick  laptops  and  the 
new  ultrathin  models. 

Another  factor  confound- 
ing common  designs  is  some- 
thing laptop  makers  don't 
much  like  to  talk  about: 
Many  of  them  farm  out  the 
manufacturing — and  some- 
times the  designing  of  some 
models — to  thb'd  parties  that 
have  their  own  way  of  doing 
things. 

LESS  INNOVATION.  Compaq 
Computer,  whose  various 
notebook  lines  have  barely 
shown  a  family  resemblance 
of  late,  has  a  long  way  to  go, 
but  it's  making  a  start.  Its 
new  Ai-mada  7700  models  can 
use  the  docking  stations  of 

HANDY:  Gateways  Solo 
line  trumpets  the  concept 
of  interchangeahility 

the  LTE5000  imits  they 
replace,  and  spe- 
cial plastic  in- 
serts allow  all 
new  Compaq 
laptops  to  share 
a  dock  that  turns  them  into 
desktop  minitowers.  The  com- 
pany is  promising  greater 
)-eusability  of  components  in 
future  models. 

One  disadvantage  of  stan- 
dardized components  may  be 
a  bit  less  innovation  in  the 
design  of  new  models.  How- 
ever, that  is  a  small  price  for 
buyers,  who  now  are  stuck 
having  to  toss  out  accessories 
whenever  they  upgrade  theii' 
laptops. 


BULLETIN  BOA 


MONITORS 
SO  FLAT,  IT'S  SHARP 

When  you  first  look  at  the 
PanaFlat  PF-17  monitor  fn 
Panasonic  (800  742-8086 
you  will  swear  the  screen  i 
curved  inward.  Our  eyes  ai 
so  used  to  seeing  monitor: 


with  bulging  screens  that  § 
don't  realize  the  $999  Pan- 
sonic  is  really  dead  flat.  Tl 
biggest  advantage  with  th 
new  monitor  is  distortion-!- 
images.  Its  flat  configurat 
also  gives  it  the  ability  to 
every  bit  of  the  15.7-inch 
diagonal  viewing  area.  Pa 
sonic  rates  the  flat,  high-r 
olution  picture  tube,  made 
parent  company  Matsushi' 
at  up  to  1600  by  1280  pixi 
But  most  people  will  prob; 
be  happiest  at  1024  by  78 
which  provides  comfortabi 
sized  texts  and  icons. 

SOFTWARE 
A  MORE  PERFECT  SUITE 

Corel  WordPerfect  Suite  7, 
launched  last  year,  was  ar 
impressive  collection  of  a[ 
cations  but  lacked  the  slic 
integration  offered  by  riva 
from  Microsoft  and  Lotus, 
new  version  8  for  Windows 
and  NT  has  a  much  strong- 
sense  of  a  common  look  a 
feel  for  key  elements:  Wore 
Perfect,  the  Quattro  Pro 
spreadsheet,  Corel  Presem 
tions,  and  CorelCENTRAL  inf 
mation  manager.  The  suit( 
costs  $395,  though  people 
who  use  any  Corel,  Lotus, 
Microsoft  office  suite  can 
a  $179  upgrade. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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^Vl^ere  you  can  lind  some 
ol  tKc  solutions  weve  created 


> 


Business  success  stories 
on  thelnternet^ 


^X^kere  you  can  lind  some 
of  our  clients. 


"•evv  companies  lia\e  clcployed  InU-rncl  and  Inlrant-l  slrateAies  llial  are  successlLiI  liusiness  soIli  I  ions. 

weve  crealed  liundreds  ol  customr/eil  soliilions  lor  a  duerse  rans^e  ol  clients.  inclLidinA 
line  500  and  Foi  •lunc  1000  companies  sucli  as  IN'ortliwesleiMi  M  LI  t  Lial  Lile  anc  I  fiarlev-13  a\  ids(jn. 
veW  as  companies  iil?e  t  lawor  orporation.  L  iitalina  Mark-lino  and  B i^elow  "^R-a. 
JSWeli  is  aleadin*^  international  company  dedicated  to  delixerino  powerlul  Internet  and  Intranet 
itions  (or  your  business-critical  needs. Witli  more  llian  50  ollices  nationw  ide,  w  e  deliver  compi'eliensi\ e 
/ices,  including  initial  consultation,  strategic  and  arcliitect ure  planning,  site  desij^n,  application  de\el- 
lent,  liostin6  and  site  marl?etin^.  finally,  tlieres  a  name  you  can  turn  to  iKat  s  as  solid  as  tlie  clients 
A/orl^  lor.  So  let  vis  pi\[  our  expei"tise  to  worl^  in  liuildinq  an  Internet  or  Intranet  solution  tlial  meets  your 
iness  oKjectives.Visit  our  site  at  w  w  w.usw  eb.com/lorlune  11  or  call  1-888-USWEB-411,  exl.  216. 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


THE  ASIAN  JUGGERNAUT 
ISN'T  REALLY  SLOWING  DOWN 


DYNAMISM 

True,  the  old 
tigers  have 
slipped,  but 
new  ones 
are  roaring 
-and  big 
productivity 
hikes  may  be 
under  way 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Teclinology 


The  Thai  baht  is  on  the  ropes,  there 
is  a  big  question  mark  over  Hong 
Kong's  future,  Korea  is  the  pits,  and 
nobody  is  quite  sure  whether  Malaysia  and 
Indonesia  will  soon  join  the  Hst  of  wounded 
tigers.  The  glow  of  Singapore's  propaganda 
about  the  Asian  economic  model  without  the 
weakness  of  Western  democracy  is  fading. 
How  much  of  this  malaise  is  temporary,  and 
how  much  is  basic  and  lasting — leading  to 
poorer  performance? 

Two  years  ago,  Massachusetts  Institute 
of  Technology  economist  Paul  R.  Krugman 
created  an  uproar  when  he  proclaimed  that 
Asia's  stunning  gi'owth  had  two  problems. 
He  said  progress  was  much  like  Russian 
growth  in  the  past:  It  was  won  by  massive, 
often  wasteful  capital  accumulation  rather 
than  productivity  growth.  Looking  ahead, 
he  said  growth  prospects  would  decline  be- 
cause hard  work,  saving,  and  scanty  con- 
sumption couldn't  last.  Even  in  Asia,  peo- 
ple ultimately  want  a  better  life,  and  that 
means  more  consumption,  less  saving,  less  in- 
vestment, and  hence  lower  economic  growth. 
No  sooner  had  the  prediction  been  made 
than  the  facts  obliged.  Many,  if  not  all,  of  the 
Asian  economies  started  running  into  one 
kind  of  trouble  or  another.  The  forecast  was 
brilliant,  but  Krugman  is  too  pessimistic. 
DEFERRED  GRATIFICATION.  There  are  two 
som'ces  of  gTowth:  inci'eased  capital  pei'  work- 
er and  increased  productivity.  The  trouble 
with  capital  accumulation  is  that  someone  has 
to  do  the  saving.  If  capital  accumulation  gets 
a  country  ahead,  it  has  to  be  paid  for  by 
postponing  consumption.  But  increased  pro- 
ductivity gets  a  countiy  ahead  without  the 
sacrifice  of  consuinption. 

While  the  received  wisdom  on  Asian 
growth  credits  capital  accumulation,  new  re- 
search shows  that  growing  productivity  is 
playing  a  larger  role.  Bany  Bosworth  and 
Susan  Collins  at  the  Brookings  Institution 
show  that  productivity  growth  in  the  past 
decade  was  far  higher  than  in  the  preceding- 
one.  This  view  is  less  pessimistic  than  Krug- 
man's  and  suggests  the  Asian  growth  model  is 
changing. 

The  rise  in  productivity,  however,  is  so  far 
not  sufficient  to  keep  Asia  growing  at  its 
previous  high  levels.  Between  1979  and  1988, 
gi-owth  in  the  Asian  tiger  economies  was  8% 
a  year,  but  from  1989  to  1996  it  was  6.9%. 
Some  slowdown  is  clearly  under  way  for  the 


oldest  tigers.  But  the  new  tigers — Mali 
Vietnam,  China — more  than  compensat 
the  shortfall.  In  these  countries,  ecor 
growth  over  the  same  periods  advanced 
6.7%  to  8%.  These  patterns  change  only 
ually.  Thus  it  is  safe  to  argue  that  eme 
Asia  still  has  and  will  continue  to  hav 
traordinary  dynamism.  Over  the  past 
decades,  the  standard  of  living  has  more 
doubled.  And  it  will  probably  do  so  agj 
the  next  two. 
READY  TO  POUNCE.  But  in  the  short  run 
itics  and  financial  factors  will  play  a 
That  is  obvious  in  Korea  and  Thailg 
where  stocks  have  collapsed,  policy  disan 
pervasive,  and  speculators  are  just  wa 
to  pounce.  In  finance,  we  have  a  trans 
fi'om  highly  regulated  systems  to  a  free-f( 
The  ty]3ical  pattern  is  for  banks,  freed  ol 
ulation,  to  bori'ow  offshore  at  low  rat( 
lend  for  real  estate  transactions  withou 
straint.  The  next  step  is  the  inevitable  b 
ing  of  the  property  bubble,  which  then  a 
a  banking  crisis.  That  happened  in  the 
Scandinavia,  and  Japan,  and  is  now  u 
way  in  Asia.  | 

The  other  complicating  factor  is  the 
from  a  strongly  statist  and  regimented  i 
omy  to  the  free  market.  That  is  new  in 
and  comes  as  something  of  a  shock.  Con, 
Koi'ea.  The  country  has  worked  hard  ti 
come  exactly  like  Japan  economically, 
bad  news:  It  succeeded.  As  in  Japan  (or 
many),  everything  goes  like  clockwork, 
with  heavy  regimentation  by  govenimeni 
corporate  bureaucracies,  creativity  is  st 
Even  today,  the  Korean  government  is  cc 
to  the  economy  in  a  way  that  is  far  i 
extreme  than  even  in  France. 

The  spread  of  democracy  in  Asia  is 
changing  the  woi'kplace — ending  an  era 
wages  trailed  productivity,  labor  was  pa 
beyond  belief,  and  "strikes"  took  place  onl 
ter  work  hours.  There  is  turmoil  involve 
sliifting  fi'om  centralized  to  market  econoi 
and  Joseph  Schumpeter's  creative  desi 
tion  is  well  under  way  in  Asia.  Close 
things  look  messy,  and  financial  markets- 
mistake  the  transition  pains  for  major  }: 
lems  with  stability  and  econoinic  gi'owth. 
if  you  believe  in  markets,  this  transition  i 
timately  good  news.  Beyond  stiikes  and  b 
ruptcies,  the  fi'ee-enterprise  economy  is 
ing  up  the  productivity  gains  that  will  I 
Asia  growing. 
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NATIONWIDE 

So  the  Fed  can  just  tap  the  brakes 

With  U.  S.  luiemployment  at  its  low- 
est level  in  23  years,  many  ob- 
sei"vei-s  think  it's  only  a  question  of  time 
before  fears  of  wage  cost  escalation 
prompt  the  Federal  Reserve  to  hit  the 
monetary  brakes.  Economist  James 
Paulsen  of  Norwest  Investment  Man- 
agement, however,  warns  that  the 
aggregate  unemployment  rate  gives  a 
false  picture  of  overall  labor  market 
tightness. 

"We  are  i-eally  looking  at  a  two-tiered 
labor  market,"  he  says.  "One  tier  in- 
volves the  durable-goods  segments  of 
the  economy,  including  housing,  autos, 
and  capital  spending,  which  have  ac- 
counted for  most  of  the  gi-owth  in  the 
cuiTent  expansion.  The  other  much  larg- 
er tier  reflects  the  slow  gi-owing  ser- 
vices and  government  sectors." 

To  prove  his  point,  Paulsen  compares 
the  20  states  with  the  gi'eatest  depen- 
dence on  durables  outj^ut  with  the  other 

A  TWO-TIERED  DECLINE 
IN  UNEMPLOYMENT 
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30  states.  At  the  peak  of  the  last  busi- 
ness cycle  in  1989,  he  notes,  both  gi-oups 
had  similar  unemjjloyment  rates  (chait). 
But  in  the  seventh  year  of  the  cui'rent 
upturn,  the  average  jobless  rate  in  the 
top  20  durables  producers  (led  by  sev- 
eral Midwestern  states)  is  just  4.27%. 
By  contrast,  the  rate  in  the  rest  of  the 
nation,  which  accounts  for  two-thirds  of 
the  labor  force,  is  around  5.25%. 

In  sum,  says  Paulsen,  labor  markets 
are  only  "hot  and  tight"  in  a  minority  of 
states  that  depend  heavily  on  industi'ial 
activity  and  constraction,  a  situation  that 
calls  for  only  veiy  moderate  increases  in 
monetary  restraint.  Indeed,  because 
business  investment,  housing,  and  con- 
sumer purchases  of  big-ticket  items  are 


all  interest-sensitive  activities,  he  be- 
lieves that  a  small  upward  movement 
in  interest  rates  would  ease  laboi-  mar- 
ket tightness  a  lot  more  quickly  than 
in  the  past. 

"If  the  Fed  can  avoid  overkill  when 
tapping  on  the  monetary  brakes,"  he 
says,  "the  economy  may  benefit  from  both 
more  measiu-ed  growth  and  more  migi'a- 
tion  to  regions  with  labor  shortages." 


GROWING  OLD, 
GRACEFULLY 

Chronic  disabiUty  has  been  waning 

Judging  by  health  pattei'ns  prevailing 
in  1982,  the  ranks  of  seriously  dis- 
abled Americans  aged  65  and  older 
should  have  jumped  by  2  million  be- 
tween 1982  and  1994,  a  period  in  which 
the  elderly  population  rose  by  7.4  million. 
Instead,  repoit  reseai'chei-s  at  Duke  Uni- 
versity's Center  for  Demogi'aphic  Stud- 
ies, the  number  of  disabled  elderly  in- 
creased by  just  800,000. 

In  essence,  a  smaller  proportion  of 
the  elderly  population  suffers  from  seri- 
ous disabilities  today  than  was  the  case 
15  yeai's  ago,  a  trend  that  appears  to  re- 
flect both  continued  medical  advances 
and  the  rising  educational  attainment  of 
those  entering  their  golden  years.  Bet- 
ter-educated people,  notes  Forecast,  a 
monthly  demogi'aphics  newsletter,  tend 
to  smoke  less,  exercise  more,  and  gen- 
erally behave  in  ways  that  reduce  dis- 
ability late  in  life. 

If  the  health  of  oldsters  continues  to 
improve  at  the  pace  achieved  fi'om  1982 
to  1994,  the  Duke  team  estimates  that 
the  number  of  disabled  senior  citizens 
will  actually  ch-op  ai-ound  100,000  by  2004. 


TRIII  GOLDEN 
YEARS  FOR  EX-CEOs 

Sitting  on  boards  can  pay  off  big 

Is  there  a  rewarding  life  for  chief  ex- 
ecutives after  retirement?  Tlie  answer 
appears  to  be  yes,  according  to  a  study 
by  James  A.  Brickley  of  the  University 
of  Rochester  and  Jeffrey  L.  Coles  and 
James  S.  Linck  of  Aiizona  State  Uni- 
versity. Analyzing  a  sample  of  (;eos  from 
major  corporations  who  left  office  be- 
tween 1988  and  1992,  they  found  that 
nearly  90%  sat  on  at  least  one  coiporate 
board  after  retiring  and  nearly  two- 
thirds  held  at  least  two  seats. 

What's  more,  board  service  can  be 


i 


quite  lucrative,  pi'oducing  an  avera 
$44,000  a  year  per  corporation  se 
One  retired  ceo  in  the  study — All 
Jacobson,  former  head  of  3M — he 
fewer  than  nine  seats  on  different 
porate  boards  and  earned  an  estin 
$597,900  a  year  for  board  servici 
retainers,  meeting  fees,  stock  aw 
and  option  gi-ants. 

Getting  a  plum  board  position 
moi-e  than  having  cronies  in  high  p' 
A  CEO  who  produced  high  stock  re 
and  income  on  assets  in  his  final 
was  more  likely  to  wind  up  as  a  dir 
of  his  company  after  retiring  thar 
who  didn't  do  as  well,  the  study  f( 
And  those  with  good  track  records 
also  more  likely  to  get  outside  dire 
ships.  Thus,  retiring  (^EOs  have  a  si 
financial  incentive  to  do  well  in  theii 
years  of  service. 


IF  EUROPEANS 
WORKED  MORE. 

They'd  reach  U.S.  living  standai 


If  production  per  hour  worked 
the  sole  determinant  of  living 
dards,  several  Eiu'opean  coimtries  \ 
now  be  on  a  par  with  the  U.  S.,  obs' 
a  new  Conference  Board  report  oi 
global  economy.  As  it  is,  although 
productivity  in  Belgium,  France, 
many,  and  the  Netherlands  is  now 
above  U.  S.  levels,  the  standard  o 
ing — as  measui'ed  by  per  capita  out] 
is  about  20%'  higher  in  the  U.  S.  th 
other  major  industrial  countries  (ti 
A  reason,  note  the  study's  autho 
that  Europeans  simply  don't  woi 
much  as  Americans.  Not  only  ai-e  f 
Europeans  of  working  age  active  ii 
labor  force  but  un-  "—^"i"™ 
employment  in  A  67  ECONOR 
Europe  is  signifi-  SCORECARI 
cantly  higher  than  percent  of  u.s 
in  the  U.S.,  and  level  1995 

Europeans     who  GDP  PI 

are  employed  put  ^HOUR_c/ 

in  shorter  work  BRITAIN  84 
weeks  and  enjoy  ^^^,^0^  35 
longer  vacations. 

By  contrast,  al-     f  ANCE  102 
though     Japan's  GERMANY*101 
overall  labor  pro-     i-j-^ly  90 
ductivity  is  below 
that    of  Canada 
and   Europe,  its     U.S.  100 
living    standards     «West  Germany 
are  higher.  That's      data:  conference  bo. 
because  it  has  far 
lower  unemployment  and  its  woi 
put  in  substantially  longer  hours. 
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IE  BEAT  MAY  PICK  UP 

5  THE  GOOD  TIMES  ROLL  ON 

)ppers  and  manufacturers  were  just  resting  in  the  second  quarter 


U.S.ECONOMY 
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iCENT  REPORTING  IMPROVEMENT 
PRICE  INCREASES 
DATA:  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


The  economic  data  continue 
to  depict  the  second  quarter 
le  lull  that  comes  in  any  extended  party.  After 
ing  the  dance  floor  for  two  quarters,  consumers 
mostly  content  to  sit  out  the  spring  months, 
ebuilders  and  manufacturers,  meanwhile,  were  still 
ing  in  the  second  period,  but  to  a  slower  beat, 
the  same  time,  rising  inflation,  always  an  un- 
ed  guest,  remains  a  no-show.  And  as  a  result,  the 
ral  Reserve,  which  threatened  to  take  away  the 
h  bowl  when  it  hiked  interest  rates  in  March,  now 
is  content  to  let  the  economy  rock  on. 

Looking  ahead,  however,  the 
data  give  no  indication  that 
the  slowdown  of  the  second 
OVERALL  AcriviTY^      quarter  will  extend  into  the 
yy^iy^^l^r^      second  half.  The  leading  indi- 

^|S/V/  cators  resumed  rising  in  May. 

™°   Housing   remains  buoyant. 

And  while  the  nation's  pur- 
chasing managers  reported 
that  June  factory  activity 
slowed  a  bit  from  May,  it  was 
still  busier  than  at  any  time  in 
irst  quarter,  even  as  producers  ai-e  encounteiing  lit- 
iflation  (chart). 

)st  important,  the  major  consumer  fundamentals, 
p:"owth  and  income  gains,  look  as  supportive  as  a 
of  comfortable  shoes.  So  expect  consumers  to  be 

out  on  the  parquet  this  summer,  with  goods  pro- 
rs  picking  up  their  step  as  well, 
le  chaperones  at  the  Fed,  of  com'se,  are  veiy  much 
erned  with  the  outlook.  The  fii'st  order  of  busi- 

at  the  July  1  and  2  policy  meeting  was  the  eco- 
c  outlook  for  the  rest  of  the  year  and  into  1998 — 
•ecast  that  will  be  delivered  to  Congress  by  Fed 
rman  Alan  Greenspan  later  in  July.  As  widely  ex- 
ed,  the  Fed  left  short-term  interest  rates  un- 
iged — implying  that  Greenspan  &  Co.  expect 
^h  to  remain  modest  with  no  threat  from  infla- 
iry  pressures. 

NATION'S  PURCHASING  MANAGERS  might 

half  agree  with  that  assessment.  The  National 
)ciation  of  Purchasing  Management's  overall  index 
idustrial  activity  slipped  to  55.7%  in  June,  from 
%)  in  May.  However,  the  index  remains  well  above 
50%  mark,  a  sign  that  the  factory  sector  is  ex- 


THE  LEADING  INDEX 
RESUMES  ITS  CLIMB 


panding  soundly.  The  napm  said  that  its  index  so  far 
this  yeai"  is  consistent  with  real  gross  domestic  product 
growth  of  3.7%  for  1997. 

The  purchasers'  report  also  showed  no  inflation.  The 
index  of  prices  paid  dropped  to  48.1%'  in  June,  from 
48.4%  in  May.  A  reading  below  50%  means  that  prices 
are  generally  declining.  And  businesses  had  to  wait 
just  a  little  less  time  for  deliveries.  The  vendor-delivery 
index  fell  to  54.6%,  from  55.2% — a  sign  that  production 
bottlenecks  are  not  causing  shortages  that  can  lead  to 
price  increases. 

The  readings  on  production,  new  orders,  and  or- 
der backlogs  showed  growth,  but  at  a  slower  pace  in 
June  than  in  May,  while  export  orders  were  un- 
changed at  a  high  level.  Despite  slipping  in  June, 
both  total  new  orders  and  the  order  backlog  in  the 
second  quarter  were  at  their  highest  levels  in  nearly 
three  years.  This  pent-up  demand  is  why  producers 
will  keep  lifting  output  in  the  second  half. 

The  Commerce  Dept.'s  re- 
port on  the  factory  sector  in 
May  showed  that  orders  fell 
0.7%,  after  April's  1.4%  rise. 
The  April  and  May  average 
of  bookings  remained  above 
the  fii'st-quarter  level.  May  in- 
ventories rose  0.4%,  partly 
reflecting  a  1%  drop  in  ship- 
ments, as  May  output  in- 
creased 0.5%.  However,  the 
fall  in  shipments  was  largely 
the  result  of  a  sharp  drop  in  autos,  at  least  partly  re- 
lated to  strike  activity. 

The  Conference  Board's  index  of  leading  indicators 
also  projects  a  pickup  in  activity.  After  dipping  0.1%  in 
April,  the  index  came  back  with  a  0.3%'  rise  in  May 
(chart).  The  sui'ging  stock  market,  a  smallei"  number  of 
jobless  claims,  longer  delivery  times,  and  rising  con- 
sumer expectations  all  contributed  to  the  May  increase. 

CONSUMER  OPTIMISM  over  the  economy  in  genei'al 
and  the  job  market  in  particular  is  why  households 
are  getting  back  into  the  svdng  of  things.  And  until 
consumer  fundamentals  start  to  falter,  the  outlook  for 
consumer  spending  will  remain  bright. 

In  fact,  consumers  looked  Hveher  in  May.  Their  in- 
flation-adjusted spending  rose  a  solid  0.4%,  after  mak- 
ing little  headway  in  the  previous  three  months.  Pur- 
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chases  of  dui-able  goods  and  services  led  the  May  gain. 
And  retail  surveys  for  June  sales  suggest  that  store 
purchases  rebounded  last  month.  The  weekly  roundup 
by  LJR  Redbook  Research  reports  a  strong  1.7%  in- 
crease in  sales  at  department  and  discount  stores. 

For  the  second  quarter,  real  consumer  spending 
probably  grew  at  an  annual  rate  of  only  1%  to  1.5%. 
And  since  household  pui'chases  account  for  two-thii-ds  of 
the  economy,  that  weak  performance  means  that  total 
GDP  growth  stioiggled  to  reach  2%  last  quarter. 

However,  income  growth  is  still  solid.  Real  disposable 
income  rose  0.3%  in  May,  and  for  the  second  quarter, 
earnings  are  on  track  to  rise  at  a  3%  annual  pace, 
about  twice  as  fast  as  the  pace  expected  for  real  con- 
sumer spending.  That  extra  income,  coupled  with  the 
wealth  gains  from  the  stock  market,  will  pi'ovide  the  fi- 
nancial resources  for  spending  increases. 

ONE  AREA  WHERE  CONSUMERS  have  not  puiied 

back  is  housing.  New  single-family  home  sales  sur- 
prised most  analysts  by  going  up  7.1%  in  May,  to  an  an- 
nual rate  of  825,000.  Existing  home  sales  also  rose  by 
4.4%,  to  4.24  milKon,  the  highest  sales  rate  in  a  year 

Purchases  of  new  and  existing  homes  so  far  in  the 
second  quarter  ai'e  running  ahead  of  their  first-quarter 
pace  (chart).  Home  buying  is  unlikely  to  continue  to 
post  big  advances  in  the  second  half,  but  that  doesn't 
mean  housing  won't  help  economic  growth.  First  of 


FRANCE 


HOUSING  STILL  SHOS 
NO  SIGN  OF  FATIGU 


all,  builders  had  only  a  4.1  months'  supply  of  uiolc 
homes  in  May,  the  tiniest  inventory  in  26  yean  S( 
housing  starts,  which  have  fallen  for  three  conscu 
five  months,  could  pick  up  in  the  summer  Secnd 
new  homes  will  have  to  be  furnished,  spurring  salt  c 
fui-nishings,  carpeting,  and  other  home-related  gols 

Housing's  resilience  isn't 
hard  to  explain.  Consumer 
confidence  in  the  future  is  at  a 
nine-year  high,  pumped  up  by 
healthy  income  gains  and  good 
job  gi'owth.  Also,  despite  the 
gyi-ations  of  the  bond  market, 
mortgage  rates  remain  below 
8%,  and  through  mid-June,  the 
four-week  average  of  mort- 
gage applications  to  buy  a 
home  was  on  the  rise.  More- 
over, shareholders  may  be  using  some  of  their  ec 
gains  to  pui'chase  a  home. 

For  now,  the  Fed  seems  willing  to  wait  and  see  j 
all  this  plays  out.  Heading  into  the  third  qua::e; 
though,  the  news  on  manufacturing,  housing,  and 
sonal  income  argue  that  the  economy  will  perk  up 
summer  The  fear  is  that  the  festivities  could  att 
gate-crashers,  such  as  inflation.  If  so,  the  Fed  .. 
have  little  choice  but  to  calm  the  party  with  anoke 
hike  in  interest  rates. 
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JOSPIN  IS  RIDING  A  WEAK  WAVE 


New  Socialist  Prime  Minister 
Lionel  Jospin  is  taking  over  a 
French  economy  that  is  improving 
after  last  year's  disappointing 
1.5%  growth  rate.  However,  the 
2.5%  pace  expected  for  this  year 
wiW  not  be  potent 
enough  to  dent 
France's  record  12.5% 
jobless  rate  until  later 
this  year,  nor  will  it  al- 
low the  government  to 
meet  the  Maastricht 
Ti'eaty  deficit  target  of 
3%  of  gross  domestic 
product. 

After  a  weak  0.2% 
gain  in  first-quarter 
real  GDP,  second-quarter  gi-ovrth  is 
shaping  up  to  be  strong.  Manufac- 
turing output,  up  a  broad  1.1%'  in 
April,  is  in  a  sharp  upturn  since 
Januaiy  (chart),  and  construction 
is  recovering  nicely  after  a  bad 


FACTORY  ACTIVITY 
IS  PICKING  UP  SPEED 
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vdnter.  Although  business  confi- 
dence in  the  future  declined  in 
June,  which  probably  reflected 
new  political  uncertainty  after  the 
elections,  companies  say  current 
conditions  are  improving,  led  by 
robust  foreign  de- 
mand. Indeed,  the 
April  trade  surplus 
hit  a  record,  powered 
by  surging  exports. 

However,  the  ex- 
port-driven recovery 
is  not  yet  energizing 
the  domestic  economy. 
Household  spending 
for  factory  goods 
dropped  1.1%  in  May, 
led  by  falling  car  sales,  and  con- 
sumer confidence  remains  weak. 
Right  now,  policy  uncertainty,  es- 
pecially about  new  taxes,  is  re- 
straining spending  by  consumers 
and  businesses,  but  the  trends  for 


each  are  starting  to  move  up.  I' 
coming  growth  will  be  fueled  b) 
weak  French  franc,  less  di'ag  fri 
fiscal  restraint,  and  very  low  in- 
terest rates,  the  result  of  a  40- 
year-low  inflation  rate  of  0.9%. 

Jospin  is  sounding  a  bit  more 
pragmatic  compared  with  his  pre 
election  rhetoric.  His  objectives  1 
grovrth  and  jobs  appear  moi'e  ba 
anced  with  his  commitment  to  ai 
on-time  euro,  and  he  admits  that 
public  finances  are  a  problem.  H( 
also  has  put  forth  a  not-so-aggre 
sive  4%  hike  in  the  minimum 
wage,  and  Cabinet  ministers  are 
talking  about  cutting  labor  costs. 
The  July  Audit  of  State  Finances 
will  show  a  1997  deficit  of  at  leas 
3.5%  of  GDP,  which  may  have 
Jospin  backtracking  on  some  elec 
tion  promises.  He  knows  the  fina 
cial  markets  will  accept  the  3.5% 
ratio  only  if  1998  looks  like  3%. 
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NCR  helped 
fifiuters  timquer 
the  globe. 


"We  needed  a  data  warehouse  scalable  enough 
to  hold  20  years  of  global  financial  data  and 
reliable  enough  to  bank  on.  That's  why  we  chose 
the  NCR  Teradata®  database." 

.....     ^  To  350,000  Reuters  users, 

information  is  power.  The  power 
to  access  real-time  and  liistorical  data  from  over  200 
global  stock  markets  that  Reuters  — the  world  leader 
in  financial  information  — continually  tracks. 

Faced  with  a  never-ending  flood  of  mission-critical 
data,  Reuters  can't  afford  a  data  warehouse  that 
doesn't  scale.  Or  that  isn't  reliable.  That's  why  they 
turned  to  NCR— the  world  leader  in  data  warehousing. 

For  Reuters,  NCR  Services  professionals 
developed  a  500-gigabyte  scalable  data  warehouse 
that  captures  and  stores  all  the  information  their 
users  need.  Running  our  NCR  Teradata®  database - 
the  only  parallel  database  that  scales  from  a  few 
gigabytes  to  over  10  terabytes-on  our  highly  scalable 
NCR  WorldMark™  servers  enables  , 
unmatched  ad  hoc,  complex, 
business  questions,  giving  Reuters 
users  unsurpassed  analytical  and  'IHh 
interpretive  powers.  * 

To  find  out  how  NCR  can  help  your  business 
set  up  a  small  data  warehouse  that  can  grow  to 
any  size,  call  1  800  CALL-NCR,  ext.  3000.  Or  visit 
us  on  the  web  at  www.ncr.com.To  learn  more  about 
Reuters,  visit  www.reuters.com. 

^NCR 

Transactions  in  the  Age  of  the  Consumer 


News:  Analysis  &  Commentary 


MEDIA 


BILL  GATES, 
THE  CABLE  GUY 

Will  his  technology  for  digital  TV  become  the  standard? 


Wlien  Microsoft  Corp.  invested 
$1  billion  in  Comcast  Corp. 
last  month,  it  looked  like  the 
best  thing  to  happen  to  the 
cable  industry  in  years.  For  its  cash, 
Microsoft  got  an  agreement  for  up  to 
11.5%  of  Comcast,  the  fourth-largest 
cable  company.  But  the  vote  of  confi- 
dence from  the  mighty  William  H. 
Gates  III  immediately  drove  up  the 
value  of  cable  stocks  by  several  billion 
dollars. 

Cable  executives — and  not  just  Com- 
cast President  Brian  L.  Roberts — 
seemed  almost  awestruck  by  Gates. 
And  why  not?  With  a  few  comments  to 
the  media,  the  software  billionaire 
quickly  turned  the  idea  of  upgrading 
cable  systems  into  the  "broadband" 
pathway  for  high-speed  data  to  the 
home  from  a  distant  dream  into  a  bona 
fide  high-tech  vision. 

But  Gates  wasn't  simply  out  to  make 
some  new  friends  among  America's  ca- 
ble moguls.  Having  established  a  mea- 
sure of  goodwill  with  his  .$1  billion. 
Gates  is  asking  the  cable  industry  for  a 
little  favor  in  return.  He'd  like  cable 
companies  to  let  him  design  a  new  gen- 
eration of  set-top  boxes  for  digital  TV. 
His  design  includes  a  cable  modem  for 
high-speed  data  communications,  en- 
abling consumei's  to  cruise  the  World 
Wide  Web  on  the  T\'.  Gates'  come-on: 
His  design  would  cost  about  half  what 
technology  now  hitting  the  market 
costs,  thus  making  it  a  far  easier  sell. 
NEW  PLATFORM.  If  the  cable  moguls 
bite,  Gates  could  be  adding  a  new  do- 
main to  the  Microsoft  empire.  The  box- 
es would  use  Microsoft  software,  in- 
cluding' the  Windows  ce  operating 
system,  and  that  would  establish  Micro- 
soft technology  as  the  standard  for  all 
sorts  of  consumer  programming  and 
services  to  be  delivered  over  digital 
TV  and  the  Internet.  This  would  repre- 
sent an  all-new  technology  "platfonn" — 


industrywide  standard.  "Bill  Gates 
a  tremendously  innovative  mind, 
his  concept  has  tremendous  value, 
would  be  [cable's]  r&d  arm," 
Rogers,  whose  cable  system  is  Can; 
largest.  "There's  a  50/50  chance  we' 
able  to  come  together  on  an  ecom 
model."  By  late  September,  he  r 
ons,  the  deal  should  be  done 
abandoned. 

The  possible  hurdles  include  t( 
negotiations  on  financial  terms — 
as  how  much  of  a  royalty  Micro 
would  collect  on  each  box.  Also,  as 
ticing  as  Gates'  product  may  be, 
not  the  only  design  out  there.  Ni 
formerly  a  unit  of  Netscape  Commn;' 


like  the  PC  itself.  Microsoft  "is  putting 
itself  in  position,  right  in  the  middle, 
writing  the  software  that  controls  all 
that,"  says  an  executive  familiar  with 
Microsoft's  proposal.  Gates  wants  "to 
make  sure  the  cable  guys  do  not  de- 
velop an  independent  base  without  him 
to  do  this." 

Gates  is  moving  swiftly  to  seal  a 
deal.  He  has  been  meeting  every  few 
weeks  with  the  top  executives  of  the 
big  companies  that  control  Cable  Labs, 
the  cable-TV  industry's  research  and 
development  consortium.  The  next 
meeting,  on  July  7  in  New  York,  will 
likely  include  Gates,  Tele-Communica- 
tions Inc.'s  John  Malone,  Comcast's 

Charming  His  Way  In 

Microsoft's  set-top  box  would: 

►  Combine  the  functions  of  a  cable  nnodem  and  digital  set-top 
box  in  one  device. 

►  Be  cheaper.  Gates  says  he  can  design  a  box  that  consumers 
would  buy  for  about  $300,  compared  with  current  cable  moden 
that  run  $200  to  $300  and  settop  boxes  at  $450. 

►  Use  Microsoft  software,  including  the  Windows  CE  operating 
system  designed  for  handheld  computers  and  other  consumer 
devices. 

►  Enable  Gates  to  set  all  the  standards  and  specifications  for  t\ 
device  that  will  link  both  PCs  and  TVs  to  information  providers. 


Roberts,  Cox  Communications'  James 
Robbins,  and  Rogers  Communications' 
Edward  Rogers — all  key  particij^ants 
at  earlier  meetings. 

Gates's  offer  may  be  too  enticing  for 
the  cable  companies  to  pass  up.  On 
their  own,  the  financially  strapped  com- 
panies have  been  unable  to  bring  forth 
the  gizmos  needed  to  make  Internet 
TV  a  reality.  Indeed,  they  have  not 
even  been  able  to  settle  on  their  own 


cations  Corp.  and  now  owned  by  Hi 
crosoft  rival  Oracle  Corp.,  is  worl" 
on  similar  technology.  Its  softwart 
set-top  boxes  is  being  evaluated  by  <i 
ble  Labs. 

There's  another  factor.  While  c 
executives  are  intrigued  by  the 
of  a  tidy  ending  to  their  techno 
quest,  some  are  fearful  of  han< 
Gates  a  standard  that  will  let  him 
ert  the  same  degree  of  control  i 
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Tites  that  he  has  over  PC  makers. 
i  \  one  is  a  Httle  wary, '  knowing 
powerful  Microsoft  is,"  says  one 
e  exectitive.  "This  is  all  about  con- 
of  the  TV  set,  just  the  way  Gates 
control  [of  the  PC].  But  if  Gates 
come  up  with  a  less-expensive  con- 
er  box  for  the  digital  world,  I'd  be 
y  not  to  look  at  it." 
he  box  Gates  is  hoping  to  devise  is 
iifferent  from  the  limited-capability 


digital  set-top  boxes  and  cable  medems 
that  cable  companies  have  started  to 
offer — usually  in  limited  test  markets. 
Combined,  the  cable  modem  and  set- 
top  box  setups  now  available  cost 
around  $700.  Gates'  box  would  cost 
only  $300.  Powered  by  Windows  CE,  a 
Microsoft  operating  system  designed 
for  consumer  devices,  it  will  be  more 
like  a  PC.  Microsoft  will  also  offer 
Windows  NT  for  i-unning  the  "headend" 


systems   at   the   cable  companies. 
If  Microsoft  makes  nothing  on  the 
boxes  themselves,  it  could  still  come 
out  ahead.  By  pumping  out  millions 
of  set-top  boxes  with  Windows  CE, 
the  cable  companies  will  make  that 
software  the  standard  program- 
ming interface  across  digital-TV 
land.  Content  developers  fi-om  game 
designers  to  home-shopping  compa- 
nies would  then  write  programs  for 
the  new  platform.  And  Microsoft  would 
be  in  there,  too,  adding  applications 
programs  and  content  of  its  own — to 
sell  to  tens  of  millions  of  consumers. 
TAKEOVER  TALK.  Indeed,  the  current 
negotiations  with  the  cable  guys  is  part 
of  Microsoft's  broader  push  into  media 
and  content.  "Microsoft  has  invested 
in  cable  programming  through 
.\BC,  cable  operators  through 
Comcast,  and  a  device  to 
bring  the  Internet  and  ca- 
\   ble     together  through 
'    WebTV,"  says  nbc  Cable 
President  Tom  Rogers. 
,    Microsoft's  "next  nat- 
"■■    ural  step  is  to  devise 
the  guts  of  the  digi- 
'/  tal  set-top  box." 

Gates'  ambitions 
in  media  might,  in 
fact,  complicate  his 
cable  dealings.  The 
software  mogul's 
forays  are  already 
producing  fear  and 
loathing — and  wild 
rumors.  On  July  1, 
the  New  York  Post 
had  Gates  mulling 
J      an   acquisition  of 
I ,    CBS.  Shares  of  CBs's 
I     parent.  Westing- 
house  Electric  Corp., 
'     jumped — despite  de- 
nials by  Microsoft  and 
CBS  that  a  deal  was 
under  way. 

Rival  software  billion- 
aire  Lawrence  .1.  Ellison, 
chairman  of  Oracle,  predicts 
that  Gates'  pnsh  into  content 
will  make  Microsoft  a  less  desirable 
"technology  partner  for  cable  companies 
tlan  Navio.  "We're  not  going  to  go  into 
the  content  business,  competing  with 
ABC,"  says  Ellison.  Gates,  he  says, 
"wants  to  be  Barry  Diller;  he  wants  it 
all." 

But  fear  of  Gates  isn't  likely  to  scut- 
tle Microsoft's  cable  campaign.  Cable 
companies  have  struggled  for  years  to 
expand  theii'  reach  beyond  ordinaiy  TV 
progi'amming.  They  made  deals  with 
telephone  companies,  invested  in  all 
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sorts  of  interactive-TV  ventures — and 
lost  hundreds  of  millions  of  dollars  and 
vast  amounts  of  credibility.  Today,  big 
projects  like  Time  Warner's  Full  Ser- 
vice Network  are  shuttered.  Cable 
companies  are  quietly  launching  cable- 
modem  services,  like  Time  Warner's 
RoadRunner,  U  S  West's  Media  One 
Express,  and  @Home.  But  there  is  no 
nationwide  system,  no  standard  that 


will  inspire  new  programming  and  at- 
tract a  mass  market.  Microsoft  is  of- 
fering not  only  a  simple  technology  fix, 
but  the  proven  ability  to  create  a  stan- 
dard and  get  the  market  to  follow  it. 

Given  that,  many  cable  executives 
may  feel  it  would  be  foolish  not  to  fol- 
low Gates.  "We're  dealing  with  the 
smartest  man  in  America,"  says 
Rogers,  the  Canadian  cable  executive. 


When  Gates  puts  on  his  show  fo) 
cable  guys,  he  adds,  "we  all  loo,  a 
each  other,  wondering  if  we're  mii-jni 
something."  As  they  choose  their  it 
to  the  digital  future,  cable  execute 
would  do  well  to  keep  that  questi( 
mind. 

By  Elizabeth  Leslij  and  Amy  Co 
in  New  York,  with  Ron  Graver  in 
Angeles 


NOT  ©HOME  ALONE:  BILL  COMES  KNOCKING 


In  the  28  months  since  it  was 
founded,  @Home  has  burned 
through  $38  million.  It  expects  to 
spend  .$30  million  more  by  yearend  as 
it  attempts  to  build  a  high-speed 
"backbone"  for  delivering  Internet 
content  over  cable-television  sys- 
tems. So  far,  there  are  only  11,000 
customers  in  the  world  paying  for  its 
service.  In  the  quarter  ended  Man 
30,  @Home  lost  nearly  $11 
million  on  just  $806,000  in 
revenues,  and  it  expects 
to  continue  losing  money 
for  the  foreseeable  future. 

So  why  is  the  company's 
imminent  initial  pubUc  of- 
fering expected  to  be  one 
of  the  hottest  high-tech 
IPOs  in  years?  It  could  be 
the  luminaries  behind  the 
venture:  media  scion 
William  R.  Hearst  III, 
venture-capitalist  John 
Doerr,  Netscape  Communi- 
cations Chief  Executive 
James  Barksdale,  and 
high-tech  companies  such 
as  Sim  Microsystems,  Mo- 
torola, and  Bay  Networks.  Five  cable 
companies,  including  Tele-Communi- 
cations, Cox,  and  Comcast,  together 
hold  70%,  pre-lPO. 
ACED  OUT.  Those  are  big  di'awing 
cards  for  the  8  million-share  offering, 
which  is  expected  to  bring  in  at  least 
$58  million,  giving  the  company  a 
market  value  of  about  $600  million. 
And  thei'e's  buzz  on  Wall  Street  that 
the  valuation  could  go  as  high  as  $1 
billion.  "The  valuation  is  ahead  of  it- 
self, based  on  the  fundamentals,"  says 
Geoffrey  Y.  Yang,  a  partner  at  Insti- 
tutional Ventiu'e  Partners.  "It's  being 
priced  on  what  the  futwe  can  bring." 

But  Yang  and  other  Silicon  Valley 
investors  believe  @Home's  futui'e  will 
justify  the  big  valuation — thanks  to 
its  most  important  asset:  Exclusive 


contracts  with  its  cable  backers  to  use 
the  startup's  technology  to  provide 
"broadband"  communications  to  the  44 
million  homes  theii"  wices  reach.  If 
millions  of  consumers  sign  up  for 
high-speed  Internet  access  via  cable 
modems,  @Home  stands  to  make  a 
fortune  by  providing  the  basic  connec- 
tions as  well  as  online  content.  It  will 
share  monthly  fees  and  advertising 


Netscape  software,  rather  than  Mi- 
crosoft's, for  browsing  the  Internet. 

Now  Gates  is  stepping  up  his  can 
paign.  His  $1  billion  stake  in  Com- 
cast, wluch  owns  14%  of  @Home, 
gives  him  a  small  stake.  And,  as  the 
@Home  prospectus  reveals,  Microsoj 
can  force  Comcast  to  terminate  its 
exclusive  relationship  with  @Home 
after  June  4,  1999,  and  sell  its 

^  RISK? 


revenues  with  the  cable  companies. 

For  now,  the  @Home  sei-vice  is 
simply  a  fast  Internet  system  for  per- 
sonal computers.  But  eventually, 
@Home  seeks  a  bigger  audience  by 
delivering  the  Internet — and  other 
new  digital  progi'amming — to  TVs,  too. 
The  company  has  deals  with  dozens  of 
content  developers,  including  cnn  and 
the  Discoveiy  Channel. 

All  this  has  such  enormous  poten- 
tial that  Microsoft  Chairman  William 
H.  Gates  III  has  been  fuming  that  he 
still  has  not  nailed  dowTi  a  piece  of 
the  action.  The  software  mogul  has 
complained  to  cable  companies  that  he 
has  been  locked  out  of  the  @Home  ca- 
bal. The  company's  dii-ectors  include 
such  Microsoft  foes  as  Doerr  and 
Barksdale,  and  it  has  adopted 


For  William  Hearst  I 
and  his  partners, 
Bill  Gates'  entry 
changes  all  the  rules 

@Home  shares  back  to  tli 
company. 

Meanwhile,  Gates  is  lob 
bying  CableLabs,  an  Indus 
tiy  research  and  develop- 
ment gr'oup,  to  adopt  his 
next-generation  cable  box 
design.  His  interest  is  in 
estabhshing  a  Microsoft- 
friendly  standard. 

How  Gates  proceeds  vs 
be  detei'mined  in  large  pait  by  the  i 
ble  companies.  ©Home's  cable  part- 
ners could  adopt  Gates'  new  set-top 
box  and  software.  Or  they  could  aba 
don  the  startup  altogether.  That's  no 
likely,  given  their  investment  in  the 
company.  More  importantly,  there's  ; 
growing  consensus  among  cable  exec 
utives  that  it  may  be  safer  to  work 
with  Gates  than  to  fight  him — it's  po 
sible,  sources  say,  that  Gates  could 
even  take  a  stake  in  @Home.  Says 
Graig  Mundie,  senior  vice-president 
Microsoft's  consumer  platfoiTn  divi- 
sion: "There's  no  reason  this  can't  be 
symbiotic  relationship."  That's  fine  as 
long  as  @Home  doesn't  mind  being 
the  pilot  fish  to  Microsoft's  shark. 

By  Amy  Coriese  in  New  ForA;,  iw 
bureau  reports 
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LECOMMUNICATIONS 

lALING 

DR  DIRECTION 

'&T  scrambles  once  more  for  a  local-phone  strategy 


Hie  collapse  of  at&t  Chairman 
Robert  E.  Allen's  breathtaking  plan 
to  merge  with  Baby  Bell  SBC  Com- 
lications  Inc.  is  more  than  just  an 
aarrassing  gaffe.  Sure,  Allen's 
irre  public  spat  with  Federal  Com- 
nications  Commission  Chairman 
id  E.  Hundt — a  bitter  exchange  in 
news  media  over  the  ramifications 
I  deal  that  at&t  never  officially  ac- 
wledged  — leaves  at&t  image-mak- 
working  overtime  to  repair  the 
lage.  But  the  real  harm  is  that  at&t 
nee  more  scrambling  for  a  strategy 


near  where  they  wanted  to  be  or  where 
analysts  expected  them  to  be." 

So,  what  next?  Sources  close  to  the 
company  say  that,  despite  the  SBC  de- 
bacle, AT&T  execs  are  talking  about  piu'- 
suing  another  accjuisition.  The  most  like- 
ly targets:  gte  Corp.  and  Southern  New 
England  Telephone  Co. — companies  with 
which  AT&T  has  talked  merger  in  the 
past.  Although  AT&T  has  not  yet  restait- 
ed  talks  with  either,  "they've  pretty 
much  said  they  want  to  do  a  deal,"  says 
one  source. 

Another  potential  partner  is  Teleport 


C.  Petrillo,  AT&T's  executive  vice-presi- 
dent for  corporate  strategy  and  busi- 
ness development.  Likely  partners 
include  McLeod  usA  Inc.  in  Cedar 
Rapids,  Iowa. 

Such  deals  will  never  make  at&t  a  lo- 
cal power,  though.  "It's  like  stringing 
tin  cans  together  and  tying  it  with  a 
knot,"  says  Gary  Miller,  chairman  and 
CEO  of  Ai'agon  Consulting  Group  in  St. 
Louis.  And  stitching  together  dozens  of 
partnerships  will  be  costly.  "All  I  can 
see  is  a  network  that's  getting  complex, 
and  complexity  to  me  means  expensive," 
says  Daniel  E.  Zito,  vice-president  at 
Legg  Mason  Wood  Walker  Inc. 

Another  easy  option  for  at&t  is  a 
strategy  Allen  has  resisted — reselling 
service  provided  by  the  local  Baby  Bell. 
AT&T  contends  that  with  the  18%  to  20% 
off  of  retail  calling  prices  that  the  Bells 
typically  offer,  it  can't  afford  to  market 
and  sell  local  service.  In  long  distance, 
there's  a  thriving  resale  business,  but 


AT&rS  MULTIPLE-CHOICE  TEST 

To  get  into  local-phone  service, 
the  telecom  munications  giant  could: 

(A)  Buy  GTE  or  Southern  New  England 
Telephone.  Neither  would  present  the  political 
or  financial  problems  of  the  aborted  SBC  deal. 

(B)  Expand  its  partnerships  with  "alternative 
carriers,"  small  companies  with  local  phone 
networks  that  compete  with  Baby  Bells. 

(C)  Sacrifice  short-term  quarterly  earnings 
and  speed  up  its  investments  in  building 
local-phone  systems.  This  would  cause  prob- 
lems on  Wall  Street  but  would  please  federal 
regulators. 

(D)  All  of  the  above. 

(E)  None  of  the  above. 


EN:  Lots  to  get  into  the  local- 

■e  capital  phone  business  and 
iding,  hut  give  itself  a  chance 
/ICS'S  has  to  survive  the  accel- 
i  slow  erating  market-share 

losses  that  deregula- 
is  expected  to  bring  to  its  core 
^-distance  business. 
0  far,  AT&T  has  launched  a  half-dozen 
1-phone  strategies — ft-om  simply  re- 
ng  services  bought  from  local  in- 
ibents  to  pioneering  a  new  system 
fixed  wireless"  residential  sei-vice.  It 
natically  increased  its  capital  spend- 
this  year  from  $6.6  billion  to  $9  bil- 
to  accommodate  $1  billion  slated 
auilding  local  networks.  Still,  none  of 
approaches — save  the  now  defunct 
merger  option — appears  to  have  the 
mtial  to  get  at&t  into  the  $100  bil- 
'  local  market  in  a  big  way  any  time 
i.  Says  Jef&'ey  Kagan  of  Kagan  Tele- 
Associates:  "They're  not  anywhere 


Cdmmunications  Group  Inc.,  which  pro- 
vides local  sei-vice  to  businesses  in  large 
cities,  in  competition  with  the  Baby  Bells. 
BellSouth  Corp.  and  Ameritech  Corp. 
have  also  been  mentioned  as  merger  can- 
didates at  various  times,  but  such  deals 
are  unlikely  unless  the  FCC  drops  the 
objections  it  has  voiced  about  a  theoret- 
ical AT&T-Baby  Bell  combination. 
TIN-CAN  ALLEY?  For  now,  the  long-dis- 
tance giant  will  pursue  less  ambitious 
options — such  as  marketing  deals  with 
small  companies  that  compete  with  the 
Bells,  usually  by  linking  business  cus- 
tomers to  long-distance  networks.  In 
the  next  three  months,  at&t  plans  to 
announce  franchise  agreements  under 
which  it  would  receive  royalty  payments 
and  the  local  company  could  use  the 
AT&T  brand  to  sell  service.  "We  want 
to  leverage  oui'  brand  name  and  save  on 
the  amount  of  money  we  have  to  in- 
vest in  local  infrastracture,"  says  John 


the  discounts  range  as  deep  as  70%. 

Allen,  in  fact,  has  been  an  outspoken 
critic  of  what  he  says  are  intentional 
strategies  by  local-phone  companies  to 
foil  new  competitors  (page  26).  The  com- 
pany stopped  marketing  in  Sacramento 
earlier  this  year  because  it  said  that 
Pacific  Bell  was  slow  to  connect  its  cus- 
tomers. In  Rochester,  N.  Y.,  at&t  exited 
the  resale  business  because  Frontier 
Corp.  offered  only  a  5%  discount.  Still, 
AT&T  continues  to  pursue  resale  mar- 
kets in  several  states,  mainly  to  build 
customer  loyalty  by  providing  a  full 
bundle  of  phone  services. 

The  net  result:  at&t's  efforts  in  local 
calHng  have  yielded  little.  A  recent  Yan- 
kee Group  Inc.  study  shows  that  at&t 
has  won  about  half  of  the  households 
that  have  chosen  an  alternative  to  the 
local  phone  company — but  that's  only 
about  200,000  customers.  Just  last  year, 
Allen  was  boasting  that  at&t  would 
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take  one-third  of  the  local  market. 

There  is  a  costly,  long-term  approach 
that  could  produce  bigger  numbers: 
AT&T  can  speed  up  plans  to  build  local 
connections,  such  as  it  is  curi-ently  pur- 
suing in  Chicago  where  it's  testing  new 
wireless  technology.  A  nationwide  sys- 
tem, howeve)-,  would  cost  as  much  as 
$100  billion,  and  Wall  Street,  which  al- 
ready went  on  a  rampage  over  this 


year's  increase  in  capital  expenditui'es,  is 
unlikely  to  sit  still  for  any  effort  that 
places  such  a  drag  on  earnings. 

Regai-dless,  AT&T  has  no  choice  but  to 
come  up  with  a  local-phone  strategy 
soon — particularly  because  the  Baby 
Bells  are  so  intent  on  getting  into  long 
distance.  Just  days  aftei'  their  merger 
talks  broke  off,  in  fact,  sbc  was  suing  in 
federal  courts  in  Texas  and  Washing- 


ton, challenging  the  FCC's  right  to  lep 
it  out  of  long  distance  until  it  openijp 
local  calling  in  its  markets,  "at&t  hato 
get  into  the  local-sei^vice  business,"  lys 
Guy  W.  Woodlief,  telecom  analysat 
Pindential  Secmities  Inc.  "It's  their  Isi 
oppoilunity  for  growth."  Allen,  whoa^ 
scheduled  his  retirement  for  next 
has  little  time  to  seize  that  oppo)luj. 

By  Peter  Elstrom.  in  New  M 


THE  LOCAL-PHONE  WAR  HEADS  FOR  COURT 


Last  February,  Virtual  Spin,  a 
Seattle-based  software  company, 
suffered  a  two-month  setback 
when  programmers  couldn't  dial  into 
a  private  telecommuting  network 
provided  by  Electric  Lightwave  Inc. 
(ELI),  a  new  local  phone  company.  "It 
was  a  nightmare,"  says  Spin  Presi- 
dent Brook  W.  Lang.  But  he 
doesn't  fault  Electric  Light- 
wave. He  blames  U  S  West 
Communications  Inc.,  the  lo- 
cal Baby  Bell  phone  company 
that  was  supposed  to  provide 
adequate  phone  lines  to  Elec- 
tric Lightwave's  customers. 
U  S  West,  says  Lang,  in- 
stalled voice  lines  instead  of 
the  needed  data  lines.  U  S 
West  claims  the  mistake  was 
the  new  company's.  But  Elec- 
tric Lightwave  isn't  letting 
the  matter  drop.  On  June  30, 
the  Vancouver-based  compa- 
ny filed  an  antitnist  suit 
against  U  S  West,  charging  it  with 
using  its  "monopohstic"  powers  to 
block  the  entiy  of  competitors  into 
the  local-phone  market. 

Electric  Lightwave  is  not  the  only 
one  taking  the  telephone  wars  to  the 
courts.  On  July  2,  sbc  petitioned  a 
federal  court  in  Texas  to  rule  uncon- 
stitutional provisions  of  the  Telecom- 
munications Act  of  1996  that  allow 
the  federal  government  to  regulate 
the  entry  of  the  Baby  Bells  into  the 
long-distance  market.  The  next  day 
the  company  was  prepared  to  file  a 
similar  but  more  limited  suit  in 
Washington,  challenging  the  FCC's  de- 
nial of  SBC's  petition  to  offer  long- 
distance service  in  Oklahoma. 

Telecom  experts  now  predict  that 
the  courts  will  soon  be  filled  with 
phone  war  participants.  Considered 
the  most  likely  litigants  are  local 
phone  wannabes,  possibly  including 
such  powerful  players  as  at&t  and 


MCI.  Says  Washington  telecom 
lawyer  Richard  M.  Rindler:  "The  in- 
herent interest  of  a  monopohst  to 
remain  a  monopolist  is  something 
the  courts  will  eventually  have  to 
deal  with." 

The  Electric  Lightwave  suit  clear- 
ly reflects  the  ti-emendous  fi-ustra- 


WIRED:  Btll^i  say  they're  building  as  fast  as  they  can 


tion  of  would-be  competitors  in 
local-phone  markets  over  their  lack 
of  progress.  Long-distance  compa- 
nies ranging  from  tiny  startups  to 
AT&T  are  complaining  about  obsta- 
cles they  face  in  getting  basic  ser- 
vices they  need  from  the  Bells  to 
enter  local  markets,  as  mandated  by 
the  Telecommunications  Act  of  1996. 
The  Bells,  they  charge,  are  deliber- 
ately dragging  their  feet.  "I've  not 
yet  seen  a  single  Bell  company  obey 
the  letter  or  spirit  of  the  law," 
fumes  MCI  Communications  Corp. 
President  Timothy  F.  Price. 

Meanwhile,  local  upstarts  ar-e  tak- 
ing their  gripes  to  r'egulators,  too.  On 
May  30,  lci  International  filed  a  peti- 
tion with  the  Federal  Communica- 
tions Commission  seeking  a  fir'm 
deadline  for-  Baby  Bells  to  provide 
new  local-market  entr-ants  access  to 
automated  customer'-service  systems. 
The  lack  of  such  access  makes  it  diffi- 


cult for  new  companies  to  sign  up 
customer-s,  says  lci.  On  June  24,  MCI 
filed  a  complaint  with  the  Washingtoj 
Utilities  &  Transportation  Commis- 
sion, charging  that  U  S  West  is  slowj 
in  providing  access  to  billing  systems 
The  FCC  has  already  shown  that 
it  finds  the  evolution  of  local  compe 
tition  inadequate  as  well.  Or 
June  26,  it  rejected  SBC's  ap' 
plication  to  enter  the  long- 
distance market  in  Oklahomi 
l)ecause  of  the  Bell's  appar- 
ent failur  e  to  open  its  own 
local  markets  to  competition 
That  sparked  SBC's  July  suit 
Similar-ly,  the  Justice  Dept. 
has  recommended  that  the 
FCC  deny  Ameritech  Corp.'s 
bid  to  enter  Michigan. 
CHERRY-PICKING?  The  Bells 
claim  they  ar'e  wor-king  as 
fast  as  they  can  to  install 
new  local-phone  capacity  for 
rivals,  who  then  resell  ser- 
vice. And  they  complain  that,  for 
their  trouble,  they  watch  helplessly; 
as  newcomers  cherTy-pick  the  best 
customers.  U  S  West  has  added 
8,900  new  lines  for-  Electric  Light- 
wave. And  in  1997,  it  expects  to  ad( 
75,000  new  lines,  at  an  escimated 
cost  of  $40  million  to  $60  million. 
Moreover,  U  S  West  claims  that  it 
meets  75%  of  reseller  requests  on 
time.  Most  of  the  r-est,  it  says,  re- 
quire new  constr'uction.  "We  feel 
we're  bending  over  backwards," 
says  Christine  H.  Butler,  U  S  West' 
director  of  technical,  regulatory,  an( 
financial  initiatives. 

Skir-mishing  among  the  Bells  and^ 
new  rivals  is  likely  to  intensify.  The 
battle  for  the  $100  billion  local-phon 
business  is  now  being  waged  on  all 
fr'onts — in  the  courts,  in  the  r-egula- 
tory  agencies,  and  in  the  mar'ket. 

By  Catherine  Yan 
in  Washingtoi 
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COMMENTARY 

By  Howard  Gleckman 


DEATH,  TAXES-AND  CORPORATE  WELFARE? 


fBarlier  this  year,  reformers  were 
P  bravely  predicting  that  Con- 
iBgress  would  trim  some  of  the 
ost  egregious  corporate  tax  breaks 
cm  the  revenue  code.  Boy,  were 
ey  wrong. 

As  lawmakers  draft  the  biggest 
X  cut  since  1981,  they  can't  resist 
rding  it  with  business  pork — literal- 
,  Wealthy  pig  farmers,  along  with 
her  livestock  producers,  are  about 

get  huge  new  tax  benefits.  And 
e  richei'  the  fannei',  the  bigger  the 
•eak. 

Hog  farmers  aren't  the  only  ones 

the  trough.  Not  only 
ive  lawmakers 
iled  to  kill  exist- 
g  special-inter- 
t  write-offs, 
ey  are  busily 
eating  new  ones: 
il  and  gas  drillers, 
hanol  producers,  fish 
•ocessors,  and  drug 
mpanies  are  just  a 
w  of  the  ben- 
iciaries.  As  it       fCiT  <i 
'ts  harder  to  'V.--.^ 
crease  spending, 
wmakers  in  both 
irties  look  to  the 
x  code  to  help  their 
iends.  "It's  just  a  politi 
]  grab  bag,"  says  Brookmgs 
istitution  tax  economist  William 

Gale.  "Whoever  can  get  a  subsidy 
kes  it." 

Never  mind  that  these  loopholes 
rely  encoui'age  economic  gi'owth,  as 
eii"  backers  claim.  At  best,  they  are 
waste  of  taxpayers'  money.  At 
orst,  they  actually  discoui'age  inno- 
ition  by  subsidizing  old  technologies. 
MORMOUS  SETBACK."  The  bill  mov- 
g  through  Congress  is  not  only  a 
tback  for  critics  of  corporate  wel- 
re,  it's  a  huge  defeat  for  the  back- 
s  of  tax  restructuring.  Republican 
aders  say  they  believe  deeply  in  re- 
orking  and  simplifying  the  code. 
3t  the  bill  moving  through  the  Re- 
iblican-dominated  Congress  is  anti- 
form.  "It's  an  enormous  setback  for 
.6  flat  tax,"  says  Robert  J.  Shapiro, 
ce-president  of  the  Progressive 
3licy  Institute,  a  moderate  Demo- 
atic  think  tank.  Instead  of  dumping 
rgeted  write-offs  and  cutting  rates, 
most  tax  reformers  want,  Con- 
ess  keeps  trying  to  pick  winners 


and  losers.  "You  kind  of  want  to  cry," 
says  Barry  K.  Rogstad,  president  of 
the  American  Business  Confei'ence, 
which  represents  midsize  growth 
companies. 

The  biggest  blow  to  r-eform  came 
when  House  Ways  &  Means  Commit- 
tee Chairman  Bill  Archer  (R-Tex.) 
backed  off  from  his  proposal  to  dump 
the  $600  miUion  a  year  tax  subsidy 
for  corn-based  ethanol,  a  gasoline  ad- 
ditive. The  break  mostly  helps 


meals  eaten  on  the  job  by  fish 
pr-ocessors  and  airline  pilots. 

And  what  about  those  pig  farm- 
er's? They  are  getting  a  huge  new 
tax  break,  thanks  to  the  pr'oposed 
cut  in  capital-gains  rates.  A  top- 
bi'acket  farmer  can  ah'eady  deduct 
the  cost  of  raising  livestock.  But  be- 
cause profits  from  the  sale  of  an  ani- 
mal can  be  ti'eated  as  a  capital  gain 
rather  than  ordinary  income,  wealthy 
far'mers  would  pay  only  a  20%  tax 


BUSINESS  TAX  BREAKS  AS  USUAL 

ETHANOL  Efforts  to  scale  back  this  perennial  subsidy  for  corn- 
based  fuel  that  primarily  helps  Archer  Daniels  Midland  were  scut- 
tled by  the  House  GOP  leadership.  Annual  cost:  $500  million. 

TIAA-CREF  Another  hardy  perennial,  this  tax  exemption 
,  benefits  a  pension  fund  is  used  by  employees  of  edu- 
\  cational  institutions.  TIAA-CREF  also  sells  annuities 
y  '\  and  other  insurance  products  to  teachers.  Annual 
\  cost:  $100  million. 

\  RESEARCH  AND  DEVELOPMENT  Scheduled 
to  expire  this  year,  this  tax  credit  looks  like  it 
will  be  extended  until  1999.  Supporters 
say  it  helps  startups,  but  since  these 
small  enterprises  are  rarely  profitable 
enough  to  pay  significant  taxes,  it  becomes 
a  windfall  for  giants  such  as  Microsoft. 
Annual  cost:  $1  billion. 

COMPUTER  DONATIONS  Both  bills  would  cre- 
ate new  tax  incentives  for  business  gifts  of  hard- 
ware to  schools.  Annual  cost:  $50  million. 


Ar'cher  Daniels  Midland  Co., 
which  gave  the  Democr-atic 
and  Republican  parties  a  total  of 
$700,000  in  '96.  One  of  adm's  power- 
ful friends,  House  Speaker  Newt 
Gingrich  (R-Ga.),  fu-st  for-ced  Ai'cher 
to  water  down  the  plan.  Now,  with 
the  Senate  and  Pi-esident  Clinton  op- 
posing any  change,  even  efforts  to 
weaken  the  ethanol  subsidy  have 
been  abandoned. 

Other  business  breaks  also  remain 
intact.  A  tax  credit  for  i-esearch  and 
development  was  supposed  to  expire 
this  year.  But  both  the  House  and 
Senate  bills  would  extend  the  $1  bil- 
lion a  year  subsidy  at  least  through 
1999,  although  both  promise  to 
phase  it  out  after  that.  Even  woi'se 
are  the  new  goodies,  which  give 
preferences  to  low-production  oil 
and  gas  wells  and  businesses  that 
donate  computer's  to  schools,  as  well 
as  extra-genei'ous  deductions  for 


r-ather  than  the  39.6%  that  usually 
applies  to  anyone  in  the  top  bracket. 
The  subsidy  is  so  sweet  that  some 
farmers  may  spin  off  br'eeding  herds 
and  lease  them  back  to  their  own  op- 
erations, pr-edicts  Chuck  Hassebrook 
of  the  Center  for  Rui-al  Affair's,  a 
family-farm  advocacy  gi'oup  in 
Walthill,  Neb. 

That's  just  the  problem  with  cor- 
porate welfare.  It  sends  farmers  run- 
ning to  accountants  to  find  new  tax 
dodges  when  they  could  be  spending 
their  time  finding  better  ways  to 
raise  pigs.  But  even  in  an  era  of  fis- 
cal restraint,  when  Congress  and 
President  Clinton  ar'e  asking  every- 
one fi'om  seniors  to  poor  children  to 
sacrifice,  corporate  welfare  remains 
untouchable. 

Correspondent  Gleckman  covers 
economics  mid  tax  policy  from 
Washington. 
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LEGAL  AFFAIRS 


SO  MUCH  FOR  SMOKING  OUT 
BIG  TOBACCO'S  SECRETS 

The  deal  may  let  companies  keep  documents  under  wraps 


When  Mississippi  Attorney  Gener- 
al Mike  Moore  announced  the 
proposed  $368  billion  tobacco  set- 
tlement on  June  20,  he  claimed  that  it 
would  foi'ce  the  industry  to  turn  over  a 
ti'easure  trove  of  previously  secret  in- 
ternal documents.  "We  wanted  to  make 
sure  that  every  single  person,  not  only 
in  Aineiica  but  this  entii-e  world,  knows 
the  truth  about  what  the  tobacco  in- 
dustry has  done ....  And  we  are  satis- 
fied that  we  have  done  that,"  Moore 
exulted. 

Critics  of  the  deal  now  charge  that 
Moore's  declaration  is  an  empty  boast. 
In  fact,  they  say,  the  pact  may  actually 
prevent  the  disclosure  of  documents 
that  would  have  come  to  light 
through  litigation.  When  the 
settlement  was  announced, 
tobacco  foes  immediately 
pounced  on  how  the  pact  limits 
nicotine  regulation  and  treats 
company  liability.  But  Min- 
nesota Attorney  General  Hu- 
bert H,  Humphrey  HI  has  said 
that  document  disclosure  is  an 
issue  of  equal  importance: 
"This  fight  was  supposed  to  be 
about  lies  and  cover-ups,  but 
this  deal  allows  the  and  cov- 
er-ups to  live  on." 

The  fight  ovei'  disclosure 


threatens  to  create  another  major  hur- 
dle for  the  proposed  settlement.  Alan 
Morrison,  the  attorney  analyzing  the 
deal  for  the  review  committee  chaired 
by  former  Food  &  Drug  Administra- 
tion Chief  David  A.  Kessler  and  fomner 
Surgeon  General  C.  Everett  Koop,  says 
that  as  the  deal  stands,  "the  most  sig- 
nificant documents  will  still  be  with- 
held . . .  for  many  years,  and  possibly  for- 
ever." And  Representative  Henry  A. 
Waxman  (D-Calif.)  on  June  12  intro- 
duced a  bill  that  would  recjuire  the  com- 
panies to  smi-ender  far  more  papei-work 
than  is  required  under  the  pact. 

The  main  criticism  of  the  deal's  dis- 
closiu'e  provisions  is  that  they  let  the  in- 


Losing  the  Paper  Trail 

INCOMPLETE  DISCLOSURE  The  deal  does  not  force 
the  companies  to  turn  over  hundreds  of  thousands  of 
documents  covered  by  attorney-client  privilege. 

RED  TAPE  Tobacco  opponents  can  appeal  industry 
claims  of  attorney-client  privilege,  but  that  requires 
approval  by  a  special  three-judge  panel. 

LAWSUIT  LIMITS  Because  the  settlement  imposes 
barriers  on  future  suits,  critics  worry  that  lawyers 
won't  try  to  obtain  attorney-client  documents. 

DATA;  PUBLIC  CITIZEN  LITIGATION  GROUP 


HUMPHREY:  "This  deal  allows  theui 
and  cover-ups  to  live  on" 

dustry  continue  shielding  incrimirtii 
papers  behind  attorney-client  privv 
Last  month,  for  example,  Waxmt 
vealed  that  Liggett  Group  Inc.  hack- 
attorney-client  privilege  to  keep  m 
dential  a  memorandum  in  which  t 
neys  told  the  company  not  to  mai 
safer  cigarette  because  "it  may 
accelerated  tobacco  litigation."  f 
"WOEFULLY  DEFICIENT."  Tobacco 
tagonists  have  no  way  of  knowin 
actly  what  infomiation  the  industn 
have  hidden.  But  Stanton  A.  Gla 
professor  at  the  Llniversity  of  Cali 
at  San  Francisco  and  a  longtime  to 
critic,  believes  that  companies  may 
used  privilege  to  avoid  releasing  ni 
research,  information  on  plans  t 
cruit  teenagers,  studies  of  the  da 
of  tobacco,  and  memos  on  political 
egy.  He  says  such  revelations  woi 
highly  valuable  to  Congi-ess — espe 
as  members  consider  how  the  ind 
should  be  punished  and  weigh  how 
tine  should  be  regulated. 

The  tobacco  papers  can  be  uns 
under  the  proposed  settlement — 1 
each  case  a  panel  of  three  fe 
judges  must  rule  on  whether  the 
lege  protection  should  be  waived,  i- 
rison  calls  that  "woefully  deficiit 
Jacksonville  (Fla.)  plaintiffs'  atti 
Noi-wood  S.  Wilner,  who  has  more 
100   private   personal-injury  c 
against  the  industry,  says  comp 
could  stall  the  panel  by  insistin 
line-by-line  review  of  mountains  ( 
pei-work.  "It  will  take  years  to  get 
resolved,"  says  Wilner  "I  don't 
the  resources  to  deal  with  [that].' 

Wilner,  Waxman,  and  Morris* i 
want  the  companies  to  abandon 
claim  to  attorney-client  privileg 
Liggett  did  in  its  March  settlement 
one  tobacco  lawyer  says  this  dem;i 
unfair  and  has  never  been  impost 
an  industry  before — "nothing  clost 
Matt  Myers,  executive 
president  of  the  Campaig 
Tobacco-P"'ree  Kids  and  a  i 
tiator  of  the  pact,  argues 
the  agTeement  furthers  d 
sure.  "This  .system  move: 

in  terms  of  documentJi 
closure  way  ahead  of  wheriv 
would  be  if  we  just  contiiu 
to  pursue  the  litigation,^  1 
says.  But  that  may  no' 
enough. 

By  Mike  France  in 
York,  with  Gail  DeGeor; 
Miami  and  John  Care 
Washington 
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COMIVIENTARY 

By  Paul  Raeburn 


SAVING  LIVES  DOESN'T  HAVE  TO  COST  A  BUNDLE 


Smoking  kills  400,000  Americans 
each  year.  So  the  $10  billion 
that  the  tobacco  industry  would 
ay  in  the  first  year  under  the  pro- 
osed  $868  billion  settlement  now 
efore  Congress  amounts  to  a  mere 
25,000  per  life.  Is  that  all  a  hfe  is 
'orth? 

Not  according  to  the  Environmen- 
il  Protection  Agency.  When  it  as- 
jsses  its  regulations,  it  values  a 
fe — that  is,  the  life  of  a  thirtysomie- 
ling  worker — at  about  $5  milHon. 

If  the  tobacco  industry  had  been 
sked  to  use  the 
pa's  figure  in  the 
^cently  negotiated 
jttlement  with 
;ate  attorneys  gen- 
ral,  the  cost  for 
le  400,000  fives 
ist  annually  be- 
luse  of  tobacco 
'ould  have  been  $2 
ilfion  per  year, 
he  state  attorneys 
eneral  used  still 
nother  set  of  num- 
ers.  though.  They 
'anted  the  industry 
mply  to  compen- 
ite  them  for  what 
leir  states  will  pay 
)  treat  victims 


School  of  Public  Health  tried  to 
make  sense  out  of  all  this  by  deter- 
mining how  much  various  public- 
health  measures  cost  for  each  year 
of  hfe  they  save.  Instead,  they 
found  dazzling  examples  of  money 
being  badly  spent. 

For  example,  the  cost  of  furnish- 
ing doctors  with  gloves  and  masks  to 
protect  them  from  aids  is  $2.4  mil- 
lion per  year  of  life  saved.  The  figure 
comes  fi'om  dividing  the  costs  of 
gloves  and  masks  by  the  number  of 
deaths  that  would  have  occuiTed  if 


CHEAP  FIXES 
Doctors,  for  example 
often  fail  to  urge 
patients  to  quit 
smoking-one  of  the 
most  cost-effective 
health  measures 


f  smoking-related 
Inesses. 
But  there's  a 
roblem  with  all 
lis  arithmetic: 
tates  are  actually 
iving  millions  of 
ollars,  perhaps  bil 
ons,  when  taxpay- 
rs  smoke.  The 
iason  is  that  lung 
incer  kills  quickly  and  efficiently, 
(ten  before  its  victims  can  collect 
•om  Medicare  or  Social  Security, 
mokers  are  also  more  likely  than 
onsmokers  to  drop  dead  of  a  heart 
otack,  a  tidy,  frugal  death  that 
oesn't  consume  a  penny's  worth  of 
ledical  care. 

0  CORRELATION.  Such  are  the 
eird  economics  that  come  into  play 
hen  efforts  are  made  to  put  a 
rice  on  a  fife  or  a  public-health 
I'ogram.  Tammy  0.  Tengs  of  the 
niversity  of  Cafifornia  at  Irvine 
id  John  D.  Graham  of  the  Center 
)r  Risk  Analysis  at  the  Harvard 


they  hadn't  been  used. 
Those  same  doctors,  how- 
ever, often  fail  to  take  the 
time  to  urge  patients  to 
quit  smoking,  a  measure 
that  costs  $6,000  worth  of 
doctors'  time  for  each  year 
of  fife  saved,  after  account- 
ing for  only  some  patients 
fofiovdng  the  advice. 

The  cost  of  making  chil- 
dren's pajamas  fii'eproof  is 
$1.5  milfion  per  year  of  fife  saved. 
Yet  30%  of  those  children  five  in 
homes  without  smoke  detectors, 
which  cost  only  $200,000  per  year  of 
fife  saved.  Benzene  emission  regula- 
tions at  waste  plants  can  reduce  can- 
cer deaths  at  a  cost  of  $19  mifiion 
per  year  of  life  saved.  Giving  mam- 
mograms to  women  over  50  who  do 
not  get  them  regTilarly  would  cost 
only  $17,000  per  year  of  life  saved. 
In  short,  Tengs  and  Graham  found 
no  correlation  between  a  measure's 
cost-effectiveness  and  whether  the 
measure  was  actually  being  used. 
Why  aren't  we  more  consistent  in 


applying  dollars-and-sense  logic  to 
public  health?  These  calculations 
don't  factor  in  what  really  counts  to 
human  beings.  Yes,  it  might  be  cost- 
ly to  give  doctors  rubber  gloves  and 
masks.  But  who  would  argue  for 
discontinuing  a  practice  that  reduces 
the  risk  of  contracting  aids?  It's 
also  difficult  to  imagine  Congress 
taking  fire  retardants  out  of  chil- 
dren's pajamas. 

Sure,  we  need  to  pay  attention  to 
the  numbers.  Health  care  is  expen- 
sive, and  we  must  pick  our  targets. 

With  careful  consid- 
eration of  the  costs, 
we  could  design  a 
far  more  rational 
system  that  would 
save  many  more 
lives. 

The  danger  is 
that  the  economics 
win  be  misused.  If 
smokers  are  saving 
states  money,  eco- 
nomics suggests 
that  instead  of  tax- 
ing them,  we  should 
subsidize  them. 
Cost-benefit  analy- 
ses of  proposed  en- 
vironmental reg"ula- 
tions  all  too  often  lead  to  the 
conclusion  that  we  should  do  nothing 
to  preserve  a  pristine  wetland,  say, 
because  the  costs  are  too  high. 
TUG  ON  THE  HEART.  So,  while  it's  im- 
portant to  consider  what  a  life  is 
worth,  it's  equally  important  not  to 
be  ruled  by  the  numbers.  We  should 
allow  ourselves  a  httle  irrationality,  a 
little  tug  on  the  heart  now  and 
then — as  we  did  10  years  ago  when 
baby  Jessica  McClui'e  stumbled  and 
feU  into  a  well  in  Midland,  Tex.,  and 
was  trapped  22  feet  undergi'ound. 
Hundreds  of  rescue  workers  laboi'ed 
around  the  clock  until  Jessica  was 
brought  out.  An  entire  community 
mobilized  to  save  one  fife.  Similarly, 
our  health  and  environmental  poficies 
affect  millions  of  people  whom,  fike 
Jessica,  we  want  to  help  regardless 
of  the  cost. 

Was  saving  baby  Jessica  a  cost- 
effective  use  of  scarce  public-health 
resources?  Who  cares? 

Raebimi  is  business  week's  senior 
editor  for  science  and  technology. 
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DETROIT 


FORD  HAS  A  TIGER 
IN  ITS  TANK 

Jack  Nasser  has  turbocharged  Detroit's  laggard 


IN  THE  DRIVER'S  SEAT?  Nasser  looks  pruned  for  the  top  spot  at  Ford 


At  Steve  Kalafer's  two  Ford  dealer- 
ships in  Flemington,  N.J.,  sales- 
men don't  have  to  do  much  arm- 
twisting  to  move  the  metal  these  days. 
With  Ford  kiUing  off  slow-selling  cars 
like  the  Thunderbird,  Kalafer's  sales 
staff  can  concentrate  on  pitcliing  models, 
like  the  Expedition,  that  the  public 
seems  already  sold  on.  "I  have  not 
heard  one  voice  of  condolence  for  the 
loss  of  the  T-bird,"  says  Kalafer.  "We 
have  to  focus  on  what  we  do  best." 

Ford  Motor  Co.,  Detroit's  laggard  in 
auto  profits  last  year,  is  enjoying  a  star- 
tling reversal  of  fortune.  Feisty  Auto- 
motive President  Jacques  A.  Nasser,  in- 
stalled October  1996,  is  living  up  to  his 
promise  to  engineer  a  quick  fix  of  Ford's 
sputtering  auto  business.  By  junking 
slow-selling  models,  squeezing  suppliers 
for  price  cuts,  and  slashing  jobs,  Nasser 
is  on  track  to  cut  some  $2  billion  in 
costs  this  year.  "Nassei'  finally  got 
everyone  scai'ed,"  says  Lehman  Broth- 
ers Inc.  analyst  Joseph  Phillippi. 

The  result:  Ford's  second-quailer 
profits  are  expected  to  soar  above  $2.1 
billion.  For  the  first  time  since  1988, 
Ford  should  outearn  General  Motors 
Corp.,  which  lost  $490  million  to  strikes 


in  the  second  quarter.  The  quarter  will 
almost  undoubtedly  be  a  record-break- 
er for  Ford  and  the  auto  industry:  The 
company  could  earn  as  much  as  $2.5 
billion,  predicts  Merrill  Lynch  &  Co. 
auto  analyst  Nicholas  Lobaccaro.  "All 
the  planets  are  aligned  for  Ford,"  he 
says. 

How  is  Nasser  fixing  Ford  so  fast? 
The  blunt-talking  Aussie,  who  likes  to 
brag  that  he  has  never  missed  a  cost 
target,  has  been  forcing  Ford's  free- 
spending  managers  to  change  their 
ways  by  cutting  travel  budgets  and 
freezing  discretionary 
spending,  insiders  say. 

Nasser,  49,  is  also 
an  opportunist  and  a 
quick  decision-maker. 
He  has  capitalized  on 
the  market's  warm  i-e- 
sponse  to  the  Expedi- 
tion by  conveiling  an 
entire  Michigan  facto- 
ry to  producing  the 
big  sport-utility  vehi- 
cle, which  earns  an 
eye-popping  $10,000 
gross  profit  per  unit. 
Analysts  say  the  Ex- 
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pedition,  which  is  expected  to  rac!  u] 
first-year  sales  of  more  than  25(-)0( 
is  generating  half  of  Foi'd's  auto  pifit 
And  on  July  1,  Ford  rolled  out  the.i 
coin  Navigator,  an  upscale  versi( 
the  Expedition  that  sells  for  am 
$44,000  and  could  generate  $15,0i 
profit  per  vehicle.  "Without  the  1 
dition,  Nasser  might  not  look  sn  u 
says  Schroder  Wertheim  &  Co.  ;in 
John  Casesa. 

Indeed,  Nasser  will  be  hard  pr^se 
to  match  his  own  breakneck  pace  in 
second  half.  The  U.  S.  auto  mark 
already  turning  down,  and  as  auli> 
slow,  Ford's  margins — like  those  u 
other  U.S.  camnakers — will  be  s(|ii( 
by  rising  rebates,  analysts  say.  Th( 
maker  already  offers  rebates  of  $: 
on  some  Lincolns  and  $1,000  on  the 
ms,  which  has  suffered  a  10%  sali- 
cline  this  year.  Ford's  overall  sale: 
already  down  3%  so  far  this 
"Nasser  is  running  out  of  time  witl 
market,"  says  Casesa. 
QUIRKY.  As*  the  U.  S.  sours,  Nass 
working  hard  to  make  money  ab: 
He  is  spending  much  of  his  time  oi 
road  cleaning  up  Ford's  foreign  auti 
erations,  which  unexpectedly  lost 
million  last  year.  He  is  aggi'essively  i 
ting  jobs  and  parts  costs  in  Euip< 
And  Ford's  Ka  small  car  helped  loi 
the  auto  maker's  overall  Brazilian  :lf 
76%  this  year. 

To  extend  Ford's  recent  suci 
Nasser  is  also  quietly  backing  away 
Chairman  Alexander  J.  Trotman's  ] 
2000  global  reorganization,  which  aiie 
to  save  money  by  vesting  world'id 
control  in  Deai-born  headquarters, 
ser  is  returning  power  to  Ford's  rejjr 
al  operations  and  sources  close  to-h 
company  say  he  is  dismanthng  therr 
barrassingly  expensive  $6  billion  wrl 
car  progi-am  that  gave  birth  to  the;s 
known  as  the  Contour  in  the  U.  S.,n 
the  Mondeo  in  Europe.  "If  Alex  w; 
there,  Nasser  would  move  even  fur 
away  from  Ford  2000,"  says  a  sore 
close  to  the  compsv, 

Nasser  soon 
have  a  chance  to  c 
his  own  course  foi 
carmaker.  With  1 
man  scheduled  to 
tire  on  Jan.  1,  2K 
the  company's  boail  i 
said  to  be  favor 
inclined  to  turn  << 
the    CEO's  keys 
Nasser.  He  cert;i 
did  well  in  this  t| 
ter's  road  test. 

By  Keith  Naugi " 
in  Detroit 
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when  you  can  count 
on  a  telecom  company 
to  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professionals  whf) 
not  only  understand  your  small  lousiness,  btit  come 
up  with  new  ideas  to  help  it  perform  e\  en  better.  The 
Sprint  Business  Solutions  Center  offers  a  Specialist 
who  knows  you.  and  stays  in  touch  with  your 
business  to  put  enhanced  communications  to  work  for 
ycxi.  They'll  even  .stay  ahead  of  your  needs  and  respond  to 
your  challenges  with  custr)m  .solutions.  In  today's  world, 
that  s  news     www.sprint.com     1-888  SPRINT  BIZ 


Sprint 


We  help  your  business  do  more  business 
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STRATEGIES 

BOEING  AT 
YOUR  SERVICE 

After  the  merger,  it  may 
maintain  77%  of  all  airliners 

It's  not  the  orders  for  185  new  Mc- 
Donnell Douglas  Corp.  planes  that 
will  keep  Boeing  Co.'s  commercial  aii'- 
craft  business  hopping  if  the  merger  of 
the  two  aerospace  companies  is  com- 
pleted. Compared  with  Boeing's  1,418- 
plane  backlog,  the  McDonnell  orders 
don't  amount  to  much.  No,  what  will 
keep  Boeing  busy  is  the  prospect  of 
providing  auxiliary  services  to  7,000 
Boeing  and  2,900  McDonnell  Douglas 
planes  worldwide.  Boeing  could  soon 
find  itself  providing  services — possibly 
including  maintenance — for  77%  of  all 
commercial  airliners. 

The  aircraft  giant  has  always  provid- 
ed services  such  as  engineeiing  support 
and  emergency  repair  for  commercial 
aircraft  customers.  But  with  a  new  di- 
vision, Boeing  Enteiprises,  it's  ready  to 


DOWNTIME:  Upkeep  is  less  cyclical  than  manufacturing 


mak^'  a  business  out  of  supplying  route 
info-  mation  and  installing  entertainment 
systems.  Now  it's  also  eyeing  other  ser- 
vices, such  as  maintenance.  Revenues 
fi'om  the  new  M^ork  could  top  $4  billion 
by  2000,  says  Nicholas  P.  Heymann,  an 
analyst  at  Prudential  Securities  Inc. 
CUSHION.  Boeing  shouldn't  count  on  the 
monc  y  too  heavily.  Some  earners  bristle 
at  handing  the  giant  more  business.  "I 
can't  even  envision  Continental  letting 
Boeing  do  our  maintenance,"  says  Con- 
tinei^.tal  Airlines  ceo  Gordon  M. 
Bef^une.  Still,  Boeing  will  push  ahead. 
For  one  thing,  maintenance  is  less  cycli- 
cal than  manufacturing,  so  it  could  pro- 
vide an  earnings  cushion  for  Boeing  in  a 


downturn.  Also,  Bsinj 
can  get  closer  to  juri 
ers — including  ion 
with  aging  McDcine^ 
i)ouglas  fleets — thi  v 
be  shopping  for  : 
planes.  "Semce  is 
ing  point,"  says  > 
J.    Bethel,  exec- 
vice-president  of  Pi 
Commercial    Air . 
Group. 

That  worries  I^i 
pean  rival  Airbus,  f\v 
is  already  concerned  about  Boeing's 
supplier  contracts  with  several  i 
airlines.  "It  puts  Boeing  in  the  |)o: 
to  capture  that  market  when  tliosiu, 
planes  are  up  for  replacement,"  s 
spokesman  for  Airbus  Industr 
North  America  Inc.  Airbus  is  vc 
its  concerns  to  the  European  U 
which  is  expected  to  hand  dow 
opinion  on  the  merger  by  August. 

Boeing  is  negotiating  with  the 
alleviate  its  concerns,  however,  a 
has  scheduled  a  July  25  shareho 
meeting  to  approve  the  deal.  Th 
hopes  to  get  on  with  the  busine 
keeping  nearly  10,000  planes  aloft 
By  Seanna  Browder  in  St 


SPORTS  BUSINESS 

COSTS  ARE  OUT 
OF  THE  BALLPARK 

Baseball  has  become  too 
pricey  for  individual  owners 

On  June  26,  in  ft'ont  of  a  gaggle  of 
repoiters  and  the  glai'e  of  television 
lights,  H.  Wayne  Huizenga  conced- 
ed defeat.  An  entrepreneur  extraordi- 
naire and  a  builder  of  three  $1  billion- 
plus  corporations,  Huizenga  admitted 
he  was  not  able  to  make  the  economics 
of  baseball  ownership  work.  After  in- 
vesting seven  years  and  $200  million, 
he  was  putting  the  Florida  Marlins  on 
the  block. 

Huizenga's  announcement  came  as 
discussions  were  continuing  between 
Los  Angeles  Dodgers  owner  Peter 
O'Malley  and  media  baron  Rupert  Mur- 
doch. There  is  a  possibility  Mui'doch's 
News  Corp.  may  buy  the  team  and  its 
valuable  real  estate  for  $850  million  to 
$400  million. 

HURRICANE.  What's  going  on?  Baseball 
has  become  too  costly  and  volatile  a 
business  for  individual  owners.  "Profes- 
sional sports  today  is  as  high-risk  as 


the  lil  business,"  O'Malley  said  in  an- 
nouncing his  Jan.  6  decision  to  sell  the 
Dodgers.  "You  need  a  broader  base  than 
an  individual  family  to  carry  you 
thi'ough  the  storm." 

Hurricane  may  be  a  better  word  for 
what  has  happened  to  baseball  profits. 
Whi.ie  the  sport  has  I'ecovered  from  its 
dismal  showings  in  1995  after  a  seven- 
morth  strike,  attendance  is  still  down 
15%  from  prestrike 
days.  Meanwhile,  pay- 
roll costs  are  up 
sharply.  The  Dodgers, 
for  instance,  just 
signed  catcher  Mike 
Piaz"a  for  two  years 
for  ^.15  million.  With 
his  salaiy,  the  team's 
low  ticket  prices,  the 
stad)  urn's  lack  of  sky- 
box  revenues,  and 
O'lV,  alley's  refusal  to 
allow  advertising  on 
stadium  walls,  the 
team  should  barely 
clea)  a  profit  this  year 
despite  selling  8  mil- 
lion tickets. 

The  Marlins'  esca- 
lating losses — which 
jumped  from  $18  mil- 
hon  in  1995  to  $30  mil- 
lion last  year — can  be 


SHEFFIELD  :  Htiizenga  can't 
cover  the  Marlins'  lofty  payroll 


blamed  on  the  boss's  overspen 
Huizenga  admits.  He  opened  the 
stiings  to  sign  such  stai's  as  right  fl 
Gary  Sheffield  ($10  million  a  yea 
six  years)  and  pitcher  Alex  Fems 
($7  million  a  year  for  five  years.) 
has  boosted  the  Marlins'  payi'oll  to 
million  from  $32  million  in  1996.  So 
though  he  owns  the  stadium  the  Mi 
play  in  and  a  majority  stake  in  tl 
station  that  ca 
their  games,  and 
though  attendan 
up  30%  fi-om 
Huizenga  still  say 
team  isn't  profital 

Huizenga's 
nouncement  tha 
plans  to  sell  the 
lins  has  sparked 
ulation  that  he's 
ply  angling  for  p 
fimding  for  a  new 
dium.  But  Huiz 
says  he  is  detem 
to  sell.  A  Marlins 
ecutive  says  thai 
just  a  matter  of 
pie  math,  explai 
"If  Wayne  was 
ing  money,  he 
not  sell  the  team.' 
By  Gail  DeG' 
in  Mv 
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Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT. 


EClSIONS  ARE  TOUGHER. 
IME  IS  CRITICAL. 


ESOURCES  ARE  LEANER. 


NDTHE  BUCK  STOPS  WITH  YOU 


HYPE  JUST  WON'T  CUT  IT  ANYMORE. 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively. . .and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency 

Powerful,  award-winning  data  warehousing, 
OU\P,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 
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A  LOSS  OF  MEMORY 
AT  MOTOROLA 

WITH  PRICES  FOR  COMPUTER 

memory  chips  continuing  to 
head  south,  Motorola  on  July 
1  pulled  the  plug  on  its 
production  of  low-margin 
DRAM  (dynamic  random-ac- 
cess memory)  chips.  Motor- 
ola says  it  will  phase  out 
DRAM  production  by  year-end 
and  focus  instead  on  micro- 
processors and  other  "logic" 
chips.  Motorola  will  still 
make  some  drams  at  a  joint- 
ventui'e  factory  now  being 
built  in  Richmond,  Va.  Rut 
when  the  billion-dollar  plant 
goes  on  stream  next  yeai',  all 
the  DRAM  chips  will  be  mar- 
keted by  Gemiany's  Siemens, 
Motorola's  partner  in  the 
plant.  And  once  the  new 
plant  is  up  to  speed  in  1999, 


CLOSING  BELL 


POMMELED 

How  low  can  Apple  Computer 
go?  On  July  1,  shares  fell  to 
an  11-year  low  of  U'/.  as 
bad  news  continued  for  the 
Cupertino  (Calif.)  company. 
Top  Mac  clonemaker  Power 
Computing  said  it  will  build 
machines  using  Intel  chips 
and  Microsoft  software.  And 
Apple  broke  ranks  with  a  top 
education  market  reseller 
June  30.  Then  there  was  a 
1.5  million-share  trade  of 
Apple  stock  on  June  26  that 
sparked  rumors  co-founder 
Steve  Jobs  had  sold  his 
stake.  Jobs  won't 
comment. 


APPLE  COMPUTER 
STOCK  PRICE 


JAN  1.  '97  JULY  1 
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Motorola  will  switch  its  half 
of  production  to  other  types 
of  chips,  such  as  flash  memo- 
ry chips. 


FASB  HAS  MORE 
PAPERWORK  FOR  YOU 

GET  OUT  YOUR  EYESHADE.  IN 

addition  to  operating  income, 
companies  must  now  report 
"comprehensive  income"  on 
financial  statements,  says  the 
Financial  Accounting  Stan- 
dards Board.  That  includes 
currency  adjustments,  secu- 
rities purchases,  and  pension 
liabilities.  The  change  will 
complicate  i-eporting  require- 
ments, but  another  potential 
rule  change  could  cheer  Cor- 
porate America:  a  recommen- 
dation to  eliminate  charges 
for  goodwill  amortization, 
which  companies  must  some- 
times deduct  from  earnings 
for  up  to  40  years  after  a 
merger. 

PHYSICIAN,  GET 
THYSELF  AN  MBA 

COLUMBIA/HCA,  ALWAYS  MIND- 

ful  of  the  bottom  line,  is  try- 
ing to  ensure  its  doctors  do 
the  same.  On  July  1,  the  hos- 
pital giant  announced  it 
would  join  with  the  Universi- 
ty of  Tennessee's  College  of 
Business  to  create  an  execu- 
tive MBA  program  for  its 
physicians.  Michael  Stahl,  as- 
sociate dean  of  ut's  College  of 
Business  Administration  and 
director  of  the  new  progi-am, 
.says  it's  in  response  to  man- 
aged care.  "Physicians  don't 
know  how  to  fiuiction  in  that 
environment,  and  Columbia 
is  interested  in  ti-ansfomiing 
them  into  a  leadership  role," 
he  says. 


TAKE  YOUR  HANDS 
OFF  MY  SPAM 

WHAT  A  FOOV)  FIGHT.  CYBER 
Promotions,  une  of  the  com- 
panies that  bi'ing  you  junk 
electronic  mail,  is  in  a  trade- 


HEADLINER:  THOMAS  STEMBERG 


BAD  DAY  AT  THE  OFFICE 


Thomas  Stemberg  lost  a 
grueling  10-month  court 
battle  on  June  30,  when  a 
federal  judge  blocked 
the  Staples  CEO's 
plans  to  accjuire 
archrival  Office 
Depot.  So 
v/hat's  ahead 
for  the  office- 
supply  super- 
store? 

Despite  the  set- 
back  to  Sternberg's  ^ 
instant  expansion  plan. 
Staples  is  expected  to  pro- 
duce healthy  profits  for 
the  next  several  years. 
Competition  in  the  indus- 
try remains  bruising,  but 
Staples  is  growing  briskly 
Sales  were  up  26%  in  the 
second  cjuarter  and  oper- 
ating profits  rose  54%. 
Robinson-Humphrey  ana- 


lyst Daniel  Wewer  expe 
Staples  sales  to  grow 
about  25%  annually  for  1 
next  three  years,  whil 
profits  will  griiw 
about  30%  a  ye 
In  addition, 
Staples  is  cor 
tinuing  to  op 
stores  at  a 
breakneck  pa 
At  the  end  of 
the  yeai',  it  will 
have  more  stores 
than  Office  Depot,  whicl^ 
slowed  expansion  while 
the  Staples  deal  was  per 
ing.  "We  have  a  bi'ight 
futui'e  as  an  independent 
company,"  Stemberg  say 
The  future  would  have 
been  just  a  bit  brighter, 
though,  if  the  judge  hadi 
spoiled  his  plans. 

By  Geoffrey  Sm 


mark  dispute  with  Hormel 
Foods  over  the  use  of  the 
word  "spam"  in  cyberspace. 
On  July  2,  Cyber-  Pi'omotions 
rejected  Hormel's  demand  to 
stop  using  its  site  in  the 
WoiTd  Wide  Web,  "www. 
spamford.com" — a  takeoff  on 
the  name  of  Cyber  Pi'omo- 
tions' president,  Sanforxl 
"Spamfor-d"  Wallace.  Cyber 
Pi'omotions  argues  that  in  cy- 
berspace, "spam"  is  under- 
stood to  r-efer'  to  the  sending 
of  unwanted  E-mail,  and 
there  is  no  confusion  with 
Hormel's  famous  meat  ])rod- 
uct.  Hormel  has  no  Web  site, 
a  spokesperson  says,  but  the 
company  is  still  siz.zling  inad. 

EMI  GETS  AN  EARFUL 
OF  MOTOWN 

THE   MOTOWN   LEGACY  HAS 

become  something  of  an  an- 
nuity for  Berry  Gordy,  the 
onetime  Detroit  auto  wor'k- 
er  whose  music  label  intro- 
duced the  Temptations,  the 


Supremes,  and  the  Jacl 
5.  Goi'dy,  67,  who  sold  tli' 
bel  for  $61  million  to  I 
gram  in  1988  but  held  o 
its  song  rights,  sold  a 
stake  in  those  rights  to 
for  $132  million  on  Jun< 
The  15,000-title  catalog,  \\ 
includes  such  classics  ; 
Heard  It  Through  the  Gr 
vine  and  My  Girl,  gener: 
roughly  $10  million  in  o 
ating  cash,  says  M;i 
Bandier,  emi's  music  pubi 
ing  chairman.  Gordy  i 
holds  the  other  50%.  " 

ETCETERA... 

■  Rockwell  Internatio 
Chairman  Donald  Beall, 
is  retiring  in  October. 

■  Raytheon  won  approva 
buy  Texas  Instrumei 
defense  electronics  unit. 

■  General  Motors'  June 
and  truck  sales  were  dcf? 
13%  from  1996's  levels. 

■  Japan  closed  Tokyo  Bajr 
response  to  a  3.9  million  ^1' 
Ion  oil  spill,  its  worst  eve 
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TED  BY  OWEN  ULLMANN 


EPORT  FROM  THE  HEARTLAND: 
HOULD  REPUBLICANS  BE  WORRIED? 


5  a  fry-an-egg-on-the-pavement  afternoon  in  tiny  Hardin, 
1.,  but  a  few  of  the  faithful  are  ah'eady  waiting  in  the 
velter  for  John  M.  Shimkus  as  the  Repubhcan  congi-ess- 
parks  his  red  Chevy  pickup.  Like  dozens  of  his  fellow 
esentatives,  Shimkus  is  using  his  Foiuth  of  July  recess  to 
s  the  flesh  and  gauge  the  mood  of  voters.  At  a  meeting  in 
courthouse,  Shimkus  tnampets  GOP  successes  in  forging 
s  to  cut  taxes  and  balance  the  federal  budget,  but  folks  in 
mral  Illinois  district  don't  seem  all  that  interested:  They 
t  to  know  about  local  issues  like  a  new  feiry  across  the 
by  Illinois  River  and  a  federal  road  project  that  threatens 
)erty  rights. 

uch  hot  Washington  topics  as  cup  leadership  feuds  just 
I't  on  Hardin's  radar 
sn.  "It's  tremendously  qui- 
nt here,"  says  Shimkus,  a 
Kman  who  barely  won  a 
the  Democrats  had  for 
/ears.  "The  economy  is 
ling,  people  ai'e  employed. 
1;  has  got  to  be  good  for 
mbents." 

ou'd  think  so.  With  the 
lomy  booming  and  their 
ida  being  enacted,  Repub- 
is  should  be  dreaming  of 
ling  a  naiTow  11-vote  mai*- 
in  the  House  come  the 
!  elections.  History  is  on 

r  side:  In  five  of  the  past    .  nnct/     n  i  j 

midterm  elections  dming  A  Rew  puli  says  ouTb  01  respondeiits 

'esident's  second  term,  the  ii-i-vt       a     i        iii  ^  i 

y  outside  the  White  House  thmK  Newt  should  DQ  replaced 

gained  more  than  40  

se  seats.  But  while  the    sHIMKUS  and  GINGRICH  AT  A  RONALD  McDONALD  HOUSE 

will  likely  strengthen  its 

rol  of  the  House  next  year,  it  can't  count  on  a  blowout. 
fhyl  Although  voters  seem  complacent  now,  they'll  start 
sing  more  on  Washington  as  the  election  neai's.  Democrats 
i  to  exploit  disarray  among  gop  leaders  and  play  the  old 
5-waifare  card.  For  starters.  Newt  Gingi-ich  (R-Ga.)  re- 
as  burdened  by  ethics  woes  and  a  strident  image  he 
t  shake.  The  House  Speaker  is  still  a  big  draw  with  Re- 
licans  at  charity  functions  and  fimd-raisers:  He  was  the 
1  event  at  a  barbecue  for  Sliimkus  that  pulled  in  $50,000. 

with  the  general  public,  Gingi-ich  remains  the  most  un- 
ilai'  pol  in  the  nation.  A  June  26-29  CNN/t/SA  7bf/a?//Gallup 

found  that  60%  of  respondents  thought  Republicans 
;ld  replace  him  as  Speaker.  Unease  about  his  leadership 
also  sowed  discord  among  his  lieutenants,  leaving  the  per- 
ion  of  turmoil  within  the  gop. 

[ore  important,  Democratic  haiping  on  House  gop  tax-cut 
)osals  as  giveaways  for  the  rich  seems  to  be  seeping  into 
public  consciousness.  In  the  poll,  61%  of  the  1,013  adults 
/eyed  said  the  GOP-run  Congress  is  out  of  touch 
1  everyday  people.  And  by  a  margin  of  40%  to  34%,  they 


would  prefer  to  see  the  Democrats  nmning  Congress  again. 

The  good  news  for  the  gop  is  in  the  Senate,  where 
Democi'ats  have  hardly  a  prayer  of  retaking  control.  Repub- 
licans are  confident  they  can  widen  their  current  55-45  mar- 
gin, but  they'll  likely  fall  short  of  the  magic  60  seats  needed 
to  fend  off  filibusters.  The  gop  is  eyeing  seats  held  by  retiiing 
Democrats  John  Glenn  (Ohio),  Wendell  H.  Ford  (Kentucky), 
and  Dale  L.  Bumpers  (Ai'kansas).  And  first-term  Democrats 
Carol  Moseley-Braun  of  Illinois  and  Patty  MuiTay  of  Wash- 
ington are  vulnerable.  Democratic  opportunities?  The  gop's 
Dan  Coats  of  Indiana  is  retiring,  and  the  right  challenger 
could  give  New  York's  Alfonse  M.  D'Amato  a  tough  nm. 
In  the  House,  Republicans  such  as  Shimkus  concede  that 

President  Clinton  and  the  De- 
mocrats are  co-opting  the 
gop's  best  issues — a  balanced 
budget  and  tax  cuts — by  mak- 
ing bipartisan  deals.  "The 
lines    are    blurred,"  says 
Shimkus.  Absent  compelling 
national  themes,  Campaign  '98 
will  be  a  race-by-i'ace  slugfest 
in  which  candidate  caliber, 
money,  and  camimign  tactics 
matter  more  than  ideology 
HARDER  TARGET.  That  pros- 
pect gives  Democrats  hope. 
After  all,  their  most  vulnera- 
ble incumbents  were  flushed 
out  in  the  '94  gop  sweep. 
"We're  not  as  target-rich  as 
we  were,"  concedes  Repre- 
sentative John  Linder  (R-Ga.), 
chairman  of  the  National  Re- 
publican Congressional  Com- 
mittee. Moreover,  flubs  such 
as  the  recent  flood-relief  debacle  have  made  Republicans  ap- 
pear uncaring  and  boosted  Democratic  recinitment  and  fund- 
raising.  "Potential  candidates  are  much  more  willing  to  nan 
than  they  were  two  years  ago,"  says  Representative  Martin 
Frost  (D-Tex.),  chairman  of  the  Democratic  Congi-essional 
Campaign  Committee.  Frost  also  credits  Gingrich  &  Co.'s 
woes  with  helping  the  DCCC  puU  in  $5.4  million  in  the  fii-st  five 
months  of  '97,  up  30%-  fi'om  '95. 

That  wOl  help  the  Dems,  but  the  gop  still  tends  to  outraise 
them  3  to  1  in  congTessional  races.  Ne.xt  year  could  be  even 
more  lopsided.  Hmt  by  Donorgate  fallout,  the  Democratic  Na- 
tional Committee  is  in  debt  and  won't  be  able  to  fimnel  gobs 
of  money  to  key  candidates.  And  although  the  gop  tax-cut  bill 
gives  Democrats  an  opening  to  reinforce  the  stereoty]3e  of  Re- 
publicans as  pals  of  the  wealthy,  the  "fairness"  issue  could  fiz- 
zle once  Clinton  signs  a  compromise  tax  cut. 

Still,  with  then-  leaders  Im-cliing  from  crisis  to  crisis.  House 
Repubhcans  may  have  to  settle  for  modest  gains — even 
though  history  and  the  economy  would  suggest  otherwise. 

By  Amy  Bonus  iv  Hardin,  III. 
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SWITZERLAND 


MAN  ON 
A  CRUSADE 

Blocher's  Nazi  gold  campaign 


It  was  late  September,  1995,  and  at 
an  outdoor  political  i-ally  in  Zurich, 
Christoph  Blocher  was  giving  a  fa- 
miliar speech.  He  warned  that 
Switzerland  must  not  risk  its  autono- 
my by  getting  too  close  to  the  Eiu-opean 
Union.  But  this  time  the  affair  got  out 
of  hand.  Skinheads  who  had  assembled 
to  support  Blocher  began  throwing 
stones  at  the  hundreds  of  anarchists 
massed  on  the  other  side  of  the  Limmat 
River  to  heckle  the  speaker.  A  two-hoiu' 
riot  ensued  downtown,  with  the  anar- 
chists breaking  windows,  overturning 
cars,  and  hurling  abuse  at  baton-wield- 
ing police. 

Not  your  typical  executive  lecture. 
But  then  there's  nothing  typical  about 
the  man  who  gave  it.  Blochei;  56,  is  one 
of  Switzerland's  most  successful  entre- 
preneurs, as  head  of  EMS-Chemie  Hold- 
ing— and  its  most  controversial  politi- 
cian. In  a  1992  referendum,  when  the 
Swiss  naiTowly  rejected  formal  associa- 
tion with  the  EU,  Blocher  was  widely 
credited  with  swaying  public  opinion. 

Now,  Blocher,  leader  of  the  right- 
wing  populist  Swiss  People's  Party  in 
the  canton  of  Zurich,  has  taken  up  an 
even  thornier  issue  expected  to  come 
to  a  referendum  in   1998  or  1999: 


PROVOCATEUR? 

If  Blocher  succeeds 


whether  Switzerland  should 
use  its  gold  reserves  to  create 
a  $5  billion  fund  for  victims 
of  Nazi  and  other  crimes. 
Blocher  firmly  opposes  the 
idea.  He  also  believes  the 
Swiss  central  bank  should  not 
contribute  to  a  separate  $185 
million  fund  for  Holocaust  sm- 
vivors  and  their  heii's. 
FOLKSY  ELOQUENCE.   To  his 
critics,  Blocher  is  a  provoca- 
teur. But  he  also  taps  into  a 
deep  strain  of  conservatism 
and  nationalism,  especially  in  blocking  the 
among       German-speaking  reparations  fund. 
Swiss.  And  he  is  increasingly  „   .  , 
resented  by  U.  S.  critics  who  SwiSS  busmesses 
say  that  Switzerland's  deal-  COUld  be  hurt 
ings  with  the  Nazis — specifi- 
cally, acting  as  their-  banker — prolonged 
the  war  "A  lot  of  Swiss  feel  unfairly 
treated,  and  Mr.  Blocher  expresses  that 
feeling,"  says  Thomas  Borer,  Switzer- 
land's special  ambassador  on  issues  re- 
lating to  its  wartime  role.  Although 
Blocher's  party  polls  only  about  15%  of 
the  Swiss  vote,  his  folksy  eloquence — 
and  personal  fortune — give  him  enor- 
mous power  in  Switzerland,  where  ma- 
jor issues  are  decided  by  referendum. 


But  if  Blocher  succe; 
in  blocking  the  repar^ 
fund,  "he  may  cause 
action  against  Switzei 
that  will  not  be  to  ou 
vantage,"  worries 
banker. 

Blocher  achieved^ 
power  by  sheer  persc^ 
ance.  A  pastor's  son  from  the  nat 
Geranan-speaking  heartland,  he  gre\ . 
poor,  one  of  11  children.  He  workedi 
way  through  college,  in  the  procesebi 
coming  friendly  with  the  founder  f 
small  chemical  company,  and  not  nin 
years  after  graduation  became  on  i 
its  top  executives.  In  1983,  after 
founder  died,  Blocher  pulled  off  a  i 
agement  buyout. 

Today,  Blocher  is  one  of  Switzerl;  ( 


I  THINK  THAT  THIS 
IS  BLACKMAIL' 

On  June  26,  Christoph  Blocher  dis- 
cussed his  political  views  with  business 
WEEK  FrankfuH  bureau  chief  Thane 
Peterson. 

Q:  You're  essentially  a  husinessman. 

Why  also  he  a  politician? 

A:  Because  I'm  an  independent  indus- 


triahst,  I  can  bring  a  different  point  of 
view  to  politics.  I  think  it's  important  to 
have  entrepreneurs  in  Parliament,  be- 
cause politicians  like  to  collect  taxes 
and  spend  money,  and  entrepreneurs 
have  to  work  for  their  money  and  pay 
taxes. 

Q:  Why  were  you  against  Switzerland 
associating  with  the  European  Union? 
A:  The  eu  is  a  very  centralized,  bu- 
reauci'atic  organization  that  likes  to 
spend  a  lot  of  money  and  wants  eveiy- 
one  to  live  in  the  same  way.  Switzer- 


land has  grown  strong  througlj^ 

market  and  free  trade  We  vfe 

have  relations  with  the  eu,  bum 
with  America  and  Asia.  Plus, 
sions  are  made  in  Biaissels,  th( 
sions  can  no  longer  be  made  in 
land.  More  and  moi'e  of  Switze 
direct  democracy  will  be  lost. 

Q:  Let  s  talk  about  the  Nazi  gc 
tion.  Why  are  you  so  opposed 
billion  fund  to  compensate  vict 
the  war  and  others? 
A:  First  of  all,  Switzerland  di« 


36 


;.iNF:.S  WREK  /  JUL/  14,  19>:)7 


Christoph 
Blocher 


BORN 

Oct.  11, 1940 
EDUCATION 


PERSONAL 

Married  since  1967,  four  chil- 
dren. Hopes  one  will  eventual- 
ly take  helm  of  EMS-Chemie 

POLITICS 


Law  degree  from  University 
of  Zurich  in  1971 

CAREER 


A  member  of  Svdss  Parlia- 
ment since  1979.  Leader  of  the 
right-wing  populist  Swiss 
People's  Party 

AGENDA 


Started  working  for 
EMS-Chemie  while  a  student 
and  took  top  job  in  1984.  His 
23%  stake  in  the  company  is 

worth  $500  million 


Keep  Switzerland  neutral  and 
out  of  European  Union;  pre- 
vent use  of  any  public  funds 
for  paying  war  reparations 


DATA:  BUSINESS  WEEK 


lest  men.  He  has  built  EMS-Chemie 
(ding  into  a  powerhouse  that  earned 
7  milhon  on  sales  of  $650  milhon  in 
6.  With  personal  control  of  23%  of 
3's  capital  and  60%  of  its  voting 
res,  Blocher  has  a  net  worth  on  pa- 
of  around  $500  milhon.  Short  and 
dy-hah'ed,  he  lias  an  unassuming  ah'. 
;  he  entertains  business  guests  at  a 
usand-year-old  castle  on  the  Rhine 
I  posts  his  provocative  speeches  on  a 
b  site  (www.blocher.cli). 
^  an  executive,  Blocher  is  hai-d-nosed 
I  adaptable,  focusing  his  company  on 
fitable  niches  in  the  matiu'e  chemical 
ostiy.  EMS-Chemie  Ls  tops  in  Em-ope  in 
omotive  imdercoating,  supplying  neai- 
every  carmaker.  In  April,  Blocher 
ed  a  joint  ventiu'e  with  a  major  rival, 
Paul  (Minn.)-based  H.  B.  FuUer  Co. 


Analysts  think  the 
deal  vvdll  boost  ems's 
prospects  as  an  au- 
tomotive supplier  on 
both  sides  of  the 
Atlantic. 

Blocher  is  also  a 
savvy  player  in  the 
Swiss  stock  mar- 
ket. In  recent  years,  he  has  poured 
EMvS's  excess  cash  into  the  shares  of  big 
Swiss  drugmakers.  In  1996,  earnings 
fi'om  these  investments  generated  near- 
ly half  of  EMS's  profits.  Early  this  year, 
fearing  a  market  correction,  Blocher  Uq- 
uidated  EMS's  ec}uity  positions  and  plans 
to  put  much  of  the  cash  into  a  $223  mil- 
lion share  buybaek.  As  a  result,  figm-es 
Meinrad  Gyi',  an  analyst  with  Zlircher 
Kantonalbank,  ems  will  earn  $299  milhon 
on  sales  of  $719  million  this  year — a 
margin  of  42%. 

D'AMATO  FURIOUS.  But  Blocher  s  suc- 
cess doesn't  impress  his  critics  in  the 
U.  S.  Senator  Alfonse  M.  D'Aniato  (R- 
N.Y.),  one  of  many  American  pohticians 
who  support  the  World  Jewish  Congress 
in  pressuring  the  Svdss  to  make  repa- 
rations to  Holocaust  survivors,  is  fuiious 


that  Blocher  continues  to  refer  to  such 
pressure  as  "blackmail."  Says  D'Ama- 
to:  "It  is  a  shame  that  Mr.  Blocher 
would  impose  his  naiTOW-minded  preju- 
dices when  it  comes  to  righting  the  past 
wrongs  against  humanity." 

Although  Blocher  insists  he  is  no 
anti-Semite,  his  language  sometimes 
raises  hackles.  In  his  interview  with 
BUSINESS  WEEK,  he  used  the  German 
word  Handlaitger,  meaning  helper  or 
accomplice,  to  describe  D'Amato's  rela- 
tionship with  the  w.J(;.  "That's  pure  anti- 
Semitism,"  says  Elan  Steinberg,  the 
w.jc's  executive  director.  "Switzerland 
received  some  $3  billion  in  gold  that 
the  Nazis  looted  from  throughout  Eu- 
rope. My  question  for  Mr.  Blocher  is: 
Wliat  does  he  intend  to  do  about  it?" 

If  the  fight  keeps  escalating,  U.  S. 
politicians  and  investors  could  revolt 
against  Swiss  banks  and  businesses. 
Blocher's  political  argument  is  that  the 
Swiss  should  not  bow  to  the  wishes  of 
foreign  interests.  But  his  country  may 
pay  dearly  if  he  prevails. 

By  Thane  Peterson  in  Zurich,  with 
John  Parry  in  Bern  and  Joan  Warner 
in  New  York 


■t  in  World  War  II.  Our  army 
tral  policy  kept  the  Germans 
'ading.  Another  reason  is  that 
groups  of  people  in  New  York 
take  money  from  Switzerland. 
3rk  Senator  Alfonse]  D'Amato 
[  as  a  helper  to  the  World 
[!ongi'ess,  Mr.  [Edgar]  Bronf- 
;.  They  have  accused  Switzer- 
1  said  that  we  must  pay.  And 
re  don't  pay,  they  threaten 
itzerland's  reputation  will  be 
i.  I  think  that  this  is  black- 


Q:  When  you  say  what  you  said  about 
the  World  Jewish  Congress,  you  sound 
like  an  anti-Semite.  In  the  U.  S..  people 
may  think  you  are. 

A:  I'm  no  anti-Semite.  You  can  be  sure 
of  that.  I'm  against  blackmail,  be  it 
from  a  Jew,  a  Muslim,  a  Christian,  or  a 
niliilist.  No  one  has  the  right  to  black- 
mail a  countiy.  It  is  not  the  Jews  in 
general  who  are  doing  it.  It  is  an  orga- 
nization, and  that  is  something  entirely 
different.  For  me,  an  anti-Semite  is 
someone  who  has  contempt  for  Jews 
because  of  their  rehgion,  their  culture. 


That  I  am  not.  I  reject  the  demands  of 
the  World  Jevdsh  Congress  not  because 
they  are  Jews,  but  in  spite  of  the  fact 
that  they  are  Jewish. 

Q:  Wliy  risk  offending  people  when  your 
company  is  e.rpanding  in  the  U.  S.  ? 
A:  I  love  Switzerland.  And  I'm  for 
what's  right  and  just.  And  I  believe 
that  the  majority  of  Americans,  as  far 
as  I  know  them,  respect  that.  If  people 
are  always  afi-aid  of  the  disadvantages 
[of  speaking  out],  no  one  will  take  the 
risk  of  fighting  for  what  is  right. 
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COMIVIENTARY 

By  Joyce  Barnathan 


HONC  KONC:  SO  FiUt.  TUNG  IS  MAKINC  ALL  THE  RICHT  MOVES 


Oi 


In  July  1,  1997,  the  day  China  as- 
sumed sovereignty  over  Hong 
Kong,  the  tenitory's  new  lulers 
set  the  hai'bor  ablaze  with  a  flotilla  of 
31  illuminated  barges,  a  laser  show, 
and  dazzUng  fireworks.  The  800,000 
spectators  looking  on,  myself  included, 
couldn't  help  but  be  wowed.  But  I 
also  felt  a  sense  of  unease,  wondering 
how  well  Hong  Kong's  new  masters 
would  fai-e  at  the  daily,  de- 
manding job  of  governing.  It 
was  an  easy  task  for  Hong 
Kong's  tycoons  to  foot  the  bill 
for  the  ceremonies  and  feasting 
siu"rounding  the  handover-.  But 
how  will  these  magnates,  who 
will  now  set  the  course  for 
Hong  Kong,  improve  on  the 
Biitish,  who  helped  create  a 
vibrant  laissez-faii'e  economy 
and  fi'ee  society  in  the  shadow 
of  communist  China? 

Of  course,  it's  too  early  to 
tell  how  Hong  Kong  will  de- 
velop. But  in  the  past  few 
days,  I  have  detected  encour- 
aging signs,  especially  in  the 
behavior  of  Hong  Kong's  new 
leader.  Chief  Executive  C.  H. 
Timg.  By  nature,  the  60-year- 
old  Timg  feels  more  comfort- 
able with  the  patriai'chal  style 
of  Singaporean  leader  Lee 
Kuan  Yew,  and  he  has  the 
conservative  values  one  would 
expect  of  a  successful  busi- 
nessman who  has  made  mil- 
lions in  shipping.  But  when  he 
stepped  into  the  international 
hmelight  during  his  first  major 
address  after  the  handover, 
Tung  emphasized  democracy 
over  control,  freedoms  over  censor- 
ship. In  the  presence  of  China's  top 
leader.  President  Jiang  Zemin,  Tung 
declared:  "Democracy  is  the  hallmark 
of  a  new  era  for  Hong  Kong." 

In  the  fii-st  major  test  of  free 
speech  in  the  new  era.  Hong  Kor  ^'s 
new  government  also  let  China  cni  e 
Martin  Lee  dehver  a  sober  address 
from  the  balcony  of  the  Legislative 
Council  on  July  1.  "My  wish  today  is 
that  oui'  coimtry,  China,  will  become  a 
gi'eat  nation  where  the  right  of  every 
single  citizen  will  be  protected  by 
law,"  he  told  a  cheering  crowd  of 


5,000.  If  Tung  keeps  letting  Lee 
protest  this  way,  Lee  will  have  one 
less  thing  to  pr'otest. 

Tung's  next  challenge  is  to  balance 
the  inter-ests  of  Hong  Kong's  people 
with  those  of  his  inner-  circle,  wealthy 
professionals  and  tycoons  such  as 
pr'operty  billionair-e  Li  Ka-shing.  For- 
now,  Beijing  is  comfortable  with  a 
Hong  Kong  r^in  "of,  for,  and  by  Big 


-ft.. 


ALL  SMILES:  Enjoying  the  handover  holiday 


Business,"  as  Burton  Levin,  fomier 
U.S.  consul  general  in  Hong  Kong, 
said  at  a  conference  sponsor-ed  by  the 
U.  S.-based  Fr-eedom  For-um.  Top  Chi- 
nese leaders  don't  want  to  see  Hong 
Kong  squander-  the  $64  billion  in  for- 
eign r-eser-ves  it  accumulated  under 
British  rule  any  more  than  Tting  does. 

Yet  in  coming  months,  popuhst 
groups,  be  they  pro-Beijing  or  mem- 
bers of  the  Democr-atic  Party,  will 
pr-f  ss  to  spend  much  mor-e  of  this 
weait  'i  on  social  welfare.  As  these 
compe  ing  interests  emer-ge,  Tung  will 
need  to  win  public  support,  which 


means  he  must  complete  his  OAvn 
transition  from  tycoon  to  politician, 

Whether  he  would  admit  it  or  not 
Tung  has  pr'obably  alr-eady  learned 
much  about  the  art  of  politics  from 
his  predecessor,  former-  Governor 
Chr-is  Patten.  Vilified  by  Beijing  and 
tycoons  alike,  Patten  nevertheless 
set  the  benchmar-k  for  democr-acy 
and  political  discourse  in  Hong  Kon: 
For  five  years,  he  held  a  live  I 
seminar  on  how  a  pohtician  of 
erates.  I  r-ecall  the  delighted 
crowds  when  Patten  first  am- 
bled thr-ough  the  str-eets  of 
■     Hong  Kong  in  1992  to  pump 
the  flesh  and  kiss  babies.  He 
never  missed  an  opporturiity 
to  needle  Beijing.  But  this 
shrewd  Tory  also  emphasized 

f^,  accountable  government  and 
r*an  a  tr-ansparent  operation. 
HANDS-ON.  Wliile  Timg  isn't  as 
accessible  as  Patten,  he  is  far 
mor-e  accessible  than  most 
British  gover-nor-s  ever  were. 
During  his  campaign  to  be  se- 
lected as  chief  executive,  he 
visited  one  community  after 
the  next  to  lear-n  about  their 
concer-ns,  just  as  Patten 
wor-ked  his  way  thr-ough  Hong 
Kong's  neighborhoods  to  stir 
up  support.  In  recent  months, 
he  has  also  given  a  steady 
stream  of  inter-views  and  held 
press  conferences  with  gr-eater 
ease  than  when  I  fir-st  inter- 
viewed him  last  December.  He 
still  needs  to  shar-pen  his  politi 
cal  skills  to  explain  Beijing-'s 
behavior  to  the  West  and  to 
Hong  Kong  itself.  But  a  key 
aide,  who  had  been  concerned  about 
Tung's  stiffness,  is  now  delighted 
with  his  progr-ess. 

Tung  has  been  frustrated  while 
waiting  for  the  big  day  to  anive. 
Now,  it  has  come  and  gone — and  he 
can  finally  swing  into  action.  "For  th 
fu-st  time  in  history,"  Tung  pro- 
claimed, "we,  the  people  of  Hong 
Kong,  will  be  master  of  our-  own  des- 
tiny." Tung  and  his  fellow  citizens 
seem  eager-  for  the  challenge. 

Barnathan  is  business  week's 
Hong  Kong  bureau  chief. 
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lUNCHPAD 

IR  THE  PRESIDENCY? 

VIexico  City's  mayor,  Cardenas  will  face  a  huge  task 


^■^  r  breakfast  at  an  exclusive  coun- 
tiy  club  in  southern  Mexico  City, 
115  businesspeople  listened  intently 
ftist  politician  Cuauhtemoc  Carde- 
Solorzano  described  how  he  would 
their  city.  On  July  6,  polls  say,  he 
will  the  election  for  mayor  of  Mex- 
L'ity,  the  world's  fourth  largest, 
t  his  audience  expected  was  stri- 
rich-vs.-poor  rhetoric  and  tax-and- 
d  proposals.  What  they  heard,  in- 
i,  was  Cardenas'  presciiptions  for 
loting  mass  transit  to  unsnarl  traf- 
,nd  encouraging  electric  cars  and 
1  industry  to  improve  the  air 
ardenas,  twice-defeated  in  presi- 
ial  bids  as  a  populist,  has  reinvent- 
imself  as  a  moderate.  If  his  strategy 
him  the  mayoralty — Mexico's  most 
'le  post  after  the  presidency — he  in- 
s  to  build  a  power  base  in  the  cap- 
for  his  center-left  Party  of  the  De- 
ratic  Revolution  (prd). 
MT  OF  CHAOS?  The  city  is  an  ideal 
ching  platfonn  for  another  run  for 
iident  three  years  hence.  "Whoever 
i  this  election,  if  he  does  a  good  job 
Dveming  the  city,  it  will  be  reflected 
iie  elections  in  2000,"  says  Carde- 
He  will  also  have  to  show  that  the 
is  a  constructive  force,  not  the 
it  of  chaos  that  politicians  of  the 
;ig  Institutional  Revolutionary  Party 
)  have  often  painted  it  to  be.  If  he 
'Ceds,  he  will  help  move  Mexico  to- 
il a  multiparty  system  after  nearly 
ears  of  pri  one-party  rule. 


At  63,  Cardenas,  the  son  of  revered 
nationahst  President  Lazaro  Cardenas, 
is  viewed  by  Mexico's  political  and  busi- 
ness Establishment  with  a  mixture  of 
curiosity  and  alarm.  His  opposition  to 
the  PRi's  embrace  of  free-market  re- 
forms led  him  to  bolt  the  party  in  1987 
and  form  what  became  the  prd.  But  he 
has  the  legitimacy  of  a  tii-eless  promot- 
er of  democracy,  and  even  some  young 
businesspeople  intend  to  vote  for  him  to 
help  pry  the  corrupt  pri  ft-om  power 
In  the  latest  polls,  Cai-denas  holds  more 
than  20-point  leads  over  opponents  Al- 
fi'edo  del  Mazo,  an  old-guard  pri  politi- 
cian, and  Carlos  Castillo  Peraza  of  the 
center-right  National  Action  Paity  (pan). 

Although  he  has  toned  down  his  for- 
mer populist  appeals  """i^^^^^^^ 
to  workers  and  peas- 
ants, Cardenas  still 
worries  some  busi- 
nesspeople because  of 
positions  he  has  tak- 
en. He  has  called  for 
changes  in  the  North 
American  Free  Ti-ade 
Agi'eement  to  make  it 
more  favorable  to 
Mexico  and  has  as- 
sailed the  creation 
of  privately  managed 
pension  funds.  But 
Cardenas  supporters 
who  packed  the  Zoca- 
lo,  Mexico  City's  cen- 
tral square,  on  June 


WHAT  A  CARDENAS  WIN 
WILL  MEAN  TO  MEXICO 

►  With  the  opposition  leader 
as  mayor  of  Mexico  City,  the 
ruling  PRI  is  deprived  of  a  key 
source  of  power  and  patronage 

►  By  moving  his  populist  PRD 
party  closer  to  the  political 
center,  he  is  broadening  its 
nationwide  appeal 

►  With  the  capital  as  a  highly 
visible  platform,  Cardenas  will 
be  a  top  contender  for  the 
presidency  in  2000 

DATA:  BUSINESS  WEEK 


GROUNDSWELL:  The  candidate 
at  the  campaign's  final  rally 

28  for  his  last  rally,  see  him  as 
their  best  hope  for  a  cleanup  of 
Mexico's  political  system.  "Cor- 
ruption will  end,"  predicts  Anto- 
nio Mares,  45,  a  chemical  sales- 
man who  attended  the  rally  with 
his  wife  and  teenage  daughter 

In  nationwide  elections  on  July 
6  for  the  lower  house  of  Con- 
gress, the  prd  and  the  pan  may 
win  enough  seats  to  force  the  pri 
government  of  President  Ernesto 
Zedillo  Ponce  de  Leon  to  negoti- 
ate new  policies  rather  than  just 
ram  them  tlu'ough  the  legislatm-e 
as  in  the  past.  But  the  Mexico 
City  race  has  dramatized  the 
countiy's  political  ferment.  With 
8.5  million  people  in  the  Federal  Dis- 
trict, as  the  capital  is  called,  and  an 
equal  number  spilled  into  adjoining 
states,  the  city  wields  a  potent  influ- 
ence in  the  countiy's  affairs. 
SHAKEDOWNS.  Expectations  that  Car- 
denas can  make  quick  progi'ess  on  in- 
tractable urban  ills  from  crime  to  air 
pollution  are  bound  to  be  disappointed. 
Fortunately  for  him,  long-suffering  chi- 
langos,  as  Mexico  City  residents  are 
nicknamed,  are  likely  to  be  pleased  by 
even  modest  reductions  in  corruption, 
fi'om  police  shakedowns  to  the  plague  of 
90,000  street  peddlers,  whose  militant 
unions  support  the  pri  in  return  for 
protection  from  official  crackdowns. 

San  Lorenzo  Tezonco,  a  maze  of 
crooked  potholed  streets  on  the  city's 
outskirts,  is  the  kind  of  neighborhood 
that  win  test  Cardenas'  prospects.  It  is 
poor  and  also  a  model  for  the  kind  of 
gi'assroots  organizing  that  the  prd  has 
carried  out  for  years.  Residents  lay 
their  own  water  lines,  cook  at  a  com- 
munity kitchen,  and  volunteer  at  the 
local  day-care  center  Cardenas  hopes 
to  expand  such  efforts  citywide  to  show 
that  much  can  be  done  with  Umited  mu- 
nicipal  resources. 

What  has  pushed 
usually  conservative 
Mexican  voters  to  risk 
change  is  the  senti- 
ment that  government 
corruption  must  be 
uprooted  at  all  levels. 
Although  this  process 
may  take  a  genera- 
tion, it's  beginning 
now.  Cardenas'  mis- 
sion is  to  identify  him- 
self, and  his  party, 
with  this  political 
gi'oundswell. 

By  Geri  Smith,  with 
Elisabeth  Malkin,  in 
Mexico  City 
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Asphalt  doesn't  have  a  say  in  who  governs  it.  We  do.  Hence,  the  rescuipted, 


refined,  and  reinvigorating  3,500  pound  tyrant  you  see  here.  The  New  Coupe. 
uJ.  Just  naiTied  an  Automobile  Magazine  All-Star  for  the  sixth  straight  year. 


THE   NEW  COU  P€ 
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nternational  Outlook 


TED  BY  JOHN  TEMPLEMAN 


ATO'S  NEW  MEMBERS:  THEIR  EYES 
RE  ON  THE  BIGGER  PRIZE 


.entral  Europeans  will  have  reason  to  party  when  nato 
.leaders  meet  in  Madrid  on  July  8-9.  Nearly  eight  years 
'after  the  fall  of  the  Berlin  Wall  and  the  end  of  the  cold 
,  at  least  three  former  Warsaw  Pact  members,  Poland, 
igary,  and  the  Czech  Republic,  will  be  invited  to  become 
NATO  members.  For  them  it  is  proof  positive  of  their 
iptance  into  the  elite  club  of  Western  democratic  nations, 
the  celebrations  may  be  premature, 
'he  danger  now  is  that,  having  addressed  Central  Euro- 
t\s'  security  worries  through  nato,  the  Western  Euro- 
is  might  feel  under  fai'  less  pressure  to  admit  them  to  the 
■opean  Union.  "There  is  no  question 
NATO  expansion  is  a  consolation  prize," 
)  Michael  Mandelbaum,  dii'ector  of  the 
ncil  on  Foreign  Relations'  project  on 
t-West  relations. 

U  entry  is  far  more  important  for  Cen- 
European  nations  than  nato  member- 
I.  It  brings  privileged  access  to  the 
.  rich  markets  and  to  its  development 
Is  for  poor  membere.  For  the  10  foiTner 
iet-bloc  nations  that  have  appHed  to 
the  EU,  such  access  could  sustain  the 
-paced  growth  they  need  to  underpin, 
pay  for,  their  security. 

ASTER  FOR  POLAND."  The  Central  Eu-   

jans  have  no  intention  of  being  palmed  off  with  nato 
e.  "To  say  we  are  part  of  the  West  now  and  to  give  up 
!sure  on  the  eu  would  be  a  disaster  for  Poland,"  says 
isz  Reiter,  a  former  ambassador  to  Gemnany  who  now 
Is  Warsaw's  Institute  of  Public  Affairs, 
ut  domestic  pressures  on  eu  nations  are  such  that  theii- 
ers  have  a  growing  interest  in  slowing  down  the  admis- 
of  new  members.  Their  economies  are  reehng  fi-om  un- 
iloyment  rates  averaging  10.8%,  slow  gi'owth,  big  budget 
cits,  and  huge  debt  burdens.  And  they  need  to  step 
msterity  in  the  scramble  to  meet  harsh  criteria  for  join- 


EU  LEADERS:  Troii 


ing  the  EU's  single-currency  bloc,  due  to  start  in  1999. 

A  big  influx  of  new  members  would  force  existing  eu 
members  to  pile  on  the  agony  with  another  wave  of  painful 
budget  cuts  or  even  heavier  taxation.  Already,  large-scale 
handouts  to  eu  fanners  and  poor  countries  account  for  more 
than  80%  of  the  EU's  $81  bilhon  annual  budget.  By  some  es- 
timates, admission  of  all  10  wannabes  would,  absent  refonns, 
quickly  double  eu  budget  outlays. 

No  eu  leader  is  wilUng  to  liit  taxpayers  foi'  yet  more  cash 
to  send  to  Bmssels.  But  slashing  outlays  would  quickly  create 
new  fault  lines  inside  the  eu  since  budget  cuts  would  fall  un- 
evenly. France  and  other  big  recipients  of 
farm  subsidies,  for  instance,  would  fight 
to  keep  their  benefits.  And  countries  such 
as  Ireland  and  Spain  resist  having  to  sui'- 
render  all  or  most  of  their  so-called  stnic- 
tui'al  fimds,  which  ai"e  basically  handouts  to 
R«am|[^"ff  help  poor  countries  raise  per  capita  in- 
fK^J^f^m,  come  levels  to  eu  averages. 
V\\  W/i  i.l  NOT  AUTOMATIC.  It's  not  that  wily  Western 
Em-opean  leaders  set  out  to  sucker  Central 
Europeans  with  a  cynical  bait-and-switch 
lactic.  "To  say  it's  intentional  would  as- 
sume a  level  of  nastiness  that  does  not 
exist,"  says  Karl-Heinz  Kamp,  head  of  for- 
eign  and  security  policy  at  the  Konrad 
Adenauer  Foundation  in  Bonn. 

Indeed,  at  their  Amsterdam  summit  in  June,  eu  leaders 
took  some  of  the  technical  steps  required  to  enable  the  15- 
nation  group  to  admit  five  new  members  eventually.  Later 
this  month,  EU  negotiators  will  issue  a  status  report  on 
each  of  the  10  applicants.  Entiy  talks  are  due  to  begin  ear- 
ly next  year. 

But  there's  nothing  automatic  about  admission.  Tlirkey,  a 
NATO  member  since  1952,  is  still  waiting  at  the  Eu's  door 

Bij  Karen  Lowry  Miller  in  Frankfurt, 
■with  Stan  Crock  in  Washington 


/  tlien-  own 


GLOBAL  WRAPUP 


lAILAND'S  SHOCK  THERAPY 

The  Bank  of  Thailand  rocked  finan- 
il  markets  on  July  2  by  floating  the 
ht  and  raising  the  discount  rate  by 
'0  percentage  points,  to  12.5%.  By 
y's  end,  the  Thai  currency  had  skid- 
d  17%  from  its  former  fixed  rate  of 
baht  to  the  dollar,  while  the  stock 
irket  soared  nearly  8%. 
The  shock  treatment  came  not  a  mo- 
int  too  soon.  The  Thai  economy  has 
en  reeling  for  months,  racked  by  16 
oke  financial  institutions  and  unten- 
le  fixed  cun-ency  rates  that  threat- 


ened to  clean  out  the  central  bank's  re- 
serves, which  shrank  by  about  a  third, 
to  $23  billion,  last  month. 

The  bank's  bold  moves  should  pay 
off  soon.  Analysts  say  export  gi-owth 
should  accelerate  to  8%  this  year  from 
earher  estimates  of  7%.  The  balance-of- 
payments  deficit  could  fall  by  a  quai'- 
ter,  to  6%  of  gross  domestic  product. 

But  there  are  big  losers,  especially 
among  already  fragile  companies  in  the 
key  petrochemical,  steel,  real  estate, 
and  finance  industries.  They  used 
cheap  foreign  cuirency  loans  fi'om  Thai 
and  foreign  banks  to  fund  oven'apid 


expansion.  They  are  now  more  than 
$70  billion  in  hock.  Worse  yet,  most 
never  bothered  to  hedge  their  huge 
foreign  cun-ency  exposure  because  the 
baht  was  fixed  against  a  cmrency  bas- 
ket 80%  composed  of  U.  S.  dollars. 

The  worst  hit  companies,  however, 
have  huge  political  clout.  They  are  big 
financial  backers  of  eveiy  political  par- 
ty in  Thailand's  parliament.  So  if  they 
lobby  for  special  favors,  the  central 
bank's  shock  therapy  may  never  be  al- 
lowed to  lam  its  course  and  restore 
the  country  to  full  economic  health. 

By  Michael  Shari  in  Bangkok 


m 
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You  can  make 
sacrifices 

for  your  career. 


You  can  make 
sacrifices 

for  your  family. 


Or  you  can 
choose  not 

to  make  sacrifices. 


Introducing  the  Compaq  Armada  7700.  The  high  performance  notebook  that  offers  you  thj  j 
and  functionality  6f  an  office  desktop  as  far  from  your  office  as  you  need  to  be.  Armada  / 
features  include:  up  to  166  MHz  Pentium*  processor  with  MMX~  technology,  12.1"  CTFT  disp^ 


1997  Ctmpaq  Computer  Corporation.  All  rights  reserved.  Compaq  registered  U.S.  Patent  ami 
lav  not  reach  56ICbp.Vand  will  vary  depending  on  line  conditions.. 


Trademark  Office,  Armada  is  a  trademark  of  Compaq  Computer  Corporation.  The  Intel  Insi<le  Logo  and  Pentium  are  reg«tcml  trai 


AUN 

GREENSPAN'S 
BRAVE  NEW 
WORLD 


y  all  conventional  indicators,  an  interest-rate 
increase  should  have  been  a  sure  thing  when 
the  Federal  Reserve's  Open  Market  Commit- 
tee (fomc)  met  on  May  20.  As  the  17  central 
bankers  settled  ai-ound  the  immense  mahogany 
table  in  the  Fed's  conference  room,  they  faced 
an  economy  gi'owing  at  nearly  6%  and  an  un- 
employment rate  below  5% — a  level  that  for 
the  past  quarter-centuiy  has  been  a  near-cer- 
1  signal  of  impending  inflation. 

ndeed,  most  officials  at  the  meeting  seemed  to  favor  hik- 
rates.  Robert  T.  Parry,  the  inflation  hawk  who  heads 
San  Francisco  Fed,  womed  about  the  low  jobless  rate. 

hmond  (Va.)  Fed  President  J.  Alfi-ed  Broaddus  Jr  fretted 

t  inflation  could  rise  if  the  Fed  didn't  act.  And  Fed  Gov- 

or  Laurence  H.  Meyer — one  of  the  nation's  top  forecast- 

— beUeved  that  gi'owth  was  too  strong  to  be  sustainable. 

3ut  after  a  coffee  break,  when  the  gi'oup  reconvened  to  de- 

3  whether  to  raise  rates,  Fed 

airman  Alan  Greenspan  exer- 
his  prerogative  to  talk  fii'st. 

making  from  the  head  of  the 

le  in  confident,  low-key  tones, 

argued  that  there  was  no  need 
higher  rates,  noting  that  the 

inomy  showed  signs  of  slow- 

-  More  important,  he  insisted 

his  colleagues,  years  of  heavy 

fnding  on  new  technology  fi- 

ly  could  be  yielding  big  pro- 

itivity  gains.  When  the  final 

-es  were  cast,  the  verdict  was 

irly  unanimous:  no  rate  in- 

ase.  Only  Broaddus  dissented. 


Cover  Story 


He's  not  scared  by 
faster  growth.  Why? 
Because  productivity 
gains  are  keeping 
inflation  in  check 


This  decision  was  no  one-time  abeiration,  as  the  next  fomc 
meeting,  on  July  2,  revealed.  Anned  with  an  extra  month's  data 
showing  a  slowing  economy  and  a  lack  of  inflationaiy  pres- 
sures— but  without  having  seen  the  June  employment  report 
due  out  the  next  day — Greenspan  once  again  earned  the  day. 
The  FOMC  voted  to 
keep  rates  steady. 

As  he  approach- 
es his   10th  an-   

niversaiy  as  chau- 

man  of  the  Fed  on  Aug.  11,  Alan  Greenspan  finds  himself  in 
the  unlikeliest  of  positions:  Tlie  staunch  consei-vative  who  once 
personified  industiial-era  economic  thinking  has  turned  into 
the  avant-garde  advocate  of  the  New  Economy.  "He  is  very 
open  to  the  possibiUty  that  we  have  entered  a  new  economic 
age,"  says  Judy  Shelton,  a  conservative  scholar  who  meets 
with  the  Fed  chief  several  times  a  year.  "He  really  believes  in 
the  organic  nature  of  the  market  economy." 

Pi-esident  Clinton  shares  Green- 
span's  view  on  the  New  Economy. 
He  told  BUSINESS  week  on  July 
2:  "I  believe  it's  possible  to  have 
more  sustained  and  liigher  gTovrth 
without  inflation  than  we  previ- 
ously thought"  (page  48). 

Such  are  Greenspan's  success 
and  prestige  that  he  has  been  able 
to  cany  the  FOMC  into  uncharted 
territory — by  allowing  faster 
gi'owth  and  lower  unemployment 
than  the  Fed  would  have  pennit- 
ted  in  the  past.  According  to  Fed 
insiders,  at  no  fewer  than  four 
FOMC  meetings  in  the  past  18 
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Ten  Years  I 
At  The  Fed ' 


JUNE  2,  1987 


Paul  A.  Volcker 
resigns  as 
chairman  of 
tine  Federal 
Reserve,  and 
Reagan 
nominates 
Alan  Greenspan 
for  the  post. 
Wall  Street 
praises 
Greenspan  as 
an  inflation 
fighter. 


1 


AUG.  11, 1 


Greenspan 
sworn  in  ash< 
chairman. 


Cover  Story 


months,  Greenspan  has  prevailed  over  col- 
leagues who  wanted  a  more  restrictive  poli- 
cy. Today,  "he  niles  the  room,"  obsei^ves  for- 
mer  Fed  Vice-Chainiian  Manuel  H.  Johnson.  "Until  he  makes 
a  big  mistake,  he'll  continue  to  get  evei-ything  he  wants." 

It  has  been  a  remarkable  odyssey  for  the  71-year-old  New 
Yorker  who  is  guiding  the  economy  tlu'ough  the  best  times  it 
has  seen  since  the  1960s.  After  all,  the  formei-  Ayn  Rand 
devotee  spent  -"^O  years  as  a  nuts-and-bolts  industrial  econo- 
mist. And  in  his  early 
years  at  the  Fed, 
Greenspan  was  Imown 
as  the  central  banker 
who  kept  money  tight  to  counter  a  big-spending  government 
and  stamp  out  inflation.  It  was  an  image  the  Fed  cliief  seemed 
to  relish:  Displayed  in  his  office  is  a  framed  cartoon  from 
the  Bush  year's  that  shows  him  as  an  economic  Cassandra 
holding  up  a  sign  that  proclaims:  "The  end  is  near." 

Today,  a  more  imconventional  poitrait  of  Greenspan  emerges 
from  conversations  with  dozens  of  friends.  Fed  C(jlleagaies,  and 
Waslungton  insiders.  The  Fed  boss  is  becoming  more  willing  to 
test  his  thesis  that  the  economy  is  oper-ating  very  differ-ently 
than  it  did  in  past  business  cycles,  lessening  the  risk  of  inflation. 
"Ther'e  is  a  sense  in  which  [Grvenspan]  is  the  extr-eme  dove," 
says  one  Fed  sour'ce.  "He  has  L-en  willing  to  let  the  economy 
rim  tighter  than  what  a  lot  of  p.  ople  have  been  comfortable 
with.  It's  n(jt  uncoirunon  to  have  a  jripeting  wher-e  everyone  dis- 
agr-ees  with  him,  but  goes  along  wili:  him  in  the  end." 

Greenspan  is  even  showing  a  softe  side  these  days,  talking 
privately  about  the  social  benefits  of  i  low  jobless  rate — that 
a  whole  generation  of  pr-eviously  unei  iployable  worker's  can 
build  skills  to  can-y  through  life.  Thai's  not  a  concern  you 
would  have  expected  to  hear  ft'om  the  man  who,  as  chief 
White  House  economist  during  the  recession  of  1974-75,  cre- 
ated a  fui'or  by  suggesting  that  stockbrokers  wer"e  suffering 
more  ft'om  the  downtur-n  than  the  poor. 

Greenspan  who  hasn't  given  an  on-the-ret  )r'd  inter'view  in 


JUST  MARRIED:  Andrea  Mitchell, 
an  NBC  correspondent,  became 
Greenspan's  wife  in  April,  1997 


six  years,  would  certainly  take  offeii,'^ 
any  suggestion  that  he's  anything  less  i 
an  anti-inflation  hawk:  Indeed,  if  tlic  ( 
omy  gr'ows  too  fast  in  coming  months,  he  could  be  quic 
raise  r'ates.  In  conversations  with  confidants,  the  Fed  rhif  \ 
sists  that  his  cor'e  values  haven't  changed  since  Presi 
Reagan  named  him  Fed  chair-man  in  1987.  Back  t 
Gr'eenspan  was  willing  to  err  on  the  side  of  higher  inU 
r'ates  to  keep  inflation  fr'om  spir-aUng  out  of  contr'ol  again, 
year's  ago,  with  the  budget  deficit  soaring  and  an  inflation 
chology  still  widespr'ead,  he  feared  that  any  letup  by 
Fed  could  quickly  lead  to  a  new  r'ound  of  rising  prices. 

But  the  Fed  chief  argues  that  while  his  goals  are  still.i: 
same,  the  economy  is  not.  In  Greenspan's  br-ave  new  wi 
heightened  global  competition  is  restr-aining  U.  S.  v 
growth  and  limiting  companies'  ability  to  pass  along  hi . 
costs.  Cor'por'ate  America's  massive  investment  in  compi.,^i 
and  other'  labor-saving  technologies  may  be  boosting  ff 
ductivity  far  above  the  measured  rate — letting  the  ui 
ployment  I'ate  dr'op  without  triggering  inflation.  And  \' 
corpor'ate  downsizings  may  be  slowing,  Gr-eenspan  nonethi 
believes  the  after'shocks  may  be  felt  a  little  longer' — as  w 
er's  continue  to  value  job  security  more  than  higher  wa,i 
SKEPnciSM.  What's  mor'e,  the  Fed  chau-man  is  r'eaping  tli' 
suits  of  successfirl  deficit  reduction,  sometliing  he  has  beei 
vocating  for-  decades.  Without  additional  stimulus  fi'om  pi; 
gate  gover-nment  spending,  the  Fed  can  affor'd  to  ease  u]i 
the  monetary  r'estr'aint  it  had  to  apply  during  the  megadi 
1980s  and  eariy  1990s.  And  Gr'eenspan  is  convinced  that  tl 
nancial  mar'kets — which  can  r'eact  instantaneously  to  dt 
opments — are  now  playing  much  of  the  Fed's  old  r'ole  of  s 
ulating  or  restr'aining  the  economy,  lliat  puts  the  centr'al  I 
in  the  enviable  position  of  simply  playing  referee — ge 
nudging  r'ates  up  or  down  to  prod  the  mar'kets  to  do  its  \\ 

Greenspan's  new  vision  generates  skepticism  among  pre]- 
and  past  colleagues,  who  ar'e  reluctant  to  toss  out  econciii 
models  that  have  wor'ked  in  the  past.  Some,  such  as  Mte 
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4,  1987 


Dlish  his  credentials  as 
tion  fighter,  Greenspan 
the  discount  rate  up 
a  percentage  point. 


OCT.  19,  1987 


The  stock  market 
drops  508  points. 
Greenspan  reacts 
by  opening  the 
monetary  spigot 
to  flood  the 
markets  with 
liquidity.  He  also 
ensures  tiiat 
brokerage  firms 
are  getting  the 
credit  they  need. 


AUG.  8, 1988 


Rising  inflation 
and  tight  labor 
markets  lead 
the  Fed  to 
raise  the 
discount  rate 
a  half-point,  to 
6.5%,  on  the 
eve  of  the  GOP 
convention — a  move  that  infuriates 
soon-to-be  President  George  Bush. 


raqi  troops 
invade  Kuwait, 
interfering  with 
Greenspan's 
attempt  to 
engineer  a  soft 
landing  for  the 
economy.  ► 


former  Vice-Chaii-man  Alan  S.  Blinder,  believe  that  even 
day's  economy,  inflation  is  apt  to  accelerate  if  the  unem- 
ment  rate  falls  below  a  critical  level — pegged  around 
■  to  5.5%.  Other  Fed  officials  doubt  that  the  productivity 
)ff  is  as  large  as  Greenspan  thinks. 
!ie  Fed  chief,  by  contrast,  feels  fi-eer  to  change  his  mind 
it  economic  trends  because  he's  influenced  less  by  acade- 
models  than  empirical  data.  In  fact,  Greenspan  didn't 
1  get  his  PhD  in  economics  (from  New  York  University) 
1977,  after  he  had  served  as  chairman  of  the  Council  of 
lomic  Advisers  under  President  Ford, 
istead,  Greenspan  combines  an  eclectic  approach  to  eco- 
ic  analysis  with  a  love  of  statistical  minutiae.  As  a  young 
I  analyst  and  later  as  an  economic  consultant  to  such 
ts  as  Bm'Hngton  Industries  Inc.  and  Ryder  System  Inc.,  he 
1  used  a  "bottoms  up"  approach  of  looking  at  thousands  of 
is  of  data  to  ch-aw  broader  conclusions  about  the  economy, 
at  when  he  assumed  control  of  the  Fed,  he  had  political 
ij  irs  to  weigh  as  well  as  economics.  According  to  fonner  col- 
aes,  he  was  feaiful  that  his  close  ties  to  the  Republican 
it  :e  House — which  had  ch-afted  him  to  head  a  1983  Social  Se- 
t  ;y  refomn  commission — would  impair  liis  credibility  v\dth 
!|  Street.  Recalls  one  fomier  associate:  "Alan  did  not  want 


to  be  viewed  as  another  Aithur  Bums,"  the  Nixon-appointed 
Fed  chief  who  some  blame  for  letting  inflation  sj>u'al  out  of  con- 
trol in  response  to  White  House  demands  for  faster'  growth. 

To  signal  his  independence  fi'om  the  Reagan  White  House, 
Greenspan  engineered  a  shaip  rate  increase  at  his  fu'st  fomc 
meeting — a  move  that  critics  believe  contributed  to  the  Oct. 
19,  1987,  stock  market  crash.  But  he  quickly  won  kudos  on 
Wall  Street  and  in  Washington  for  liis  cabn  handling  of  the  cri- 
sis: The  Fed  chief  headed  off  a  full-blown  panic  by  promising 
that  the  Fed  would  provide  as  much  liquidity  as  needed  to 
keep  the  nation's  financial  institutions  solvent. 
SNIPING.  Any  praise  for  Greenspan  fi'om  the  White  House 
soon  died  down,  however  On  the  eve  of  the  ( ;op  convention  in 
the  summer  of  1988,  the  Fed  raised  interest  rates,  upsetting 
GOP  Presidential  nominee  George  Bush  and  foreshadowing 
four  years  of  sniping  fi"om  the  Bush  Administraticjn. 

Fed  watchers  say  Greenspan  wasn't  tiying  to  distance  Mm- 
self  fi'om  Bush  so  much  as  responding  to  what  he  perceived  as 
gi'ovdng  inflationary  pressures.  But  Greenspan  overestimated 
the  strength  of  the  economy  in  the  early  1990s  and  was  too 
slow  to  lower  rates  after  Iran  invaded  Kuwait  and  consumer 
confidence  plunged.  Tlie  result:  a  recession  and  the  most  slug- 
gish I'ecoveiy  in  modem  times.  To  some  Bush  officials.  Green- 
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JULY  10, 1991 


Despite  bitter  feelings 
between  the  Federal  Reserve 
and  the  White  House, 
Bush  nominates  Greenspan 
for  a  second  term  to  avoid 
roiling  the  markets. 


DEC.  19,  1991 


With  the  economy 
in  the  doldrums,  the 
Fed  votes  to  slash 
the  discount  rate  a 
full  percentage  point, 
to  3.5%.  Fed  officials 
hope  the  bold  move 
will  jump-start  growth. 


FEB.  4, 1994 


After  keeping  the  Fed 
funds  rate  steady  for 
a  record  18  months, 
Greenspan  leads  the 
Fed  in  a  '^preemptive 
strike"  against 
inflation  by  raising 
the  rate  one-quarter 
point.  The  Fed  also 
makes  history  by 
publicly  announcing 
a  rate  move  for  the 
first  time. 


JAN.  31,  1995 


Greenspan  lends 
his  support  as 
the  White  House 
cobbles  together 
a  $50  billion 
international 
rescue  of  the 
Mexican  peso. 


FEB.  1,  1995 


The  Fed  raises  the  funs 
rate  a  half-point,  to  6 
— the  last  of  seven 
tightening  moves  begn 
the  year  before.  This 
move  is  meant  to  senia 
signal  to  Wall  Street  tjt 
the  Fed  is  reaffirming:s 
fight  against  inflation. 


Amid  fears  of  a  comir 
recession,  the  Fed  cu 
rates  a  quarter-point.  M( 
more  quarter-point  cu 
follow,  in  December  aj 
January. 


Cover  Story 


span's  anti-inflation  zeal  caused  the  President's  defeat  in  1992. 

Nowadays,  Greenspan  relies  largely  on  the  accretion  of  de- 
tail to  (b-aw  his  conclusions,  although  he  has  never  given  up  on 
finding  a  magic  comj)ass  for  dii'ecting  policy.  Among  Ms  favoiite 
indicators  are  inventoiy  levels,  suppHer  delivery  times,  and  a 
measure  that  relates  wages  and  benefits  to  productivity. 

Greenspan  has  even  fleveloped  liis  own  piivate  data  soiu'ces. 
At  his  behest,  the  National  Association  of  Home  Builders  now 
conducts  a  proprietaiy  survey  of  its  largest  members  to  give 

the  Fed  an  early  and 
more  detailed  look  at 
housing  construction. 
And  each  month,  Gen- 
eral Motors  Chairman  John  F.  Smith  talks  with  Chicago  Fed 
Pi'esident  Michael  H.  Moskow,  who  conveys  infomiation  dii-ectly 
to  Greenspan.  "Jack  gives  him  our  sense  of  where  sales  are 
headed,"  says  G.  Mustafa  Mohatarem,  chief  economist  at  GM. 
"SCREW  LOOSE."  In  his  10  years  at  the  Fed,  the  number  of 
data  series  the  research  staff  tracks  has  tripled,  to  moi'e  than 
14,0(K).  Included  ai'e  about  two  dozen  proj^iietaiy  series,  such  as 
an  elaborate  inventoiy-tracking  system  developed  by  Greenspan 
that,  Fed  insiders  joke,  only  he  imderstands.  After  banding  to- 
gether with  other  governors  to  demand  access  to  Greenspan's 
inventory  system,  former  Fed  Governor  Janet  L.  Yellen — 
who  left  earlier  this  year  to  become  President  Chnton's  chief 
economic  adviser — chuckles:  "I  decided  I  didn't  want  to  un- 
derstand it.  It  was  so  complex  that  it  was  beyond  me." 

Still,  Yellen  and  other  colleagues  concede  that  Greenspan's 
obsession  with  detailed  economic  data  often  allows  him  to 
spot,  and  then  frame,  critical  economic  forces  long  before  oth- 
ei"s  do — such  as  the  credit-cnmch-induced  "headwinds"  that  de- 
layed the  recoveiy  in  the  early  1990s.  And  when  he  launched 
his  conti'oversial  "preemptive  strike"  against  inflation  in  Feb- 
loiary,  1994,  he  defied  critics  who  predicted  that  he  would  trig- 
ger another  recession  in  an  attempt  to  stamj)  out  inflationary 
pressures  they  didn't  see.  Instead,  he  pulled  off  a  soft  landing 
that  has  resulted  in  one  of  the  longest  expansions  in  history. 


Often,  Greenspan  is  so  far  ahead  of  the  ciu've  that  hen 
tially  plays  to  doubting  audiences  inside  the  Fed.  "Whe'h 
started  talking  about  'worker  insecurity'  in  1994,  there  w 
a  lot  of  people  on  the  fomc  who  thought  he  had  a  s( 
loose,"  r-ecalls  one  Fed  official.  And  some  Fed  insiders  i 
that,  while  Gr-eenspan's  penchant  for  citing  obsciu-e  data  si 
often  helps  sway  fomc  member-s,  some  of  those  indicator'.^ 
pr-ove  inconclusive  upon  ftrrther  i-eview. 

Yet  Fed  officials  agree  that  over  time,  Greenspan  is  i 
often  right  than  wi'ong.  "I  give  him  credit  for  discer 
some  of  these  developments  sooner  than  I  do,"  admits  Brs. 
dus.  Such  sentiment  explains  why  the  fomc  member-s  arir 
creasingly  willing  to  overiook  their  own  doubts  and  pi  ■ 
much  faith  in  Gr-eenspan's  instincts. 

In  January,  1996,  Gr-eenspan  was  in  the  minority  imr 
desir-e  to  cut  inter-est  rates  for  a  thu'd — and  last — tim't 
shor-e  up  the  softening  economy,  but  the  other  boarxl  mem 
went  along  with  him.  Then  last  July  and  September  and 


CLINTON  AND  GREENSPAN: 
THE  ODD  COUPLE 


I 


I n  a  July  2  phone  interview  mth  Washington  Correifi 
Dean  Foust  and  Senior  News  Editor  Chven  UUmat 
dent  Clinton  joked  that  he  and  Greenspan  are  "the  tfe 
pie, "  adding:  "I  think  he  lias  done  a  fine  job. "  Other  tlm, 

■  On  their  personal  chemistry:  "I've  enjoyed  our  relic 
I  try  to  see  him  a  few  times  a  year  because  he  has  ajle 
a  lot  of  data  about  the  economy.  He  processes  it  verjSV' 
and  he's  always  got  an  interesting  take  on  it." 

■  On  good  relations  with  the  Fed:  "I  think  it's  becau 
have  defended  the  independence  of  the  Fed.  Even  tli 
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3.  22,  1996 


1  the  Senate  in  GOP  hands, 
ton  has  little  choice  but  to  nom- 
e  Greenspan  for  a  rare  third 
1.  The  chairman  is  confirmed 
sworn  in  on  June  20. 


DEC.  5,  1996 

In  a  Washington  speech,  Greenspan 
wonders  aloud  whether  the  stock 
market  is  suffering  from  "irrational 
exuberance."  After  a  short-term  drop, 
the  market  recovers  and  zooms  ahead 
to  new  records  in  the  spring. 


MAR.  25,  1997 


Greenspan  nudges 
the  Fed  funds 
rate  up  a  quarter- 
point,  to  5.5%. 
He  calls  the  move 
an  "insurance" 
policy — in  case 
inflation  should 
unexpectedly 
break  out. 


E  24,  1996 


ton  Budget  Director 
e  Rivlin  takes  office  as 
vice-chair,  replacing 
1  Blinder.  Rivlin  plays  a 
role  in  supporting 
inspan's  efforts  to  fend 
:alls  for  higher  rates  to 
'  a  surging  economy. 


SEPT.  24,  1996 


For  the  second  time 
since  July,  Greenspan 
fends  off  a  call  by  Fed 
hawks,  who  want  to 
raise  rates  as  much  as 
a  half-point.  He  argues 
that  there's  little  threat 
of  mflation  exploding. 


JULY  2,  1997 


The  FOMC  opts,  for 
a  second  straight 
meeting,  to  hold  rates 
steady  even  though 
unemployment  had 
reached  its  lowest  level 
in  25  years. 


DATA  BUSINESSWEEK 


May,  while  many  fomc  members  were  itching  to  raise 
s,  they  bowed  to  Greenspan's  request  to  wait  foi'  more 
ilusive  data  before  acting.  Only  on  Mar.  25  did  the  chaii-- 

consent  to  a  modest  quaiter-point  snugging,  justifying  it 
in  "insurance  policy"  in  case  his  forecast  of  a  slowing 
lomy  proved  wi'ong.  In  later  weeks,  as  new  data  hol- 
ed his  outlook,  he  privately  boasted  that  a  year  from 
,  even  the  Mai'ch  hike  might  look  luinecessaiy  in  hindsight. 
£  SANGUINE.  Siu'prisingly,  given  his  reputation  as  a  data 
id,  Greenspan  has  shown  a  profoimd  willingness  to  go  be- 
1  the  official  statistics.  For  one  thing,  he  tliinks  the  econ- 

is  close  to  tnie  price  stability — taking  into  account  his 
if  that  government  figures  overstate  the  real  rate  of  in- 
on  by  as  much  as  1.5%. 

j  [ore  significant,  Greenspan  argues  that  the  U.  S.  is  un- 
1  ?oing  a  productivity  revolution  not  seen  since  early  this 
1  ury.  Although  bls  measiu'es  of  productivity  remain  stuck 
md  1%,  Greenspan  believes  that  statistical  distortions 


:  n  different  political  backgrounds,  he  knew  we  were 
I  bout  reining  in  the  deficit." 

,  New  Economy:  "The  globalization  of  our  economy, 
2t  of  technologies,  improved  management,  increased 

'  'ity,  and  a  greater  sophistication  among  working  peo- 

'  the  relationship  between  their  incomes  and  the 
f  their  companies — all  are  giving  us  greater  capacity 

A  lot  is  coming  through  pi-oductivity  that  so  far 
I't  been  able  to  easily  measure." 
eenspan's  chances  for  reappointmeni  in  2000:  "I've 
lade  it  a  practice  not  to  discuss  appointments  before 
e  up.  We've  got  a  Federal  Resei-ve  that  has  been 
iplined  on  inflation  while  permitting  more  gTov\rth. 
economic  policy  has  moved  away  from  trickle-dovra 
n  invest-and-cut-and-gi'ow  strategy.  All  those  things 

'  ked,  and  he  deserves  a  lot  of  credit." 


are  understating  efficiency  gains.  Admits  one  uncertain  fomc 
colleague:  "You  can't  give  me  a  better  story  that  ties  up  so 
many  loose  ends." 

So  confident  is  Greenspan  of  his  argument  that  he  has 
required  researchers  to  make  a  second  productivity  mea- 
sure by  "zeroing  out"  any  industiy  sector — such  as  health 
care — where  statistics  show  falhng  productivity.  Reason?  In 
this  cost-cutting  era,  he  can't  fathom  any  sector  becoming  less 
efficient.  Still,  these  exercises  drive  researchers  nuts.  "A  lot 
of  the  staff  are  skeptical  of  overmining  the  data,"  says  Gov- 
ernor Susan  M.  PhiUips.  "They'll  complain  about  it,  but  in 
hindsight,  it  has  made  a  lot  of  sense." 

The  suspected  productivity  payoff  is  also  making  Greenspan 
more  sanguine  about  the  rising  stock  market.  Wlien  he  raised 
his  famous  concern  last  December  about  whether  stocks 
were  in  the  giip  of  "urational  exuberance,"  the  Fed  chief  was 
worried  that  corporate  profits  couldn't  keep  pace  and  that  a 
steep  coirection  might  ensue.  But  margins  have  been  rising 
smartly — faster  than  Greenspan  can  ever  recall.  His  only 
explanation:  pi-oductivity. 

The  technological  revolution  has  a  disadvantage  for 
Greenspan  and  his  Fed  colleagues:  Given  that  much  of  the 
government's  data-collection  was  designed  to  track  the  old 
manufacturing-driven  society,  the  changes  engendered  by 
the  computer  ai'e  making  it  hai'der  for  the  Fed  and  othei'  eco- 
nomic forecasters  to  follow  the  new  information  economy. 
And  the  problem  will  only  get  worse  in  coming  years,  as  the 
central  bank  stiuggles  to  find  accurate  measures  for  output 
and  inflation  as  well  as  productivity. 

If  Greenspan  keeps  adapting  and  his  good  fortune  in  steer- 
ing the  economy  holds  imtil  iiis  temn  expii-es  in  June,  2000,  he 
will  have  set  the  record  for  the  longest  expansion  in  U.  S.  his- 
tory, sui-passing  the  1961-69  boom  that  legendary  Fed  Chair- 
man William  McChesney  Martin  presided  over  And  if  the 
good  times  are  still  rolling  come  the  turn  of  the  century, 
Greenspan  just  might  win  another  four-year  term.  Certainly 
many  associates  think  he  would  be  interested,  if  his  health 
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holds.  And  why  would  Clinton  want  to  mess  with  success? 

Tlie  Fed  chiefs  job  has  been  made  easier  by  his  close  work- 
ing relationship  with  the  Clinton  Administration,  wliich  has 
adopted  a  policy  of  never  second-guessing  Fed  policy.  Treasmy 
Secretaiy  Robeit  E.  Rubin,  a  longtime  accjuaintance,  recalls  de- 

Uberating  with  deputy 
Lawi-ence  H.  Summers 
last  year  about  wheth- 
er  to  float  inflation-in- 
dexed bonds.  "We  had  a  veiy  technical  issue  we  needed  to  get 
a  judgment  on,"  says  Rubin.  "We  called  Alan  because  he  has  a 
lot  of  market  savvy  and  good  sense." 

Greenspan's  relationship  with  President  Clinton  himself 
has  taken  a  bit  longer  to  jell.  Eai-ly  in  Clinton's  first  tenn,  the 
relationship  was  cool:  White  House  aides  say  Clinton  thi'ew 
pm-ple  fits  when  Greenspan  raised  rates  seven  times  between 
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1994  and  1995.  But  the  subsequent  soft  landing  paved  the 
for  Greenspan's  reappointment  in  March,  1996--and  Clinim 
reelection  eight  months  later.  That  was  a  siu'e  way  for  the^e 
chief  to  endear  himself  to  Bill  Clinton.  "The  President  reta 
Alan  Greenspan  is  an  acquii'ed  taste,"  says  one  top  aideli 
deed,  last  winter  when  Clinton  was  considering  ways  to  ri 
Social  Security,  he  consulted  with  Greenspan. 

For  now,  Greenspan's  primary  concern  is  testing  wht 
his  productivity  theory  is  true:  He  figures  data  over 
next  12  months  could  be  telhng.  In  the  longer  term, 
betting  that  as  the  world  moves  into  the  21st  century  an( 
New  Economy  takes  root,  more  of  the  old  economic  i-ules 
fall  apart.  That  will  requii-e  a  shi'ewd  central  banker  to  fi 
out  what's  going  on.  And  by  all  indications,  Alan  Green 
wants  to  be  a  witness  to  that  revolution. 

By  Dean  Fo^ist  in  Washin 


THE  CHAIRMAN  AS  POLITICAL  ANIMAL 


From  his  trademark  black-rimmed 
glasses  to  his  heavy  use  of 
obhque  Fedspeak,  Alan  Green- 
span looks  like  a  nerdy  economist 
lost  in  a  world  of  heavy-tmck  pro- 
duction reports.  Yet  the  Federal  Re- 
serve chairman's  success  derives  as 
much  from  his  shrewd  reading  of  the 
political  tea  leaves  as  from  his  eco- 
nomic analysis.  "He  not  only 
knows  the  numbers,  but  the 
music  too,"  says  longtime 
friend  James  A.  Johnson, 
CEO  of  Fannie  Mae  Corp. 
"He  has  an  innate  sense  for 
anticipating  the  political  re- 
actions before  they  happen." 

As  a  child  gi'owing  up  in 
Manhattan's  Washington 
Heights  section,  Greenspan 
had  an  obsession  vrith,  well, 
numbers  and  music.  "He 
knew  everyone's  batting 
aver-age  in  the  Major 
Leagues,"  recalls  cousin  Wes- 
ley Halpeil,  a  pr-ominent 
New  York  dentist,  who  says 
young  Alan  was  a  nimble 
dancer  and  good  musician.  Greenspan 
studied  briefly  at  the  Juilliar-d  School 
of  Music  in  the  mid- 1940s  before  tour- 
ing the  countiy  playing  bass  clarinet 
in  Henry  Jerome's  swing  band.  Now 
friends  occasionally  coax  him  to  im- 
jjrovise  a  little  jazz  piano  after  dinner. 
RAND  FAN.  By  his  mid-20s,  Greenspan 
turned  ft'om  music  to  economics — and 
the  vir'ulently  antigovemment  views 
of  philosopher-novelist  Ayn  Rand. 
Greenspan  became  a  r-egular  in  her 
salon  in  the  1950s  and  remained  in 
touch  until  her  death  in  1982. 

In  1954,  Greenspan  formed  the 
New  York-based  economic  consulting 
firm  of  Townsend-Greenspan  &  Co.. 
which  he  headed  for  30  years.  Even- 


tually, though,  Greenspan  began 
spending  more  time  in  Washington, 
including  serving  as  an  adviser  to 
Richard  M.  Nixon's  1968  campaign. 
In  1974,  then-White  House  Counsel 
Leonard  Garment,  a  former  Henry 
Jerome  bandmate.  offered  Greenspan 
the  job  of  chairman  of  the  Council  of 
Economic  Adviser's.  Although  Nixon 


NET  GAIN?  Greenspan  is  tough  on  the  court,  too 


had  resigned  by  the  time  Greenspan 
was  confirmed.  Ford  kept  him  as  cea 
head.  He  returned  to  economic  con- 
sulting after  Jimmy  Carter's  election, 
but  once  Reagan  took  office  he  be- 
came a  valuable  White  House  adviser. 

Although  he  professes  to  dislike  the 
social  scene  and  is  awkward  at  small 
talk,  Greenspan  nonetheless  is  ubiqui- 
tous on  the  cocktail  cii'cuit.  Why?  To 
gather  political  intelligence.  He  also 
can  be  found  on  the  tennis  coiut  or 
golf  course  with  power  brokers  such 
as  Arthur  Levitt  Jr.,  chairman  of  the 
Secmities  &  Exchange  Commission, 
and  House  Budget  Committee  Chaii- 
man  John  Kasich  (R-Ohio). 

A  peek  inside  Greenspan's  office 


shows  the  extent  of  his  political  con 
nections.  On  the  walls  are  photos  oi 
him  with  Boris  Yeltsin,  Margaret 
Thatcher,  and  the  four  U.  S.  Presi- 
dents who  have  sworn  him  into  of- 
fice. The  photo  with  Clinton  is  auto- 
graphed: "Alan,  here  you  are 
pointing  left — a  new  direction  for 
you?"  On  Greenspan's  bookshelves, 
tomes  on  economics  by  the 
likes  of  Stanford  University 
economist  John  B.  Taylor  ru 
spines  with  political  titles,  ii 
eluding  Bob  Woodward's  Th 
Agenda — which  treats 
Greenspan  prominently  and 
favorably. 

Greenspan  starts  each  da^ 
at  5:30  a.m.  with  a  two-houi; 
soak  in  the  tub — a  remedy 
pr-escribed  by  his  doctor  25 
years  ago  for  a  bad  back.  It 
his  most  productive  work 
time:  He  pores  over  count 
less  memos  and  reports.  "Th 
unsung  hero  at  the  Fed  is 
the  assistant  who  has  to  rea 
his  waterlogged  scribbUngs," 
jokes  Andrea  Mitchell,  the  nbc  corrc 
spondent  who  married  Greenspan  in 
April  after  a  12-year  couilship. 

Despite  his  extensive  networking, 
Mitchell  says  her  husband  is  happiest 
spending  a  quiet  night  at  home:  "It's 
a  close  call  whether  the  house  will  b< 
filled  with  Vivaldi  or  the  [Baltimore] 
Orioles."  And  ftiends  say  the  71-year 
old  Fed  chiefs  recent  maniage,  his 
second,  has  brought  out  a  new  per- 
sonal dimension.  "There's  been  a  nO' 
ticeable  element  of  spiritual  renewal,' 
says  a  close  friend.  Still,  Mitchell 
says,  work  is  never  far  from  his  mind 
"The  man  just  loves  what  he's  doing, 

By  Dean  Foust,  with  Owen 
Ullmann,  in  Washington 
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Monkey 
on  your 
back  #34: 
How  to  find 
the  vendor 
with  more 
Microsoft' 
Exchange 
experience 
than  anybody. 
Anybody. 


DIGITAL  now  has  over 
1,000,000  seats  for 
Microsoft  Exchange 
under  contract. 

An  impressive  number,  lor  sure,  but 
more  important,  made  possible  by 
DIGITAL'S  real-world  Windows  NT® 
solutions  implementation  experience. 
Plus  a  broad  alliance  willi  Microsoft 
that's  built  on  a  relationship  that's 
over  a  decade  long.  DIGITAL  has  been 
close  to  Windows  NT  since  its  very 
inception,  and  is  leading  the  way  in 
64-bit  computing  tor  the  next  genera- 
tion of  Windows  NT.  We  currently 
ofTer  the  industry's  most  extensive  line 
of  Windows  NT  hardware,  software 
and  solutions,  across  both  Intel®  and 
Alpha^^'  platforms.  But  what  matters 
most  in  a  large  Exchange  idllout  is 
making  it  all  work.  DIGITAL  has  more 
trained  and  certified  Windows  NT 
experts  than  any  other  Microsoft 
partner.  All  of  which  goes  to  show, 
when  it  comes  to  Microsoft  Lxchange 
and    Windows  NT, 

Microsoft  UuSuuyU  nobody  has  more  ex- 
perience than  DIGITXL. 
Nobody.    For  more 


ALLIANCE 

FOR    ENTERPRISE  COMPUTING 


information,  call  1-800-DIGiTAL,  or 
visit  www.aiiiance.digitai.com. 


Digital  EquipmenI  Corpofalion  1997  DIGITAL,  Ihe  DIGITAL  logo,  and  Alpha  are 
ttademari,s  ol  Digital  EquipmenI  Corpofation  Intel  is  a  fegislefed  trademark  ol  Ihe  Intel 
Corporation  Microsoti  and  tWindotws  NT  are  registered  1rademar1,s  ol  Microsoft  in  the 


Finance 


RISK  MANAGEMENT 


TAKING  THE  ANGST 
OUT  OF  TAKING  A  GAMBLE 

It's  called  value-at-risk  management,  and  it's  quickly  moving  into  mainstream  financ( 


In  early  1994,  trading  operations  of 
many  big  banks  and  brokerage  ftmns 
discovered  that  they  had  accidental- 
ly put  all  their  eggs  in  one  basket. 
Sure,  they  had  split  their  money  be- 
tween such  assets  as  commodities,  debt, 
and  cash.  But  when  interest  rates  shot 
up,  they  found  that  every  asset  class 
contained  a  built-in  assumption  that 
interest  rates  would  fall.  Debt  was 
in  long-maturity 
bonds;  commodi- 
ties were  in  hold- 
ings such  as  inter- 
est-rate futures 
that  would  appre- 
ciate if  rates  fell; 
even  cash  was 
sunk  in  "struc- 
tured notes" — de- 
rivative securities 
that  paid  little  or 
nothing  if  interest 
rates  got  too  high. 
The  result:  one  big 
splat. 

Losses  from 
that  hidden  con- 
centi'ation  of  risk 
helped  convince 
the  institutions 
that  there  must  be 
a  better  way  to 
handle  risk — and 
now  there  is.  It's 
a  new  risk-man- 
agement method- 
ology called  "value  at  risk."  The  idea 
is  to  calculate — dispassionately  and  me- 
thodically— the  amount  of  risk  inherent 
in  a  financial  portfolio  at  any  given  time. 
The  method  spits  out  a  number,  known 
as  the  value  at  risk,  which  is  the  most 
money  a  portfolio  could  possibly  lose  in, 
say,  the  next  24  hours  with  a  level  of 
confidence  of  95%,  for  example.  It  looks 
at  how  risk  exposures  in  different  parts 
of  a  portfolio  can  either  amplify  each 
other  or  (happily)  cancel  each  other  out. 

Value-at-risk  techniques  not  only 
make  sure  that  you're  truly  diversified 
and  have  adequate  capital  on  hand. 


They  also  tell  you  when  you're  leaving 
money  on  the  table  by  being  unneces- 
sarily cautious.  For  those  reasons,  the 
techniques  are  moving  into  mainstream 
finance  with  startling  speed.  In  1994, 
they  were  used  mainly  by  a  handful  of 
international  banks  and  brokerage  firms 
to  manage  risks  on  their  trading  desks. 
But  now,  VAR  is  expanding  in  two  di- 
mensions: It's  being  used  for  risks  other 


Trade  Resources,  the  nation's  bif 
wholesale  marketer  of  natural  gas 
electricity,  calculates  its  var  every 
A  majoi'  boost  for  value-at-risk  n 
ods  came  on  July  1,  when  a  benchi 
for  credit-risk  management  devel 
by  J.  P.  Morgan  &  Co.  picked  up 
endorsement  of  the  world's  two  bij 
credit-rating  agencies  as  well  as  < 
big  banks  and  accounting  firms. 


HOW  TO 
FIGURE 
HOW  MUCH 
IS  AT 
STAKE 

¥\R  is  a  measure  of 
how  much  a 
company's  net 
worth  could  shrink 
if  things  suddenly 
go  wrong.  Here's 
one  way  a  big  bank 
might  use  it  in  the 
near  future: 


1Assem||le  a  bankwide  portfolio  of 
current  positions  in  all  accounts, 
including  ones  that  hedge  each  other. 

''We  own  gold  futures,  Japanese  yen 
forward  contracts,  and  New  York  State 
Thruway  bonds. " 


2 Calculate  possible  price  si 
seeing  how  it  would  have 
performed  on  various  days  in 

"If  I'd  Imd  this  portfolio  last  Sep 
would  have  made  $1.5  million.  • 
9,  it  would  have  lost  $15  milium 


than  market  movements,  such  as  the 
risk  of  default  by  the  other  party  in 
derivative  deals.  And  it's  being  used  by 
people  other  than  traders,  including  mu- 
tual-fund managers  and  even  CFOs  at 
nonfinancial  companies,  including  Xerox, 
General  Motors,  Em"on,  and  GTE. 
HISTORICAL  DATA.  Some  of  the  momen- 
tum comes  from  regulators,  who  see 
VAR  analysis  as  a  more  efficient  means 
of  determining  the  amount  of  capital 
that  finns,  especially  banks,  should  have 
in  reserve  agfiinst  unexpected  losses. 
But  much  of  the  push  is  from  the  com- 
panies themselves.  Enron  Capital  & 


benchmark,  known  as  CreditMetc 
contains  historical  data  about  ci 
risks  that  can  be  plugged  into  comj 
programs  that  firms  use  to  calci 
their  value  at  risk.  It's  linked  to  I 
Metrics,  a  benchmark  for  market-ni 
ment  risk  that  Morgan  introduce 
October,  1994.  Says  James  E.  Sath 
managing  director  in  charge  of  pro,i 
development  at  Standard  &  P('r' 
Corp.,  one  of  the  new  CreditMeic 
sponsors:  "The  combined  analysis  c 
credit  and  market  risk  is  going  tc3( 
come  one  of  the  most  important  fiir 
cial-management  tools." 


b  be  sure,  the  value-at-risk  approach 
I't  protect  against  what's  known  as 
rational  risk,  ranging  ft-om  outright 
id  to  costly  clerical  errors.  While 
Till  Lynch  &  Co.  calculates  its  var 
y,  it  puts  more  emphasis  on  sound 
sonnel  practices  and  structural 
cks  and  balances,  says  Daniel  T. 
)oli,  senior  vice-president  in  charge  of 
)al  risk  management.  "Once  you've 
t  your  statistical  models,  there's  a 
ptation  to  fall  in  love  with  them," 
;  physicist  John  D.  Breit,  a  managing 
ctor  working  for  Napoli.  "You're  di- 
:ing  a  lot  of  very  smart  people  onto 
;els-on-the-head-of-a-pin'  land." 
hje  enough,  but  the  var  technique  is 
hing  on  nonetheless  because  it  does 
igs  that  older  risk-management 
hods  cannot — such  as  discover  "hot 
;S"  of  risk.  If  an  operation  is  pro- 
mg  small  profits  yet  requiring  a  big 
tal  cushion  because  of  its  high  var, 
likely  to  receive  instinactions  to  cut 
i  or  hedge.  The  beauty  of  var  is 
.  it  allows  for  comparisons  between 
ness  units  that  use  different  yard- 


precise  basis  for  setting  capital  require- 
ments than  traditional  techniques,  which 
ignore  the  opportunities  for  a  portfolio 
to  be  internally  hedged.  On  the  other 
hand,  there  is  no  universally  accepted 
way  to  calculate  value  at  risk.  Regula- 
tors have  to  take  the  word  of  fii'ms  that 
their  rocket  scientists  have  done  their 
var  math  correctly. 

BEYOND  BANKS.  Despite  those  qualms, 
the  Eiu'opean  Commission  and  the  Basel 
(Switzerland)  Bank  for  International 
Settlements,  an  advisory  body,  have 
cleared  European  banks  to  start  using 
their  own  var  models  as  the  basis  for 
calculating  capital  requirements  start- 
ing in  1998.  The  Federal  Reserve  is 
postponing  its  own  move  to  var  as  it 
considers  an  even  more  deregulatory 
approach.  While  the  Europeans  will  be 
requir-ed  to  hold  capital  reserves  equal 
to  three  times  a  conservatively  calcu- 
lated VAR,  the  Fed  is  studying  whether 
to  let  banks  decide  for  themselves  how 
much  capital  to  hold  based  on  their  var 
calculations — though  they  would  be  sub- 
ject to  fines  and  public  disclosure  if  they 


gages.  Tliey  will  need  an  accepted  tool  for 
making  those  calculations. 

This  is  gTeat  news  for  the  pioneers  of 
value-at-risk  analysis,  including  J.  P. 
Morgan,  Bankers  Tr'ust,  Credit  Suisse, 
and  Deutsche  Bank,  which  are  selling 
their  expertise.  Bankers  Trust  Co. 
charges  $1  million  for  raroc  2020,  which 
shows  the  risk-adjusted  return  on  capi- 
tal for  each  element  in  a  company's 
portfolio,  as  well  as  the  exposure  to 
each  type  of  risk.  "If  you  appear  to  be 
well-versed  in  risk  management,  you 
get  to  talk  to  the  fancier  chents,"  says 
Till  M.  Guldimann,  an  originator  of  J.  R 


VAR  can't  be  taken  as 
gospel.  Especially  in 
times  of  turmoil 


Je  portfolio's  percentage 
fr  loss  for  hundreds  of  such 


■tfolio  is  a  lot  riskier  than  we 


4 Figure  the  value  at  risk  in  each 
holding.  Order  traders  that  are 
overexposed  to  close  out  positions. 

"Hey,  commodity  traders:  You're  too 
vulnerable  to  a  big  decline  in  gold 
prices.  Bail  out. " 


5 Report  your  bank's  value  at  risk 
for  a  certain  period  to  the  Federal 
Reserve. 

"Dear  Fed:  We  estimate  thM  there  is  a 
5%  chance  our  portfolio  will  decline  $20 
million  or  more  in  the  next  two  days. " 


is  for  internal  purposes,  says  Lev 
odovsky,  executive  director  of  the 
)al  Association  of  Risk  Professionals 
krrytown,  N.  Y.  "You  can  really  tell 

got  more  risk  on  the  books." 
alue-at-risk  calculations  can't  be  tak- 
is  gospel.  They're  typically  based 
listorical  patterns  that  aren't  always 
lod  guide  to  the  futiu-e — especially  in 
is  of  turmoil.  So  most  firms  supple- 
it  the  analysis  by  "stress-testing"  a 
folio  to  see  how  it  would  perfomi  in 
ous  worst-case  scenarios. 
Jthough  regulators  like  var,  it  poses 
lemma.  On  the  one  hand,  it's  a  more 


underestimated  risk  and  their  capital 
reserves  proved  insufficient. 

var  is  going  beyond  banks.  U.  S.  bro- 
ker-dealers are  voliuitarily  reporting  dai- 
ly calculations  in  anticipation  of  a  new 
regulatoiy  scheme  for  derivatives  trad- 
ing— much  of  which  goes  unregulated 
now.  Also,  the  Securities  &  Exchange 
Commission  may  require  all  types  of 
fiiTns  to  report  the  estimated  mai'ket  val- 
ue of  derivatives  on  theii*  balance  sheets. 
One  way  is  thi-ough  var  analysis.  In  the 
next  decade,  banks  may-  be  required  to 
mark  all  assets  to  market  on  a  regulai- 
basis — even  ordinary  loans  and  mort- 


Morgan's  RiskMetrics  who  is  now  exec- 
utive vice-president  of  Mountain  View 
(Calif.)  Infinity  Financial  Technology  Inc. 

For  all  its  imperfections,  var  analysis 
is  a  disciplined  method  for  tracking 
down  sources  of  risk  that  might  other- 
wise escape  notice.  Lisa  K.  Polsky,  a 
Morgan  Stanley  &  Co.  managing  direc- 
tor and  chief  derivatives  strategist,  likes 
to  quote  J.  R.  R.  Tolkien:  "It  doesn't  do 
to  leave  a  five  dragon  out  of  your  cal- 
culations if  you  live  near  him."  var 
helps  find  those  dragons. 

By  Peter  Coy  in  New  York,  with 
bureau  reports 
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THRIFTS 


ENERGIZER 
BANKER 

Washington  Mutual's  CEO 
is  dealing  as  fast  as  he  can 

Keny  K.  Ivillinger  has  always  kiiowai 
exactly  where  he  was  going.  As  a 
sec-urities  analyst  in  his  twenties, 
he  moved  his  family  into  a  mobile  home 
to  save  money  and  spent  evenings  and 
weekends  restoring  rundown  houses  in 
Spokane.  Selling  one  every  two  months 
for  several  years,  he  bought  up  a  major 
stake  in  his  employer,  Murphey  Favre 
Inc.,  a  brokerage  house  in  Spokane, 
Wash.,  then  brokered  a  deal  to  sell  it  to 
Washington  Mutual  Inc.,  a  Seattle  thrift 
with  $2.7  billion  in  assets. 

Fifteen  years  later,  Keny  Killinger  is 
still  probably  the  banking  iiidustiy's  most 
manic  executive.  Working  out  of  an  oiBce 
decorated  with  an  oversize  Energizer 
Bunny,  the  48-yeai-old  Killinger  has  built 
Washington  Mutual  into  the  nation's 
biggest  savings  and  loan,  with  $88.5  bil- 
Hon  in  assets.  Over  the  past  seven 
months,  he  has  quadrupled  the  size  of  his 
thrift  by  paying  $1.7  billion  for  Ii-vine, 
Calif. -based  American  Savings  Bank  on 
Dec.  21,  and  then  wi'ested  Great  Western 
Financial  Coip.  from  hostile  bidder  H.  F. 
Ahmanson  &  Co.,  closing  the  deal  for  $8 
billion  on  July  1. 

CULT  FOLLOWING.  Shares  of  wamu,  as  it 
is  popularly  called  after  its  stock  sym- 
bol, have  increased  840%  during 
Killinger's  seven-year  reign  as  CEO, 
beating  the  stock  ijerfonnance  of  every 
Western  bank  and  thrift.  Killinger's 
holding  is  worth  $67  million.  He  is  al- 
ready looking  over  the  remaining 
thrifts  and  consumer  banks  in  Califoi-- 
nia  for  his  next  fixer-upper.  "You  can 
expect  another  deal 
within  12  months,"  says 
Killinger.  His  goal?  'To 
become  the  West's  pre- 
mier financial-services 
company." 

Given  the  speed  at 
which  he  moves,  few 
are  betting  against  him. 
He  is  known  to  blow 
through  an  entire  day 
of  meetings  without 
food  on  two  hours  of 
sleep.  On  his  only  free 
weekend  during  the 
three-month  fight 


against  Ahmanson  this  spring,  he  tore 
down  the  wallpaper  and  pulled  up  the 
carpets  in  a  bedroom  at  his  home, 
slapped  up  new  paper,  and  went  off  to 
the  store  for  a  new  set  of  furniture. 

Despite  his  wealth,  he  eschews  CEO 
trappings.  He  insists  on  cutting  his  own 
lawn  with  a  push  mower.  With  bulky 
gold  eyeglass  frames  and  plain  gray 
suits,  he  doesn't  exactly  stand  out  in  a 
crowd.  Killinger  is  far  more  conspicuous 
on  Wall  Street,  where  his  stock  perfor- 
mance has  won  him  a  cult  following. 
That  proved  crucial  in  his  victory  over 
Ahmanson.  From  March  to  June,  as 
Killinger  sped  across  the  countiy  show- 
ing volumes  of  charts  and  gi-aphs  to  in- 
vestors, his  stock,  after  a  dip,  shot  up 
20%,  wiping  out  the  price  differential 
between  Ahmanson's  and  Washington 
Mutual's  bids. 


BUILDING  WASHINGTON  MUTUAL-FAST 


'90  '91 
▲  BILLIONS 


'93  '94 


'95 


"I  I" 

'96  MAY  '97    JAN  '90 
▲  DOLLARS 

DATA  WASHINGTON  MUTUAL  INC  .  BLOOMBERG  FINANCIAL  MARKETS 


POWER  SHOPPEI^ 

Exec  Killinger  < 
scouring  Califoiu 
for  fixer-uppers 

Killinger's  gki 
plan   has  beent 
transform  Wash 
ton  Mutual  fro 
traditional  thrif 
a    consumer  b 
that  functions  ; 
category-killer 
mortgages,  checl 
accounts,  and  h 
equity  loans.  W 
ington  Mutual's 
turn    on  com: 
equity  is  19.4%,  ( 
pared  with  7.99^ 
the   median  tl 
and  13.5%  foi- 
median  commei 
bank.  It  is  the  ^ 
mortgage  lende 
the  Pacific  No 
west,  second  onl 
Bank  of  Americ 
California. 
Despite  20  acquisitions  in  the  past 
years,  Washington  Mutual  is  the  i.. 
efficient  large  tluift.  Its  proprietaiy  t;h 
nology  enabled  it  to  cut  loan  closui-e 
fi'om  45  to  five  days.  That  has  lifted 
number  of  mortgages  wamu  close 
72%  of  the  applications  it  processes 
Great  Western's  49%.  With  fallout  so 
ited,  it  costs  wamu  just  $1,400  to  <». 
nate  a  loan,  vs.  $3,300  at  Great  W 
em.  "wamu  is  one  of  the  only  institut 
that  has  made  the  mortgage  busi 
work,"  says  R.  Jay  Tejera,  an  analy; 
Dain  Bosworth  Inc. 

Killinger,  though,  is  aware  that 
his  stock  and  stature  at  stratospl 
levels,  he  has  no  room  for  error, 
what  did  catch  him  off-guard  was  , 
June  13  meeting  of  Washington  Ma 
al's  shareholders  to  approve  the  Gja 
Western  deal.  The  usually  levelhef* 
Midwesterner  biik 
down  in  tears  a^h 
thanked  his  exeeulV' 
team  and  his  wife,  Ih 
has  been  by  his  id 
since  they  were  's 
and  second  first  tiU' 
pets  in  the  high  sex 
band.  Then,  rec(i\  r 
he  exclaimed:  "Vv 
time   to   get  cortc 
sure."  Maybe  a  miitt 
tops. 

By  Kathleev  Me 
with  Seamia  Brai- 
in  Seattle 
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NKING 


OVE  AMONG 

HE  HEAVYWEIGHTS 

11  splurging  on  Montgomery  pay  off  for  NationsBank? 


s  as  if  NationsBank  Chief  Executive 
[ugh  L.  McColl  Jr.  went  on  a  bhnd 
ate  with  Montgomery  Securities 
ef  Executive  Thomas  W.  Weisel  on 
e  10,  became  deeply  infatuated  and 
led  to  the  altar  19  days  later, 
sel  says  he  and  McColl  knew 
e  about  each  other's  compa- 
when  they  met  for  the  ftrst  ^ 

^  i  at  Montgomery  Securities' 

!  V  York  offices.  "They  were 

1  as  aware  as  they  should 

I  e  been  about  Mont 

j  lery,"  says  Weisel. 

i  i  didn't  know 

j  ionsBank  that 

1  i,  either." 
'hat  didn't 

:  )  McColl, 
i  heads 

,  lourth- 
■est  U.S. 
ik.  with 
)  bilhon  in 
ets,  from 

il  ung  to  declare 

i  vows  to  the 


he  is  striving  to  make  NationsBank  a 
big  player  in  investment  banking.  But 
so  far,  his  gi'and  vision  has  proven  eas- 
ier to  enunciate  than  execute  because  of 
lax  oversight,  overaggressiveness,  and 
numerous  miscalculations.  Now, 
after  three  big  flops,  McColl 
is  adding  the  challenge  of 
managing  the  autocratic 
Weisel,  who  is  rumored  to 
be  making  $100  milhon  on  the 
deal.  "You  have  two  cults  in 
these  organizations,"  says 
a  competitor.  "At 
NationsBank,  you 
have  a  Hugh 
McColl  cult;  at 
Montgomery, 
it's  a  Tommy 
Weisel  culture. 

SAYS  WEISEL 
(RIGHT): 
"WE 
STIPULATED 
THE  PRICE. 
McCOLL  SAID 
'DONE'" 


tionsBank's  hometown  of  Chai-lotte,  N.  C, 
many  quickly  clashed  with  the  bank's 
brass  and  were  fired  or  left.  Nations- 
Bank says  it  lost  only  26  bankers,  but  a 
former  executive  says  it  was  more  than 
100.  In  fact,  buying  Montgomeiy  is  real- 
ly NationsBank's  way  of  crying  uncle. 
"They  realized  they  totally  messed  up 
and  can't  integi-ate  a  Ann  into  the  bank," 
says  the  former  exec.  "They'll  buy  a  big 
firm  and  get  out  of  the  way." 
LEAKS?  One  reason  the  companies  could 
find  it  hard  to  meld  is  that  each  has  an 
every-man-for-himself  culture.  Indeed, 
Montgomeiy  has  faced  chai'ges  fi-om  com- 
petitors that  it  leaks  research  reports  to 
favored  clients  ahead  of  public  distribu- 
tion. NationsBank's  coi-porate-finance 
unit  has  a  I'eputation  for  pushing 
the  limits.  Weisel,  who  will  be 
chairman  of  NationsBanc  Mont- 
gomeiy, calls  the  charges  "jealous 
ravings  by  clueless  local  competi- 
t(irs."  NationsBank  says  it  op- 
erates within  the  law 
and  business  ethics. 
McColl  and 
Weisel  believe 
1  +  1  will  be  3. 
Since  both 
focus  on  mid- 
dle-market, 
high-growth 
clientele,  Na- 
tionsBank's 
strong  com- 
mercial-bank- 
ing abilities 
should  dovetail 


WHAT  THE  MATCH  HAS  GOING  FOR  IT-AND  WHAT  GOULD  GO  WRONG 


NationsBank  gets  instant  credibility  in  securities 
iderwriting,  especially  in  health  care  and  technology 

■j  Deal  gives  bank  a  toehold  in  the  key  California 
I  arket  and  may  portend  a  bank  purchase  there 

;  NationsBank's  connmercial-banking  abilities 
ovetail  with  Montgomery's  equity-financing  strength 


CONS 


•NationsBank's  McColl  and  Montgomery's  Weisel 
have  sizable  egos,  which  could  cause  sparks 

•Paying  a  pricey  10.6  times  book  value  could  reduce 
NationsBank's  return  on  investment 

•With  just  68  Montgomery  partners  dividing 
$1.2  billion,  it  will  be  tough  to  motivate  them 


Francisco-based  regional  secmities 
I.  "There  was  no  negotiation  over 
e,"  says  Weisel.  "We  stipulated  the 
e.  McColl  said  'done.'"  Other  suit- 
-ING  Barings,  BankBoston,  and  So- 
e  Generale,  say  Street  sources — fell 
;he  wayside,  scared  off  by  the  price. 
'  DOLLAR.  And  what  a  price  it  was: 

billion,  plus  $100  million  in  pay  for 
partners — a  breathtaking  10.6  times 
itgomeiy  Secmities'  ciUTent  book  val- 
)f  $113  milHon.  Of  that,  .$840  million  is 

cash,  with  the  remaining  .$;360  million 
€  paid  out  in  NationsBank  stock  over 
years.  Says  one  money  manager: 
ey  are  buying  right  at  the  top." 
IcColl  was  willing  to  pay  up  because 


Both  have  a  'do  it  my  way'  strategy." 

In  1993,  NationsBank  paid  a  princely 
$225  million  to  acquire  Chicago  deriva- 
tives fij'm  CRT  Group  Ltd.  It  had  no  ex- 
perience in  trading  for  customers  and 
has  never  met  NationsBank's  perfor- 
mance goals.  In  1994,  McColl  had  to  close 
down  a  securities-brokerage  partnership 
with  Dean  Witter  Reynolds  Inc.  after  a 
spate  of  regulatoiy  actions  and  customer 
complaints  alleging  improper  sales  prac- 
tices, wliich  were  settled  or  dismissed. 
And  the  firm  is  still  stinggUng  with  a 
major  staff  buildup  in  investment  bank- 
ing launched  in  1993  with  great  fanfare. 
After  persuading  dozens  of  high-profile 
Wall  Street  bankers  to  move  to  Na- 


with  Montgomeiy's  strengths  in  equity  fi- 
nancing. Still,  though  Montgomery  ranks 
13th  in  equity  underwinting  so  far  this 
year,  in  1995  and  1996,  it  ranked  dead 
last  among  the  top  25  securities  under- 
wiiters  in  the  stock  market  peifonnance 
of  companies  it  brought  public,  according 
to  Secmities  Data  Co. 

Banking  analysts  now  see  McColl 
moving  on  to  other  prey,  maybe  a  Cali- 
fornia bank,  to  become  national.  In  the 
meantime,  his  new  employees  at  Mont- 
gomery will  be  very  busy . . .  counting 
their  money. 

By  David  Greising  in  Atlanta,  with 
Kathleen  Morris  in  Los  Angeles  and 
Leah  Nathans  Spiro  in  New  York 
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STOCKBROKERS 


TLAT  FEE'  ACCOUNTS: 
READ  THE  FINE  PRINT 

Brokers'  no-commission  offerings  may  have  hidden  charges 


It  has  been  a  problem  since  the  dawn 
of  the  retail  brokerage  business:  Bro- 
kers have  a  strong  incentive  to  get 
customers  to  trade  when  it  might  be  in 
clients'  interest  to  do  nothing.  Re- 
sponding to  criticism  of  this  conflict  of 
interest,  many  firms  such  as  Merrill 
Lynch,  Smith  Barney,  and  PaineWeb- 
ber  have  recently  promoted  "relation- 
ship" or  "fee-only"  accounts.  Instead  of 


industiy  gadfly  Leslie  Silverstone:  "The 
ads  do  not  disclose  that  there  is  an  ex- 
tra incentive  for  a  Menill  Lynch  broker 
to  sell  a  customer  a  Men-ill  underwi'it- 
ing,  when  there  is." 

MeiTill  Lynch  &  Co.  initially  defended 
its  advertisements.  But  in  response  to 
queries  ft-om  business  week,  James  G. 
Bennett,  the  progi'am  manager  foi'  the 
account,  said  it  would  change  its  ads. 


The  Merrill  Lynch  Planning  Difference 

Merrill  Lynch  offers  an  alternative  to  commissions. 


Introducing  a  unique  way  to  manage 
all  your  finances  for  one  annual  fee. 


the  fee  would  be  imposed  on  the  ern 
$200,000.  "We  do  it  differently  tii 
Merrill,"  says  Smith  Barney  Execuvi 
Vice-President  Jay  Mandelbaum.  )i 
IPOS,  customers  do  not  get  billedai 
AssetOne  fee  on  top  of  the  selHng  ^ 
cession."  Smith  Barney  also  doesn't  e 
duce  the  client's  allotted  numbe  i 
trades  for  buying  an  ipo. 
MANY  VIRTUES.  Smith  Barney  han 
two  other  issues  differently.  What 
pens  when  a  chent  makes  13  tr; 
when  his  allotment  is  12?  "We  char 
discounted  commission  but  the  finai 
consultant  is  not  paid.  There  is  m 
centive  for  the  broker  to  do  e: 
trades,"  says  Mandelbaum.  Not  si 
Merrill.  Says  Bennett:  "The  custo^e 
pays  the  regular  commission."  And 
Smith  Bamey  client  has  more  than 
of  his  assets  in  cash,  the  flat  fee  is 
charged  on  the  cash  over  10%.  At  1 
rill,  the  mlfa  fee  applies  to  all  elij 
assets  within  the  account.  Bennett  i 
if  a  customer  has  that  amount  of  cas 
is  usually  temporary. 
Paine  Webber  Inc.'s 


No  Commissions 
on  Transactions 

For  a  wide  variety  of 
investments  including  Stocks 
Bonds  and  Mutual  Funds. 


charging  per-trade  brokerage  commis- 
sions, customers  pay  flat  annual  fees  for 
a  set  number  of  trades.  That,  say  the 
fiiTOS,  puts  the  broker  on  the  same  side 
of  the  table  as  the  customer. 

Well,  not  always.  Although  finns  don't 
go  to  a  lot  of  trouble  to  point  it  out,  cus- 
tomers in  fee  accounts  are  charged  ex- 
tra fees  for  purchasing  initial  public  of- 
ferings— putting  the  broker  right  back 
on  the  other  side  of  the  table. 
DISAGREES.  The  leading  example  is  the 
Merrill  Lynch  Financial  Advantage 
(MLFA)  service.  The  headline  of  its  ad 
campaign  says:  "Menill  Lynch  offers  an 
alteiTiative  to  commissions."  The  ad  con- 
tinues: "No  commissions  on  transactions. 
For  a  wide  variety  of  investments  in- 
cluding stocks,  bonds,  and  mutual 
funds."  But  read  the  fine  print  of  the 
agi-eement  that  customers  sign  to  reg- 
ister for  the  MLFA  service.  In  addition  to 
the  flat  fee  of  1.5%  to  .75%,  brokers 
vdll  be  paid  a  "selling  concession,"  or 
commission  on  "new  issues  of  equities 
and  fixed-income  securities."  Says  for- 
mei'  Dean  Witter  branch  manager  and 


itceivc 

pKjspcciui, 


"Any  future  ads  or  mate- 
rials will  explicitly  tell 
clients  that  new  issues  are 
not  eligible  for  the  sei*vice," 
he  says. 

Regarding  charges  for 
IPO  pui'chases,  Bennett  says 
that  these  trades  do  not  re- 
duce the  client's  number  of 
allotted  trades.  And  in  prac- 
tice, he  says,  "less  than  3% 
of  transactions  in  the  financial  advantage 
account  have  been  new  is.sues,"  he  says. 

But  Smith  Barney  Inc.'s  AssetOne 
account  charges  the  customer  only  once 
for  trading  ipos.  Smith  Barney  pays 
its  brokers  a  commission  for  selling- 
new  issues.  But  it  excludes  the  ipo 
amount  from  the  flat  fee.  So  if  a  Smith 
Barney  customer  had  $200,000  in  a  fee 
account  and  bought  a  .$20,000  IPO,  the 
flat  1.5%  fee  would  be  charged  only  on 
$180,000.  Under  the  Merrill  system. 


Premier  A 
Account  and  Prudent 
Valued  Investor  Proji 
handle  IPOs  the  same  a, 
MeiTill  does,  accordinif' 
spokesmen  for  the  fii 
on  stocks,  while  its  As    for    Dean  Witi 

customer  agree-   ^^""''^  ^<^'*'""*'  'P"^^"'^ 


PUZZLING 

Merrill's  ad  touts 
no  commissions 


ment  says  brokers 
are  paid  commis- 
sions on  IPOs 


Tim  Lee  didn't  respon  t 
BUSINESS  week's  fax 
questing  comment. 

It's  tine  that  fee-onl; 
counts  have  many  virt 
They  give  customers  ac 
to  a  wide  variety  of  brokerage  ser\ 
while  reducing  the  role  of  commiss; 
"It's  a  positive  move  for  both  the 
sumer  and  the  industry,"  says  Lou 
Harvey,  president  of  Dalbar  Inc., 
nancial-service  research  fimi.  Still,  t 
offerings  are  all  less  than  a  yeai' 
with  Merrill  Lynch  the  only  one  si 
to  advertise.  Maybe  more  time 
more  competition  will  give  fee-onl; 
vestors  a  fairer  break. 

By  Leah  Natimns  Spiro  hi  New  'I'l 
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iNVOY'S  FORMS 
[RE  IN  ORDER 

Jhai'es  of  Envoy  (env\')  were  trading 
#at  32  on  July  1,  up  from  22  two 
onths  earlier,  a  45%  jump.  In  part, 
16  stock  was  rebounding  from  a  bad 
,11 — along  with  other  health  and  tech- 
3logy  issues.  The  rally  was  helped 
ong  by  Envoy's  mid-June  takeover 
of  Healthcare 
MEDICAL  RIVALS  Data  Interchange 
SEEM  INTERESTED    fi  om  Aetna  U.  S. 

Healthcare.  But 
there's  another 
reason  pros  are 
buying:  a  possible 
buyout. 

"Acquisition  of 
the  Aetna  unit 
makes  Envoy  the 
leading  pure  play 
in  the  fast-grow- 
ing electronic  pro- 
cessing of  health- 
care claims,"  says 
analyst  Joel  Kras- 
ner  of  First  Al- 
I  my,  a  New  York  investment  firm. 
I  arger  companies  in  the  business,  he 
lys,  will  iind  Envoy  an  attractive  tar- 
1 3t.  His  price  goal  for  the  stock  this 
I  ;ai-  is  40.  In  a  buyout,  it's  worth  50  to 
),  figures  Krasner. 

Envoy  processes  pharmacy  insur- 
I  ice  forms  and  thii-d-party  reimburse- 
ent  claims  for  doctors  and  other 
Balth-cai'e  providers.  It  also  provides 
igibility  verification  and  other  ser- 
ces.  To  do  that,  Envoy  uses  propri- 
:  ary  software  and  microprocessor 
ichnology  in  dealing  with  188,000  doc- 
j  >rs,  44,000  pharmacies,  30,000  den- 
j  sts,  and  3,700  hospitals. 
I  A  New  York  money  manager  who 
I  IS  been  buying  shares  in  hopes  of  a 
1  ikeover  believes  that  hbo  &  Co.,  which 
;  ipplies  computer  systems  to  health- 
i  ire  outfits,  is  sounding  out  Envoy,  hbo, 
i  ith  a  market  capitalization  of  $6.7  bil- 
'  3n,  has  been  busy  acquiring  smaller 

I  )rnpanies  in  the  same  business.  With 
j  nvoy's  mai'ket  cap  at  $519  million,  "it's 

I I  easy  bite  for  hbo,  whose  sales  tWs 
1 5ar  are  expected  to  exceed  $1  billion," 
j  lys  this  pro.  Envoy  is  expected  to  pro- 
!  ace  revenues  of  $100  million  this  year, 
i  With  its  recent  acquisition.  Envoy 

ill  become  the  clearinghouse  for  most 
r  Aetna's  claims.  "The  acquisition  will 


lAIA,  BtOOMBERG  FINANCIAL  MARKETS 


increase  earnings,  and  we  may  raise 
our  estimate  for  1998,"  says  Krasner. 

He  notes  that,  with  23.5  million  pa- 
tients era-oUed  with  Aetna  U.  S  Health- 
care, each  one  filing  one  claim  a  year 
on  average,  "the  potential  revenue  op- 
portunity is  substantial."  He  figures 
Envoy  will  make  78(Z  a  share  this  year 
and  $1  in  1998  (exclusive  of  nonrecur- 
ring items  and  goodwill  associated  with 
acquisitions),  up  ft-om  last  year's  45(Z. 

Envoy  ceo  Fred  Goad  couldn't  be 
reached,  ceo  Charles  McCall  of  hbo 
says:  "Envoy  opei'ates  in  an  area  we're 
very  interested  in,"  although  he  did 
not  say  that  hbo  was  looking  at  Envoy. 

FRESH  RUMBLINGS 
AT  GRYPHON 

Eailhquakes  are  bad  news,  especially 
for  msui"ers  who  sell  policies  against 
them.  Yet  the  stock  of  Gryphon  Hold- 
ings (GRYP),  a  property-and-casualty  in- 
surer specializing  in  quakes,  hasn't 
cratered.  In  fact,  it's  on  the  rise — de- 
spite a  pretax  loss  of  $11.5  million  re- 
sulting ft'om  a  California  earthquake. 
"No  doubt  about  it:  Management  is 
concerned  about 
"EASY  PREY        pressure  from  the 
FOR  RAIDERS"      street    to  get 
earnings  up,"  says 
investment  man- 
ager Jim  Awad. 
Unless  it  tm-ns  the 
numbers  around, 
he  adds,  GryjDhon 
will  be  "easy  pi'ey 
for  raiders." 

With  the  stock 
at  15 — equal  to 
its  book  value — 
and  the  company 
underperforming, 
"it's  a  matter  of 
time  before  some- 
body comes  in  and  buys  Gryphon.  It's 
worth  50%  to  75%  more  than  the  cur- 
rent price,"  says  Awad. 

A  number  of  investors  smell  a  bar- 
gain in  Gryphon,  causing  the  stock's 
runup — from  10  a  share  to  15  since 
late  April — notes  Awad,  who  heads 
Awad  &  Associates  Asset  Management, 
a  unit  of  Raymond  James  Financial. 
"Gryphon's  peers  trade  at  more  than 
1.5  times  book  value,"  says  Awad. 

Gryphon  President  Stephen  Crane 
acknowledges  that  unless  the  company 
"produces  value  to  shareholders,  we'll 
be  vulnerable"  to  a  buyout  raid.  But 
he's  confident  that  "we'U  produce  high- 
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er  results  this  year."  Crane  says  4he 
disappointments  of  1996  are  behind  the 
company:  It  is  positioned  for  improved 
profitability  in  1997.  About  24.5%  of 
Gryi^hon's  gi'oss  premiums  comes  ft'om 
commei'cial  earthquake-insurance  poli- 
cies in  California. 

Walter  Fitzgerald  of  investment 
bank  Brean  Muiray  sees  Gryi^hon  pro- 
ducing 1997  revenues  of  $120  million, 
vs.  $106  miUion  in  1996,  and  earnings  of 
$1.80  a  share,  up  from  88(2. 

MAKING  HAY  FROM 
INSIDER  SELLING? 

Consohdation  is  still  the  buzzword  in 
health  care,  as  the  biggies  spread 
their  wings  through  mergers.  An  outfit 
some  hedge  funds  are  buying  is  Re- 
gency Health  Services  (rhs),  whose 
shares  have  rocketed  from  9  to  15. 

A  sui'ge  of  buying  took  place  quite 
recently — about  the  time  early  in- 
vestors with  big  blocks  of  shares  were 
selling.  So  why  was  the  price  chmb- 
ing  despite  all  that  unloading? 

To  some  pros,  it  had  become  evi- 
dent that  a  large  health-care  service 
company  had  mounted  a  sophisticated 
progTam  of  accumulation — to  take  ad- 
vantage of  insider  gi'oups'  selling. 

"Regency  is  worth  22  to  25  in  a  buy- 
out," figiu'es  one  New  York  investment 
strategist  who  has  been  tracking  the 
stock.  "It's  a  sight  to  behold  when  heavy 
selling  by  big-block  holders  translates 
into  rising  prices,"  he  notes.  The  pattern 
signals  that  the  persistent  buying  is  on 
behalf  of  a  gi'oup  with  buyout  designs. 
CEO  Richard  Ma- 
tros  says  specula-        A  SURGE  OF 
tion  that  Regency      HEAVY  BUYING 
is     a  takeover 

target  is  totally  . 
unfounded. 

Regency,  which 
provides  inpatient 
services  at  166  fa- 
cihties  in  six 
states,  including 
California,  North 
Carolina,  and 
Ohio,  had  rev- 
enues of  $558  mil- 
lion last  year  and 
earnings  of  32(?  a 
share,  vs.  1995's 
$416  million  and  17^.  Analysts  expect 
Regency  to  earn  91(2  this  year  and 
$1.04  next.  The  company's  services  in- 
clude rehabilitation,  skilled  nursing, 
neurological  care,  and  assisted  hving. 
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PRESENTED  IN 
ASSOCIATION  WITH 

EMC,  Cioi poiatioii 


SPONSORED  BY 

Informix  Soltwart.  Inc. 
SAP  Aiiifiica,  Inc. 


CROWN  JEWELS/ 
EUROPE,  the  next 
event  in  the  Business 
Week  CORPORATE 
CROWN  JEWELS  series 
for  Chief  information 
Officers  of  large  cor- 
porations will  be  held 
October  27  and  28, 
1997  at  Hotel  Le 
Grand  Intercontinental, 
Paris.  For  more 
information,  contact 
Julie  Terranova  in 
New  York  at 
(212)  512-2184  or 
Jennie  Vint  in  London 
at  (44-171)  491-8985. 


hy  Srvfl  Shiisfcr, 
inodemlor  of  The 
1997  Busi HISS  Week 
Corj)ora/c  Crown 
Jni'fis  aitifnriirc 


Corporate  Crown  Jewels 

Building  Business  Around  Information 

"Those  first  to  apply  new  transportation  technologies  always  win  world 
leadership. The  transportation  technology  of  the  early  21st  century  is  telecommunicatio 
And  so  it  is  the  corporate  chief  information  officer  who  now  holds  the  central  role." 

Bert  Roberts,  chairman,  MCI  Coininuiiicatioiis  Corporation 


Information  As  The  Corporate 
Crown  Jewels 

Drawing  niotlern  parallels  to  I5tli  ccntnry 
Portugal  and  19th  centuiy  England,  MCI 
chairman  Bert  Roberts  ()])ened  a  new  Biisiiuss 
Wa  k  event.  CORPORATE  CROWN  JEWELS. 
The  meeting  brought  together  the  elite  of 
corporate  information  technology:  the  chief 
information  officers  who  are  tmnnig  company 
data  into  'corporate  crown  )ewels'  of  competi- 
tive atlvantage. 

Bert  Roberts  shared  the  story     Friends  & 
Family,  "born  around  a  table  where  three  or 
four  people  of  different  disciplines  were  asking 
how  we  could  make  better  use  of  the  data  hiding 
in  oin-  information  systems.  The  key  was  data 
mining,  a  back-office  technology."  (See  "We're 
Getting  To  Know  You.'') 

Back  Office  To  The  Fore 

Today's  back  office  is  the  powerfiil  enabler  of 
corporate  com])etitiveiiess.  Database  systems 
integrated  with  first-class  storage  technology 
yield  new  products  and  sei"vices  —  Friends  & 
Family  is  a  proinineiit  example. 

"Information  technology  has  moved  from 
su|)port  fiinction  to  strategic  fimction,"  says 
Albert  Aiello,  Jr..  of  mutual  fimds  giant  Fidelit)' 
Investments. ""( )ur  systems  have  become  the 
business.''  This  is  particularly  the  case  for  Aiello. 
Fidelity's  former  chief  information  officer,  now 
president  of  OPSei'ver  and  Intelligent  Document 
Factory,  two  businesses  created  out  of  technohj- 
gies  initially  developed  to  serve  Fidelity's 
internal  needs.  Eleven  percent  f)f  the  ]5articiparits 
at  this  Business  Week  event  report  that  their 
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Imagine  Being  the  Clb  of  Netscap 


i 


Larry  Geisel 

senior  vice-president, 
information  systems,  and 
CIO,  Netscape 


In  just  two  years. 
Netscape  Communi- 
cations Corporation 
set  in  motion  a  soft- 
ware revolution  that 
touched  the  entire 
computer  industry. 
Netscape's  Navigator 
is  the  long-awaited 
'next  killer-app.'  The 
software  application 


that  is  driving  a  new  wave  of  interest  and  invest- 
ment in  computer  technology.  With  more  than 
50  million  copies  online,  Navigator  is  already  the 
most-used  piece  of  software  in  the  world. 
Netscape's  senior  vice-president,  information 
systems,  Larry  Geisel  captivated  an  audience  of. 
his  CIO  peers  at  Business  Week's  CORPORATE 
CROWN  JEWELS  gathering: 

He's  Got  The  World's  #1  Website 

"Seventy-five  percent  of  all  internet  users  use 
our  Web  site  as  their  gateway.  I  can't  predict  how 
much  capacity  we  will  need,  so  I  just  keep  adding 
people,  buildings,  facilities,  locations.  We  operate 
on  a  'field  of  dreams.'  It's  an  act  of  faith  that 
'if  we  build  it,  the  customers  will  come.'  And 
they  have. 

"One  hundred  and  thirty-five  million  hits  a 
day  is  a  challenge  in  itself  Netscape  has  invented 
high-volume  transaction  processing  over  the 
Internet.  I  download  over  100,000  new  products  t< 
customers  every  day  Last  year,  we  downloaded 
million  servers,  building  our  market  for  the  future. 
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UTERPRiSE  Storage  Arrives 


"Storage  is  central,"  says  Denis  J.  O'Leary,  chief  information  officer  of 
The  Chase  Manhattan  Corporation.  "It  must  be  first-tier  and  fast.  Otherwise 
we  cannot  operate."  O'Leary  described  Mike  Ruettgers.  CEO  of  storage 
systems  leader  EMC  Corporation,  as  "one  of  my  key  partners." 

So  has  enterprise  storage  become  a  strategic  technology?  "Yes,"  says 
Ruettgers,  "because  storage  is  emerging  as  the  best  way  for  corporations  to 
get  their  arms  around  all  of  their  critical  data  and  make  it  rapidly  available. 
Enterprise  storage  is  literally  central  because  it  can  accommodate  all  computers 
simultaneously.  The  software  intelligence  of  today's  storage  systems  means 
better  performance  for  large  databases  and  data  warehousing  and  is  making 
true  information  sharing  possible  across  the  enterprise." 

Once  properly  stored,  company  data  can  now  be  'mined'  for  valuable 
new  awareness.  "Data  warehouses  are  doubling 
the  usefulness  of  company  information,"  says 
Phillip  E.White,  president,  chief  executive 
cer  and  chairman  of  the  board  of  Informix  Software,  Inc.  The  data  is 
Jicated  and  cut  into  'data  marts,'  smaller  pieces  that  are  sent  to  accounting 
sales  organizations  where  it  is  mined  for  new  knowledge  (see  "We're 
tting  To  Know  You"). 

Database  software  is  also  gaining  new  importance  and  differentiation, 
ur  business  was  built  on  transaction  processing,"  recalls  White.  "Now 
are  focused  on  end-user  productivity,  making  database  applications 
ier  to  use."  The  latest  release  of  Informix  database  softv\/are  is  "ready 
much  more  than  numbers,  characters,  bar  charts,  and  pie  charts," 
s  White.  As  multimedia  applications  arrive,  it  will  become  "easier  to 
ke  use  of  rich  content  and  digitized  images.  Productivity  should  grow 

i  matically  through  the  use  of  new  forms  of  data.  Spacial  data,  for 

i 

1  imple,  will  permit  you  to  look  at  a  customer's  address  latitudinally 
1  longitudinally.  This  will  enable  new  types  of  sales  development  and 
ny  other  management  innovations." 


>ata  storage 
oiccs  impact 
mpetltiveness.' 

:hael  C.  Ruettgers 

sident  and  chief 
■cutlve  officer, 
C  Corporation 


"Productivity 
should  grow 
dramatically 
through  the  use  of 
new  forms  of  data." 

Phillip  E.White 

president,  chief  executive 
officer  and  chairman  of 
the  board,  Informix 
Software.  Inc. 


departments  have  also  made  the  transition 
cost-center  to  profit-center  (see  '"The 
lenging  World  of  a  Corporate  Chief  Infor- 
3n  Officer"). 

We  Are  Strategic 

e  my  role  as  nniversal  j^artner,"  says  Denis 
;ary,  chief  information  officer  of  The  Chase 
hattan  Corporation.  "I  help  craft  every- 
5  plans.  Our  businesses  do  not  write  their 
sgie.s,  hand  them  over  and  say  'enable  me." 
ticipate  in  their  planning  and  I'm  a  partner 
e  execution."  OTeary's  role  is  not  an  option 
lhase  business  unit  managers.  Chase's 
)  and  President  "have  made  it  clear  that 
^  expect  me  to  contribute  on  all  elements  of 
' strategic  planning  and  operating  reviews. 


I  have  the  good  fortune  to  be  in  an  organization 
headed  by  jjeo}>le  who  understand  the  impor- 
tance of  technology,"  says  O'Leary. 

This  central,  strategic  role  means  a  CIO 
must  be  more  than  a  technologist.  Only  6%  of 
the  CIOs  at  Business  Week's  CORPORATE 
CROWN  JEWELS  gathering  had  a  strictly  tech- 
nological background.  Forty-three  percent  had 
technological/operational  education  with  an 
MBA  or  similar  studies,  and  another  43%  had 
no  technology  education  at  all. 

Organic,  Holistic,  Dynamic  Change 

In  many  instances,  the  CIO  is  also  the  individual 
responsible  for  leading  change  in  the  company. 
So  add  "consummate  team  player/team  leader" 
to  the  list  of  prerecjuisites.  "We  are  not  adding 
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"Our  systems 
have  become  the 
business." 

Albert  Alello,  Jr. 

president, 

OPServer/ Intelligent 
Document  Factory, 
and  former  CIO, 
Fidelity  Investments 


"Our  businesses 
do  not  write 
their  strategies, 
hand  them  over 
and  say  'enable 
me.'  I  participate 
in  their  planning 
and  I'm  a  partner 
in  the  execution 
of  their  plan." 

Denis  J.  O'Leary 

executive  vice-president 
and  CIO,  The  Chase 
Manhattan  Corporation 


Corporate 
Crown  Jewels 


"One  dollar  spent 
on  company-wide 
Integrative  sys- 
tems gets  you 
five  dollars  back. 
That's  not  a 
bad  return." 

Paul  Wahl 

chief  executive  officer, 
SAP  America 


"Power  will 
migrate  out  from 
your  intranet  onto 
your  extranet, 
and  beyond  the 
boundary  of  your 
company." 

Stan  Davis 

professor  and  author. 
Future  Perfect,  2020 
Vision,  and  The  Monster 
Under  the  Bed 


information  technology  to  an  old  business 
model,"  says  Chase's  O'Leaiy.  '"We  are  not 
strapping  on  more  MIPS  and  bytes  and  budget 
dollars  to  push  a  bigger  hammer.  We  are  funda- 
mentally redesigning  eveiy  business  because 
information  technology  will  put  us  ahead  of  our 
competitors.  This  is  comprehensive,  holistic 
change,  redesigning  the  business  from  scratch 
with  a  dynamic  organic  model  that  yields 
])owerful  new  ways  of  doing  business." 

"The  business  process  is  more  important 
than  any  individual  business  function,"  states 
Paul  Wahl,  CEO  of  SAP  America,  and  one  of 
the  developers  of  its  immensely  successful  R/3 
integrated  software  products.  "Process  over 
function  is  the  idea  SAP  brought  to  the  market. 
It  has  flown  so  high  simply  because  R/3  enables 
companies  to  do  tilings  they  were  not  able  to 
do  before." 

Spend  One  Dollar,  Get  Five  Dollars 

"Building  this  model  is  expensive,"  says  Denis 
O'Leary.  "We  have  to  re-architect  how  we  use 
the  legacy  platforms  where  we  have  the  big 
mainframes,  the  high  input-output,  and  the 
proven  COBOL  code  with  ntbust  toolsets. 
That's  still  an  excellent  way  to  handle  the  basic 
through-put.  But  all  that  must  now  be  wrapped 
with  middleware  —  Hke  security  —  and  then  put 
on  distributed  tools  for  ease  of  use  and  flexibility. 

"The  front-end  connectivity  (Web  jiages,  for 
example)  is  your  route  to  the  new  competitive 
marketplace.  But  a  1-800  number  and  a  Web 
site  do  not  make  you  globally-enabled  in  IT. 
That  depends  on  your  platforms  of  information 
navigation  and  transaction  enablement.  Most 
people  are  not  prepared  for  the  high  cost  and 
heavy  COBOL  development  required  to 
re-write  all  those  platforms." 

"A  lot  of  my  customers  talk  about  the  cost  of 
making  these  changes,"  says  SAP's  Wahl,  "but 
diey  also  talk  about  value.  One  dollar  spent  on 
company-wide  integrative  systems  gets  you  five 
dollars  back.  That's  not  a  bad  return.  Nobotly 
talks  about  it  because  they  don't  want  their 
competitors  to  know.  They  have  changed  their 
core  business  with  these  systems.  They  have 
achieved  high  margins.  They  don't  want  that 
information  widely  disseminated,  so  they  talk 
about  how  expensive  it  was  up-front.  The  true 
stoiy  is  one  of  a  ver\'  iiigh  return  on  investment." 

How  Change  is  Changing 

What  is  die  next  challenge  facing  the  chief 
information  officer?  According  to  Stan  Davis, 


longtime  member  of  the  Harvard  and  Colurji; 
Business  School  faculties  and  author  oiFufy. 
Perfect,  today's  CIO  should  be  planning  to  c  x 
with  a  dramatic  shift  in  the  locus  of  organize 
tional  power:  The  corporate  intranet  is  aire;', 
disseminating  power  from  the  center  (the  C 
toward  the  company  periphery,  individual 


The  Challenging  World  of  a  ChiI 
Information  Officer 


The  job  of  CIO  has  always  been  a  tough  one. 
Today  the  CIO  has  a  new  high  profile  in  the  firnn 
a  growing  strategic  role,  and  a  soaring  budget. 
Everything  depends  on  the  quality  of  the  informati 
system,  and  if  you're  the  CIO  that  means  everyth 
depends  on  you.  This  anonymous  poll  of  corpor; 
chief  information  officers  was  conducted  at  Busim 
Week's  Corporate  Crown  jewels  gathering.  Wireles'*,' 
in-hall  polling  system  provided  to  Business  Weekf 
by  Meridia  Interactive  Information  ServiceiJ". 
Plymouth  Meeting,  PA. 


Am  I  worried  about  my  department's  abiliif 
to  manage  information  across  the  entire 
enterprise? 

I'm  worried:  9iii 
I'm  not  worried:  t' 

Am  I  worried  that  my  information 
management  techniques  may  jeopardize  jl 
the  performance  of  my  company?  jy: 

I'm  worried:  8^ 
I'm  not  worried:  I  w 


Resistance  to  new  uses  of  information 
technology  at  my  company: 

A  thing  of  the  past: 
Only  in  a  few  old-timers: 
Still  a  significant  problem: 


1^. 
43i/' 


I  am  spending  more  money  than  ever  , 
before  on  information  technology: 

Yes:  6?f 

No:  3lj\ 

The  ClO's  role  is  of  strategic  importance: 

Yes:  9: 
No: 

My  CEO  thinks  the  ClO's  role  is  of  strateg 
importance: 
Yes:  7j 
No:  2i 

As  CIO,  my  interface  with  business  unit 
managers  is: 

Excellent:  H 
OK  but  could  be  better:  6( 
A  constant  struggle:  2( 
Little  contact: 
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ployees,  and  consultants.  Next,  says  Davis, 
(wer  will  migrate  out  from  your  intranet  onto 
r  extranet,  and  beyond  the  boundaiy  of  your 
ipany.  Nearly  all  of  today's  organizational 
nge  is  internally  focused.  Within  a  decade 


three-quarters  will  be  inter-organizational." 

This  will  be  an  entirely  new  discipline  of 
change,  driven  —  like  so  much  else  on  today's 
corporate  landscape  —  by  the  advance  of 
information  technology. 


e're  Getting  to  Know  You  ; 


The  key  to 
•tends  <fi  Family 
as  our  back-office 
ichnology." 

jrt  C.  Roberts,  Jr. 

airman, 

CI  Communications 
jrporation 


Database  research 
imulated  the 
unch  of  a  very 
ipular,  very 
I  iccessful  service." 

I  an  J.Jones 

;  :e-president/general 
anager  and  CIO  for 
nsumer  markets,  AT&T 


The  Calling  Circle  That  Changed  The  World 

"Friends  &  Family  was  more  than  a  new  product.  It  was  a  new  approach  to  the 
market,  a  redefinition  of  telemarketing,  customer  service,  credit  management, 
account  management  and  billing.  It  is  a  story  of  technology  and  also  of  fundamental 
organizational  and  operational  change  that  released  the  technology's  power. 

-  Bert  C.  Roberts,  Jr.,  chairman,  MCI  Communications  Corporation 

80-million  Customers,  One-At-a-Time 

"You  need  one  view  of  the  customer.  In  the  old  prod- 
uct-house landscape,  AT&T  had  eight  views  in  isolated 
databases  across  the  company.  We  integrated.  We 
segmented,  and  we  customized  down  to  a  market  size 
of  one." 

-  Ron  J.  Ponder,  executive  vice-president,  AT&T 

"We  analyzed  250  billion  call  records.  We  noticed 
many  short  calls  from  universities  to  homes,  followed 
by  calls  back  to  the  university.  That  stimulated  the 
launch  of  True  Ties  800,  the  personal  I  -800  service 
for  families,  a  very  successful  service." 

-  Alan  G.  Jones,  vice-president/general  manager  and 
CIO  for  consumer  markets,  AT&T 


"Customize  down 
to  a  market  size 
of  one." 

Ron  J.  Ponder 

executive  vice-president, 
AT&T 


Replacing  Cash 

"In  Singapore  you  can  accumulate  loyalty  points  on  your  Smart  Card  and  receive 
discounts  or  free  merchandise.  The  Smart  Card  system  opens  a  world  of  new 
marketing  techniques." 

-Jerry  McElhatton,  president,  global  technology  and  operations,  MasterCard 
International. 

Information  Technology  That  Saves  Lives 

"Many  people  see  five  or  six  different  doctors  who  may  be  unaware  of  all  the 
prescriptions  that  patient  is  taking.  The  (Eli  Lilly)  PCS  database  will  alert  the  doc- 
tor and  pharmacist  if  the  combination  of  drugs  is  dangerous.  We  have  65-million 
people  in  the  PCS  database." 

-  Thomas  Trainer,  vice-president,  information  technology  and  CIO,  Eli  Lilly 
and  Company 


Corporate 
Crown  Jewels 


"We're  still  at 
the  beginning  of 
information 
technology.  The 
opportunities 
facing  us  are 
much  greater 
than  our  achieve- 
ments to  date." 

Max  Hopper 

pnncipal,  Max  D.  Hopper 
Associates,  Inc.,  formerly 
senior  vice-president, 
AMR  Corporation 
(American  Airlines), 
and  chairman. 
The  Sabre  Group 


"The  Smart 
Card  system 
opens  a  world  of 
new  marketing 
techniques." 

jerry  McElhatton 

president,  global 
operations  and 
technology,  MasterCard 
International 
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STRATEGIES 


PAIN  IN 

PLEASANTVILLE 

Reader's  Digest's  scary  story:  Lower  profits,  fewer  readers 


Readei''s  Digest  Association  Inc.'s 
legendary  founder,  DeWitt  Wal- 
lace,   condemned   big  profits. 
Rather  than  adding  to  his  com- 
pany's coffers,  he  preferred  showering 
workers  with  Thanksgiving  turkeys, 
shortened  summer  days,  and  surprise 
raises.  Millions  of  dollars  went  to  chari- 
ties. "The  dead  cany  to  their  gi'aves," 
he  once  said,  "only  that  which  they've 
given  away."  Today,  Wal- 
lace's antiprofit  doctrine  is 
being  I'esurrected  at  Read- 
er's  Digest — but  it  isn't 
quite  what  he  had  in  mind. 

Operating  earnings  at  the 
once-flush  publisher  have 
fallen   for   four  straight 
years,  from  $393.7  miUion  in 
fiscal  1994  to  an  expected 
$251.7  million  before  re- 
structuring charges  in  fiscal 
1997  on  $2.9  bilhon  in  esti- 
mated sales.  The  staff  has  SCHADT:  Sha reholders 
been  cut  by  20%,  to  6,000.  are  wary  of  the  CEO's 
The  company's  market  value  turyiaround  plan 
has  been  halved  during  a 
bull  market.  The  slide  is  slashing  the 


budgets  of  the  two  nonprofit  fimds  that 
control  most  of  Reader's  Digest's  voting 
stock.  Even  ceo  James  R  Schadt,  58, 
may  lose  his  $600,000  bonus,  along  with 
his  taste  for  interviews.  He  refused  re- 
peated requests  for  comment.  "It's  a 
disaster,"  says  Marion  Kessler,  a  port- 
folio manager  at  Crabbe-Huson  Group 
Inc.,  an  mstitutional  owner  of  1.5  million 
shares.  "Reader's  Digest  is  one  of  the 
gi-eatest  ft-anchises  in  the  world  and  it's 
being  run  into  the  gi'ound." 
"MORIBUND."  Seventy-five  years  after 
Wallace  and  Ills  wife,  Lila,  started  Read- 
er's Digest  with  $600  in  cash,  the  king 
of  condensed  books  is  struggling  to  mail 
out  its  feel-good  messages  profitably. 
Its  flagship  magazine  is  still  the  most 
popular  publication  on  the  planet,  but 
aging  readers  and  intense  competition 
mean  Reader's  Digest  must  add  5  mil- 
lion new  readers  annually  just  to  main- 
tain its  circulation  of  27.5  million.  It's  "a 
case  of  diminished  geriatric  returns," 


says  Ivan  Obolensky  of  Shields  &  Co. 
"This  is  a  moribund  company." 

For  most  of  its  history,  Reader's  Di- 
gest was  a  prosperous  private  company. 
So  investors  eagerly  snapped  up  an  of- 
fering of  nonvoting  shares  in  1990,  as 
former  ceo  George  V.  Grune  built  on 
the  world-famous  brand,  targeting  mag- 
azine readers  with  offers  for  specialty 
magazines,  books,  audiocassettes,  and 
videos,  using  sweepstakes  as 
a  lure.  Although  the  maga- 
zine only  accoimted  for  about 
25%  of  the  company's  rev- 
enues, it  was  used  as  a 
"front  door"  to  the  books- 
and-entertainment  unit, 
which  pulled  in  the  bulk  of 
sales  and  profits. 

At  first,  it  worked.  From 
1990  to  1993,  operating  eara- 
ings  shot  fi-om  $240  million 
to  $352.7  million,  while  rev- 
enues went  from  $2  billion  to 
$2.9  billion.  But  customers 
soon  complained  of  being 
bombarded  with  junk  mail 
and  grew  tii-ed  of  not  winning  the  sweep- 
stakes. In  1994,  sales  fell  to  $2.8  billion. 
In  early  1994,  Giiine  and  then-Chief  Op- 
erating Officer  Schadt— who  would  take 
the  top  job  in  Augaist — annoimced  a  fix-it 
plan.  To  win  back  disgiimtled  customers, 
they  cut  mailings,  sweepstakes,  and 
prices,  and  they  beefed  up  customer  ser- 
vice. They  also  slashed  jobs. 

READER'S  DIGESrS 
SAGGING  EARNINGS... 


But  they  still  needed  new  I'eaderhSi 
the  duo  took  a  longer-temi  \iew.  Thaui 
eluded  pushing  into  one  imtapped  ma;e 
a  year,  buying  magazines  that  appee 
to  a  younger  crowd,  and  signing  jn 
ventures  with  the  likes  of  Avon,  M 
soft,  and  Meredith,  pubhsher  of  L(. 
Home  Journal.  Avon  would  sell  m 
zines  with  makeup,  Meredith  would 
younger  readers,  and  Microsoft  w 
create  cd-roms  on  eveiything  from  li 
improvement  to  gardening. 

So  far,  the  new  strategies  have 
little  effect.  In  two  years,  almost  e- 
unit — from  magazines  in  Asia  to  mus 
Eui'ope — has  seen  sales  fall.  What  \ 
wi'ong?  In  pubhc  statements,  the  ( 
pany  blamed  outside  forces — ri 
newsprint  prices,  for  example,  and  \ 
economies  in  Em*ope,  where  it  dei 
45%  of  its  revenues.  Analysts  an( 
vestors  say  Reader's  Digest  didn't  , 
to  a  changing  world,  hasn't  exploitei 
vast  database — one  of  the  world's  1 
with  infoiTnation  on  100  million  peo] 
and  that  its  premise  of  selhng  book 
mail  is  outdated.  Complicating  mai 
was  a  wave  of  more  than  two  dozei 
nior-level  departures  coinciding  ■ 
Schadt's  rise  to  power.  "It  became 
possible  to  execute  the  plan  withou 
these  people,"  says  a  former  exec. 
MORALE  CRISIS.  The  most  devast;i 
loss,  say  investors  and  ex-emplo\ 
was  that  of  Ken  Gordon,  who  had  li 
the  company's  Eiu'opean  operations  m 
was  considered  a  CEO  candidate,  i.1 
though  he  was  named  coo  m  1995  n! 
named  to  the  company's  board,  he 
denly  retired  in  June,  1996,  at  agt 
People  who  worked  with  Gordon 
Schadt  say  they  were  bitterly  div 
over  how  to  cany  out  the  strategy. 
don  says  simply:  "The  company  is  g' 
tlu'ough  a  major  change,  and  it's  i: 
moi'e  difficult  than  anybody  anticipai 

Morale  went  through  the  floor, 
only  were  top  executives  leaving  ii 
the  company  was  also  losing  som  ' 
its  best  midlevel  workers  to  a  vc 

...HAVE  INVESTORS  IN 
SEARCH  OF  A  NEW  STORY 


■94  '95 
A  MILLIONS  OF  OOLWRS 


■97* 
—  EST.  — 
•BEFORE  RESTRUCTURING  CHARGES 


JUNE  30.  ^94 
▲  PERCENT 
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early-retirement  plan. 

e   remaining  began 

ing  longer  and  losing 

5,  like  the  bus  ride  to 
headquarters  in  the  posh  Westch- 

■  community  of  Chappaqua,  N.  Y. 
company  uses  the  neighboring 
of  Pleasantville  for  its  official  ad- 

;.)  "It  was  such  a  generous  place  to 

:,"  says  Kessler.  "Now  it's  like  the 

of  the  world." 

though  investors  have  been  hit 
by  the  troubles,  their  lack  of  vot- 
hares  means  it's  hard  to  press  for 
ge.  After  Wallace's  death,  he  left 
of  the  company's  voting  rights  to 
charities,  the  DeWitt  Wallace  Read- 
!  Digest  Fund  and  the  Lila  Wallace 
!  ler's  Digest  Fund.  Most  of  the  rest 
j  ild  by  an  employee  stock  owner- 
plan  and  former  executives, 
s  a  tight-knit  gi'oup.  Many  of  the 
3'  board  members  also  sit  on  the 
)any  board,  including  the  funds' 
ident  M.  Christine  DeVita,  Reader's 
it's  general  counsel  Melvin  R.  Laird, 
Chase  Manhattan  Bank  ceo  Walter 
hipley.  Ex-CEO  Gr-une  has  chaired 
unds'  board  since  1984.  "Tliis  is  the 
st  relationship  between  a  coiporation 
its  investors  I've  ever  seen,"  says 
Monks  of  LENS,  an  activist  investor 
"It  will  make  it  impossible  for  the 
)any  to  turn  around."  The  company 
these  relationships  have  been  fully 
)sed.  Board  members  wouldn't  com- 


ment on  the  structures. 
The  setup  has  kept  Monks  and  other 
shai'eholder  activists  at  bay.  "I  examined 
investing,  but  came  to  the  conclusion 
that  there's  nothing  we  can  do,"  he  says. 
Michael  Price,  chief  executive  of 
Franklin  Mutual  Fund  Advisoi's,  agrees. 
He  was  the  prime  suspect  when  the 
volume  of  Reader's  Digest  shares  sky- 
rocketed in  May,  but  he  says  he  was 
golfing  that  day  and  has  no  interest. 
"It's  being  run  poorly,"  he  says,  "and 
there's  nothing  anybody  but  the  funds 
and  the  board  can  do." 
HOT  LIST.  Some  on  Wall  Street  think 
the  company's  slide  is  beginning  to 
erode  the  solidarity  between  the  board 
and  the  funds.  The  falling  stock  has  re- 
duced the  assets  of  the  fimds  from  $1.2 
billion  in  1995  to  $906  million  last  year, 
forcing  them  to  reduce  their  giving  and 
to  search  for  new  money.  "My  sense  is 
there's  a  lot  of  heat  building  behind  the 
scenes,"  says  analyst  Doug  Ailhur  of 
Morgan  Stanley  Dean  Witter  Co.  With 
only  $150  million  in  cash  left,  down  from 
$800  million  three  years  ago,  investors 
say  the  juicy  $180  million  annual  divi- 
dend— of  which  the  fimd  gets  22.% — is  in 
jeopardy  and  could  be  cut  in  a  mid-July 


meeting.  But  that  could  tank  the 
stock.  Says  Obolensky:  "The  only  thing 
that  props  up  the  stock  is  the  dividend." 

Schadt  is  asking  for  patience  once 
again.  In  April,  he  announced  that  he 
would  invest  up  to  $400  million  in  non- 
mail  marketing  such  as  catalogs,  televi- 
sion, the  Internet,  and  door-to-cloor  sales, 
and  lower  piices  fiuther  Readei-'s  Digest 
will  expand  further  overseas  and  buy 
more  magazines.  The  result,  he  vows, 
will  be  high-single-digit  sales  growth 
and  operating  profit  growth  of  about 
10% — eventually.  "We're  managing  for 
long-term  gi'owth,  not  short-term  prof- 
its," says  director  William  J.  White, 
chairman  of  Bell  &  Howell  Co. 

Shai'eholders  are  skeptical.  The  stock 
plunged  11%  after  the  announcement, 
and  Kessler  of  Crabbe  Huson  called  a 
top  Reader's  Digest  exec.  "I  said,  'What 
makes  you  think  you're  not  throwing 
good  money  after  bad?' "  The  stock  now 
trades  at  about  28i^,  down  29%  li'om  last 
January's  high  of  40'/.  But  not  every- 
body has  lost  faith.  There  are  the  mys- 
tery investors,  not  to  mention  some  ex- 
ecs who  are  buying  stock.  If  all  else 
fails,  there's  always  the  multimillion-dol- 
lar art  collection  and  the  vaunted  data- 
base, which,  says  analyst  Peter  Appeil 
of  Alex.  Brown  &  Sons,  "would  be  piice- 
less  to  everyone  fi-om  Rupert  Murdoch 
to  Bill  Gates."  Along  with  vanishing 
profits,  these,  ironically,  are  about  the 
only  remnants  the  Wallaces  left  behind. 
Bxj  I.  Jeanne  Dugan  in  New  York 
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Information  Processing 


COMPUTERS 


CAN  THIS  MAN 
REV  UP  DIGITAL? 

Marketing  whiz  Bruce  Claflin  has  to  fire  up  sales-fast 


Bruce  L.  Claflin  has  spent  the  past 
18  months  battling  to  tiun  around 
Digital  Equipment  Coi'p.'s  per- 
sonal-computer business.  He  did. 
Then  his  boss,  ceo  Robert  B.  Palmer, 
went  and  sued  Intel  Corp.,  charging 
that  the  chipmaker  had  stolen  pieces  of 
Digital's  patented  Alpha  cliip  technology. 
Claflin's  problem?  Intel 
supplies  the  chips  inside 
85%  of  the  world's  PC:s, 
including  $2  billion 
worth  sold  by  Digital. 

Now  what?  Claflin  is 
charging  full  steam 
ahead,  hassles  or  no 
with  Intel.  In  the  days 
following  Digital's  suit, 
he  began  calling  big  cus- 
tomers to  explain  the 
company's  position  and 
calm  any  jitters.  "But  I 
found  it  alarmed  them 
more  than  reassured 
them,"  he  says.  Now 
he's  explaining  only 
when  asked  and  making 
it  clear  that  Digital  will 
continue  to  hawk  Intel 
products — even  though 
the  cliip  giant  has  hinted 
that  it  might  cut  off 
supplies.  "Intel's  strate- 
gy is  to  try  and  cause 
us  harm  in  the  market- 
place," Claflin  says.  "Su 
we  need  to  step  up  oui' 
efforts." 

And  fast.  Palmer 
thinks  that  Claflin — a  22- 
year  veteran  of  IBM  and  the  marketer 
behind  the  wildly  popular  IBM  ThinkPad 
laptop  PC — is  up  to  that  challenge  and 
more.  On  July  1,  Claflin,  46,  became  the 
executive  with  res])onsibility  for  the 
largest  chunk  of  Digital's  revenues,  tak- 
ing over  as  senior  vice-president  of  a 
new  mai'keting  and  sales  oi'ganization 
that  must  now  do  more  with  less.  Over 
the  past  three  years,  the  sales  gi-oup 
has  been  slashed  nearly  in  half,  to  .5,600 
people,  wliile  the  pressure  has  mounted 


to  boost  Digital's  revenue  growth  be- 
yond its  anemic  4.5%  rate.  Palmer  is 
banking  that  Claflin's  knack  in  PCs — he 
tui'ned  in  profits  despite  a  7%  dip  in 
sales — can  work  elsewhere  at  Digital. 
"Bi'uce  delivered  a  profit  and  exceeded 
aO  his  goals,"  says  Palmer.  "That's  an  ex- 
ample of  better  execution." 


And  that's  what  Digital  liadly  needs. 
Claflin's  fii'st  mission  is  to  igrute  sales  of 
both  Intel-  and  Alpha-based  computers. 
His  plan:  get  Digital's  fragmented  busi- 
ness units  to  line  up  behind  a  single  ef- 
fort to  push  computer  hardware  and 
services  tied  to  Windows  NT,  Microsoft 
Corp.'s  fast-selling  operating  system  for 
coiporations.  He  says  he'll  do  that  by  fo- 
cusing on  vertical  markets — telecom- 
mimications  fii-st — and  stressing  a  line  of 
computers  stretching  from  PCs  to  main- 


frames that  can  run  any  NT-compabli 
program  off  the  shelf. 

Ti-ouble  is,  Compaq  Computer  t^r] 
has  the  same  idea.  On  June  23,  tl  pi 
giant  made  a  $3  billion  offer  tore 
computer  maker  Tandem  Compie- 
Inc.,  which  builds  large-scale  conr 
ers.  By  now.  Digital  should  ha\  e 
way  out  ahead.  It  jumped  on  tli 
bandwagon  eai'ly — ^too  eaiiy,  as  it  ti 
out.  Microsoft's  operating  system  i 
ed  an  overhaul  before  corporate ' 
tomers  were  enthused,  and  Digital 
forts  to  link  its  Alpha  computers  i 
never  produced  explosive  sales. 
NT  is  taking  off,  and  Palmer  is  cou 
on  Claflin  to  make  up  lost  grq 
"Claflin  has  as  good  a  shot  as  anyo 
making  a  difference,"  says  Steve| 
Milunovich,  an  analyst  with  Mc 
Stanley  Dean  Witter  Equity  Rese 
"But  it's  late  in  the  game." 


Bruce  L.  C^^^^ 

BORN 

Oct.  10,  1951,  Bryn  Ma\ 

EDUCATiON 

Penn  State  University, 
Political  Science,  19 i 

CAREER 

1973-92  Joins  IBM,  servings 
ety  of  marketing  and  sales  jot 
ing  assistant  to  President  Jol 

1992-95  Heads  IBM's  Th 
business,  moving  up  to  run  jv 
ment  and  marketing  for  a  P 

1995-97  General  Manai. 
Digital's  PC  busines! 

1997-present  Senior  vice-p.i 
and  general  manager  of  woiv 
sales  and  marketing 

OUT  OF  THE  OFFIC 

Avid  sailor 
FAMILY 

Married  24  years  to  Kan. 
Three  children 


T^d  investors  are  gi-owing  impat 
After  an  initial  spike  in  sales  bee 
of  pent-up  demand  to  replace  i 
Digital  computers,  sales  of  the  fla.i 
Alpha  computei's  have  sputtered  fi-i  • 
white-hot  87%-  gTowth  rate  in  1995 
sorry  4%  in  1997.  Now,  the  compai 
facing  mounting  pressure  from  si 
holders,  including  a  proposal  to  i 
the  company  to  consider  buyout  ol 
Claflin  is  feeling  the  heat.  "Befor 
came  to  Digital,  he  didn't  have  to 
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bout  board  issues  and  shareholder 
>s,"  says  Bill  L.  Fairfield,  chief  ex- 
ive  of  Inacom  Corp.,  a  computer 
Her  and  a  friend  for  15  years. 
iv,  he's  directly  exposed." 
16  youngest  of  three  rough-and- 
)le  boys  from  a  middle-class  family 
adnor.  Pa.,  the  former  high  school 
ack  concedes:  "At  one  level,  I'm 
d.  I  don't  want  to  fail.  But  I  love 
challenge." 

laflin  began  testing  himself  at  an 
'  age.  The  summer  before  his  se- 
year  at  Penn  State  University,  he 
;ht  an  old  pickup  and  drove  West, 
;  to  see  whether  I  was  capable  of 
^  things  on  my  own."  He  landed  in 
der,  Colo.,  where  he  worked  in  con- 
?tion  by  day  and  lived  in  his  truck 
ight.  After  a  few  weeks,  he  moved 
)ut  the  tiuck  broke  down  in  Utah, 
he  hopped  freight  trains  for  the  rest 
le  summer,  riding  the  rails  back  to 
1  his  senior  year.  After  that  experi- 
,  Claflin  says,  "I  was  ready  for  a 
;heck.  I  never  wanted  to  live  like 
again." 

■COM  TARGETS.  He  will  no  doubt 
his  paycheck  this  year.  In  the  com- 
nonths,  Claflin  has  to  haminer  home 
message  that  Digital  has  one  cen- 
sus product  line,  from  low-margin 
lines  based  on  Intel  chips  to  higher- 
yin  computer  sei^vers  using  Digital's 
erful  Alpha  microprocessor.  That 
ns  cooixlinating  a  fi'eewheeUng  sales 
In  the  past,  customers  sometimes 
t  with  eight  Digital  reps,  one  for 
business  unit. 

ut  no  more.  To  get  the  sales  force 
)oard,  Claflin  has  come  up  with  a 
nission  stnicture  that  pays  for  "sell- 
all  of  Digital,"  instead  of  skewing 
pensation  to  favor  Alpha  computer 
5.  Insiders  say  Claflin  also  plans  to 
idon  the  current  tactic  of  boosting 
la  sales  by  focusing  on  nine  broad 
ket  segments,  ranging  from  3-D 
puting  to  large  corporate  databases, 
ead,  he  will  launch  industry-specific 
IS  that  will  focus  on  companies  shift- 
to  Windows  NT.  The  telecom  indus- 
is  first  up:  Digital  has  budgeted 
is  to  target  AT&T,  MCI,  the  Baby 
s,  and  their  suppliers, 
laflin  also  is  pushing  Digital  to  be 
e  responsive  to  customer  requests. 

ask  Teriy  Boyd,  manager  of  global 
puting  and  telecom  services  at 
'ont  Co.  He  says  Claflin  delivered 
kly  on  his  promise  to  simplify  Digi- 

global  pricing,  ending  the  patch- 
k  of  prices  in  different  countries 

has  been  a  long-standing  complaint 
ing  big  customers.  "He  seems  to 
:e  things  happen,"  says  Boyd, 
'he  question  now  is  whether  Claflin 
make  things  happen  quickly  enough. 
By  Paul  C.  Judge  in  Boston 


EBBERS:  Chasing  the  industry's  holy  grail  of  one-stop  shopping  for  telecom 


TELECOMMUNICATIONS 


MAKING  WORLDCOM 
LIVE  UP  TO  ITS  NAME 

CEO  Ebbers  is  expanding  its  reach  with  local  and  Net  service 

buy  local  phone  competitor  mfs  Com- 
munications Co.  That  also  gave  World- 
Com a  beachhead  in  cyberspace  through 
uuNet  Technologies  Inc.,  the  Internet 
service  provider  mfs  had  just  bought. 
Today,  WorldCom  boasts  major  local, 
long-distance,  and  Internet  networks, 
something  not  even  at&t  can  yet  claim. 

Now,  Ebbers  has  to  prove  that  he 
can  exploit  the  powerfid  arsenal  he  has 
assembled.  It  won't  be  a  cakewalk. 
When  WorldCom  was  just  selling  long- 


Bemai'd  J.  Ebbers  is  not  your  tyjiical 
telecommunications  pioneer.  He 
doesn't  have  a  cellular  phone  or  a 
pager.  He  doesn't  even  use  E-mail  or 
voice  mail  to  communicate  with  execs  at 
WorldCom  Inc.,  the  $5.6  bilUon  telecom- 
mimications  company  he  heads.  Instead, 
the  55-year-old  president  and  ceo 
spends  a  good  part  of  his  day  walking 
around  the  company's  Jackson  (Miss.) 
headquarters  talking  to  employees. 
"When  you  come  to  the  table  with  a 
PE  [physical  education] 
degree  like  I  do,"  Eb- 
bers jokes,  "you  don't 
know  a  lot  about  the 
technical  stuff." 

Don't  let  the  self- 
deprecating  charm  fool 
you.  In  the  past  12  years,  Ebbers  has 
done  nearly  .50  mergers  and  acquisitions 
to  build  WorldCom  into  the  fourth- 
largest  long-distance  company  in  the 
U.  S.  Revenues  are  expected  to  gi'ow 
30%  this  year,  to  .$7.3  biUion,  with  earn- 
ings of  $350  million.  His  boldest  move: 
last  year's  $12.5  billion  stock  deal  to 


WISE  PLAY? 


to  battle 
Wireless 


WorldCom  is  going 
absent  one  big  weapon: 
communications 

cUstance  service,  it  could  rely  on  a  sim- 
ple sales  pitch:  Its  prices  are  often  15% 
below  that  of  its  rivals.  But  now,  it  has 
the  more  complicated  task  of  selhng  in- 
tegi'ated  local,  long-distance,  and  Net 
services  to  smaU  and  medium-size  cor- 
porations. That  requires  building  a  far 
more  soDhisticated  sales  force  than  the 
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one  it  has.  "They've  done  the  deals," 
says  Mark  Kastan,  a  vice-president  with 
Menill  Lynch  &  Co.  "Now  they  have  to 
make  them  pay." 

At  the  same  time,  WorldCom  is  going 
into  battle  absent  one  big  weapon:  wii'e- 
less  communications.  Ebbers  insists  that 
corporations  don't  need  cellular  phones 
jmckaged  with  their  other  services,  but 
rivals  disagree.  "They're  beginning  to 
put  together  some  of  the  pieces,  but 
there  are  big  holes,"  says  Daniel 
Schulman,  at&t's  vice-president  for 
strategy  and  local  marketing. 
"They're  missing  a  key  ingi'edient 
called  wireless." 

Nonsense,  says  Ebbers.  What  he 
believes  will  be  important  in  the  fu- 
ture is  owning  a  chunk  of  the  tele- 
phone and  Internet  infrastructure. 
So  he's  focusing  on  expanding  the 
reach  of  WorldCom's  networks. 
Ebbers  is  overseeing  a  massive 
building  spree,  shelHng  out  $2.5  bil- 
lion this  year — up  ft'om  $1.6  billion 
in  1996 — on  voice  and  data  networks 
in  the  U.  S.  and  Europe,  including 
$350  million  to  expand  the  company's 
Internet  presence.  That's  about  34% 
of  expected  revenue  this  year  vs. 
some  11%  and  20%'  for  at&t  and 
MCI,  respectively. 

HIGH  SCHOOL  COACH.  Ebbers'  early 
years  hardly  marked  him  as  a  tele- 
com fb'ebrand.  Raised  in  Edmonton, 
Alberta,  he  landed  a  basketball  schol- 
arship at  Mississippi  College  where 
he  eamed  his  pe  degi-ee.  He  coached 
high  school  teams  for  just  one  year 
before  his  entrepreneurial  spirit  sui'- 
faced  in  1974  and  he  bought  into  a 
Mississij)pi  hotel.  After  building  up  a 
chain  of  hotels — he  still  has  invest- 
ments in  some  properties — Ebbers 
and  a  group  of  investors  started 
long-distance  company  ldds  in  1983. 
Because  of  his  business  backgi-ound, 
the  board  asked  Ebbers  to  take  over 
as  president  two  years  later  when 
the  company  was  stumbling.  He 
quickly  began  gobbling  up  smaller 
long-distance  players. 

Ebbers'  focus  on  long  distance 
worked  until  passage  of  the  Telecom- 
munications Act  of  1996.  In  the  newly 
deregulated  era,  it  was  clear  the  long- 
distance market  would  only  gTow  more 
crowded  as  such  upstai'ts  as  Denver- 
based  Qwest  Communications  Interna- 
tional Inc.  built  new  networks  and  Baby 
Bells  moved  into  the  long-distance  tuif. 
Ebbers  decided  to  go  aftei'  what  has 
become  the  industry's  holy  grail:  offering 
customers  "one-stop  shopping"  foi'  all 
their  telecom  services. 

So  WorldCom,  which  changed  its 
name  ft'om  ldds  WorldCom  eariier  this 
year,  looked  to  expand  beyond  offering 
long-distance  voice  and  data.  Ebbers 


landed  mfs,  which  gave  WoiidCom  first- 
class  local  networks — now  up  and  run- 
ning in  41  U.S.  cities — and  a  national 
Internet  backbone. 

But  for  all  those  pluses,  the  mfs  deal 
also  forced  Ebbers  to  break  a  rule  in 
his  M&A  playbook.  While  he  had 
promised  investors  that  all  acquisitions 
would  add  to  WorldCom's  bottom  line, 
the  MFS  transaction  diluted  earnings. 
MFS  was  still  operating  at  a  loss,  and 


Moving  into  the  Big  Leagues 

mMFS 


DECEMBER,  1996 

Acquires  local  phone 

competitor  MFS  Communications  in  a  $12.5 
billion  stock  transaction.  The  deal  also  gives 
WorldCom  a  stake  in  cyberspace  via  Internet 
provider  UUNET  Technologies,  which  had  just 
been  bought  by  MFS. 

JANUARY^  1995 

Pays  $2.5  billion  in  cash  for  Williams 
Telecommunications  Group,  giving 
the  company  an  11,000-mile  network 
of  fiber-optic  and  wireless  facilities 
and  a  big  business  supplying 
capacity  to  other  long- 
distance carriers.  ^/VIIjIIEIL 

DECEMBER,  1994 

Lands  a  $900  million  stock 
swap  merger  with  IDB  Com- 
munications Group,  a  long- 
distance and  satellite  company.  This  gives 
WorldCom  undersea  cable  capacity,  as  well  as 
networks  in  Germany  and  Britain. 

SEPTEMBER,  1993 

Strikes  a  three-way,  $1.2 
billion  merger  with  John  Kluge's  Metromedia 
Communications  and  Resurgens  Communica- 
tions Group,  adding  major  long-distance 
capacity  in  the  Northeast  U.S.  and  California. 

DATA:  COMPANY  REPORTS 

amortizing  goodwill  from  the  deal  will 
cost  about  $440  million  annually  for  the 
next  five  years.  That  sent  earnings  in 
the  first  quarter,  ended  Mar.  31,  down 
50%,  to  $43  million.  "I  swallowed  deep, 
ducked  my  head,  and  did  the  deal," 
says  Ebbers. 

Despite  the  financial  liit  fi'om  the  mfs 
acquisition,  WoildCom  has  remained  a 
Wall  Street  darling.  The  company's  an- 
nual report  boasts  that  $100  invested 
in  WorldCom  stock  at  the  end  of  1989 
was  worth  .$2,214  at  the  end  of  1996, 
vs.  $162  for  AT&T  investors  and  $151  for 
MCI  Communications  Corp.  sharehold- 
ers. The  stock,  now  around  $32,  is  up 
20%  so  fai-  this  year.  "Om-  goal  is  not  to 


captiu'e  market  shai-e  or  be  gloha'jsa 
Ebbers.  "Our  goal  is  to  be  theNo 
stock  on  Wall  Street." 

To  keep  that  stock  price  roc|tii 
skyward,  Ebbers  has  to  make  thjM 
deal  pay  off  quickly.  UBS  Securiti(|i  l 
analyst   Linda   B.   Meltzer  e>^c 
Worldcom  will  save  $350  millioft' 
year  by  combining  the  network 
operations  of  the  three  companie 
estimates  the  total  cost  savings: 
the  next  five  years  could  tojii 
milHon.  \ 
Longer  teiTO,  the  real  challc: 
to  translate  the  company's  ik  I 
base  into  big  revenue  gai)i-.  \ 
Com  is  targeting  small  and  u 
coiporations,  hoping  to  pi'o\  iil( 
with  a  complete  fist  of  telecdi 
vices.  In  June,  the  company 
selling  a  package  that  inchuli-.- 
distance,  local,  and  Internet  - 
in  28  cities.  The  offering  will  ej, 
to  46  cities  by  yearend. 

But  don't  expect  WorldC(r 
spend  much  time  wooing  tii 
corporate  multinational  custi 
Competition  from  big  teleeuni 
ers  makes  that  end  of  the  in 
hotly  contested,  and  mai'uiii 
thin.  Still,  Ebbers  plans  to  cm 
WorldCom's  growth.  While  Ik 
not  think  the  company  needs  a 
less  partner  for  now,  he's  no 
ing  out  future  long-distance 
cal  acquisitions.  And  Ebbers 
no  need  to  pursue  a  global  all 
Wliile  MCI  is  selling  out  to  I 
Telecommunications  and  both 
and  Sprint  have  global  allii( 
WorldCom  is  building  a  net' 
worldwide,  largely  on  its  own. 
FOR  SALE  SIGN?  Many  compe* 
and  industry  pros,  however, 
it's  only  a  matter  of  time  bt. 
WorldCom  finds  an  internally 
dance  partner.  Expeits  point  t ' 
Corp.  and  Cable  &  Wireless 
WorldCom  already  is  teamii  > 
with  Cable  &  Wireless  in  contT 
tion  of  a  transatlantic  cable.  "1 
tually,  this  industiy  will  conso  j 
into  three  or  four  integrated  pla;a' 
says  John  E.  Lathrop,  an  analysts 
Boston-based  Massachusetts  Fin; 
Services  Co.,  one  of  WorldCom's  It^i 
shareholders. 

For  his  part,  Ebbers,  who  own:' 
million  WorldCom  shares,  worth 
million,  says  that  his  company  m. 
too  big  for  most  players  to  sw; 
WorldCom's  market  capitalizatii 
some  $30  billion.  But  he  doesn'tri 
out  a  sale  if  the  price  is  right.  ' 

For  now,  though,  Ebbers  must  ](0 
he's  as  good  at  managing  a  global /u. 
ness  as  he  has  been  at  building  oi. 

By  Amy  Baireti  hi  Washington.' 
Peter  Elstroni  in  New  York 
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jeyelopments  to  Watch 


TED  BY  OTIS  PORT 


ROBOT  ROLLS  ON  THE  RED  PLANET 


JULY  4TH,  AS  INDEPEN- 

nce  Day  parades  were 
nding  down  on  the  East 
ast,  NASA's  Pathfinder 
jbe  was  heading  for  a 
iding  on  Mars  in  the  Ares 
His,  an  ancient  floodplain. 
e  $200  million  vehicle, 
inched  last  December, 
iS  set  to  become  the  first 
acecraft  to  touch  down  on 
i  Red  Planet  since  two 
king  probes  landed  there 
1976.  It  won't  be  the  last. 
NASA  has  a  whole  series 
Mars  missions  in  the 
irks,  including  a  satellite 
e  to  anive  in  September, 
e  program  stretches 
•ough  2005.  That's  when 
entists  may  finally  get 
;ir  hands  on  the  first 
;ks  fi"om  another  planet — 
lich  could  settle  the  issue 
whether  there  is,  or  ever 
s  been,  fife  on  Mars.  The 
idings  coming  up  in  1998 
d  1999  were  planned  be- 
•e  last  summer's  claim 
it  microfossils  had  been 
jnd  in  Martian  meteorites. 


so  those  probes  won't  collect 
rocks.  The  missions  sched- 
uled for  2001  and  2003  will, 
but  NASA  doesn't  plan  to  fly 
the  rocks  back  right  away. 

Pathfinder's  timetable 
called  for  it  to  gi-eet  the 
Martian  sunrise  at  5 
p.m.  EDT  July  4  by 
blinking  open  its  two 
eyes — dual  camera  lens- 
es for  taking  3-D  pic- 
tures— and  hunting  for 
the  sun.  Then  it  can 
orient  its  antenna  prop- 
erly for  communications 
with  Earth.  After  mis- 
sion controllers  ran 
checks  on  Pathfinder's 
systems,  they  planned 
to  tell  Sojourner,  a  file- 
drawer-size  robot  vehi- 
cle, to  get  its  six 
wheels  rolling  and  tiy 
the  Martian  soil.  If  all  went 
according  to  plan,  the  fii'st 
pictures  were  slated  to  be 
on  TV  around  8  p.m. 

The  Pathfinder  landei-  is 
mainly  an  automated  weath- 
er station.  It  was  to  sample 


the  Martian  atmosphere  on 
the  way  down,  then  take 
regular  readings  in  coming- 
weeks  of  wind  speed  and  di- 
rection vdth  a  small  wind 
sock.  Airborne  dust  will  also 
be  measured,  and  the  camera 
will  track  clouds  and  analyze 
humidity,  using  special  fil- 


ters sensitive  to  water  vapor. 

Other  filters  will  snap 
over  the  twin  lenses  to  peer 
beneath  the  skin  of  Martian 
rock  outci'oppings — satellite 
remote-sensing  technology 
brought  down  to  the  sur- 


face. This  viill  help  scientists 
decide  where  to  send  So- 
journer. The  wheeled  robot 
carries  an  alpha-proton  X- 
ray  spectrometer  (apxs) 
that  can  detect  even  trace 
amounts  of  minerals  and 
other  elements,  including 
carbon  and  oxygen.  The 
APXS  bombards  a  rock  or 
patch  of  soil  with  alpha  par- 
ticles, generating  X-ray  and 
proton  emissions  that  reveal 
chemical  composition. 

All  this  technology  stems 
from  a  far-flung  intei'nation- 
al  collaboration.  For  exam- 
ple. Pathfinder's  $6  milhon 
camera  system  was  devel- 
i  iped  by  a  team  of  40-odd 
LI.  S.,  German,  and  Danish 
scientists  headed  by  Peter 
H.  Smith  at  the  University 
of  Arizona's  Lunar  &  Plane- 
tary Laboratory.  "Light,"  he 
says,  "just  turns  me  on." 

Smith,  an  optics  expert,  is 
now  working  on  a  micro- 
scope camera  for  Sojourner's 
successor.  It  should  fui'nish 
more  clues  to  help  unlock 
the  secrets  of  our  mysteri- 
ous red  neighbor. 


S SPACECRAFT 
rS  THERE 
)NEPiECE 

1990,    THE  PENTAGON 

id  for  a  reusable  space- 
that  could  climb  into 
t  in  one  piece,  without 
)wing  off  expensive 
iter  rockets  on  the  way 
This  single-stage-to-orbit 
0)  approach  would  help 
:eships  operate  more  like 
lanes  and  slash  the  costs 
)utting  payloads  into 
t— to  less  than  $1,000  a 
id,  or  a  fraction  of  the 
;e  shuttle's  $12,500  per- 
nd  costs. 

y  1995,  McDonnell  Dou- 
Cori3.  was  flying  the  DC- 
prototype  of  a  craft  that 

led  on  its  tail.  After  a 


dozen  low-altitude  flights, 
NASA  took  ovei'  the  program 
last  year  and  rejected  the 
DC-X.  For  the  next-genera- 
tion SSTO,  dubbed  X-33,  nasa 
picked  Lockheed  Martin 
Corp.'s  "lifting  body"  design, 
or  flying  wedge.  It  was  a 
gamble.  Lockheed  proposed 
using  a  radically  different 
"aerospike"  engine.  The  name 
stems  fi"om  a  nail-shaped  plug 
in  the  rocket's  tail  that  im- 


proves efficiency  by 
compensating  for 
changes  in  outside  ah' 
pressure  as  the  rock- 
et climbs  through  the 
atmosphere. 

The  aerospike  en- 
L;ine  was  developed  in 
the  1960s  by  Rocket- 
dyne,  but  NASA  then 
rejected  it  as  risky 
technology.  So  an 
aerospike  rocket  has  never 
flown.  Lockheed  plans  to 
change  that  next  month.  A 
scale-model  aerospike  will 
take  to  the  aii'  for  the  fii'st 
time,  mounted  on  an  SR-71 
jet.  Meanwhile,  Lockheed 
says  the  X-33's  maiden  flight, 
originally  set  for  January, 
1999,  will  slip  a  couple  of 
months,  into  springtime.  The 
flight  tests  should  still  end  on 
schedule,  however 


INNOVATIONS 


■  After  problems  with  its  H- 
2  rocket,  Japan's  space  pro- 
gTam  got  back  on  track  last 
Febniary  when  the  new  M-5 
booster  put  the  Halca  science 
satellite  into  orbit.  Now, 
Japan's  Institute  of  Space  & 
Astronautical  Science  is  get- 
ting ready  for  its  own  mis- 
sion to  Mars.  Next  year,  it 
plans  to  place  a  satellite 
called  Planet-B  in  orbit 
around  the  Red  Planet. 

■  Stardust  is  the  fanciful 
name  for  a  nasa  mission  that 
will  rendezvous  in  2004  with 
Comet  Wild-2,  some  250  mil- 
lion miles  from  earth.  The 
probe  won't  really  collect 
Stardust,  but  it  will  bring 
home  dust  from  the  comet's 
tail — some  of  the  oldest  mat- 
ter in  the  universe — in  2006. 
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An  anniversary  gala  will  be  held  the 
week  ot  July  7-13  at  the  1  Ournament 
Players  Club  ot  Michigan,  where 
Raymond  Floyd  defends  his 
title  in  the  FORD  SENIOR  ^ 
PLAYERS  Championship. 

The  tournament,  which 
attracts  the  strongest  field  ot 


SENIOR  PLAYERS 


the  Senior  PGA  TOUR  season,  Q 
tirst  was  played  15  years  ago  - 
in  1983  -  at  Canterbury  Golf  Club 
in  Cleveland.  iMiller  Barber  won  the 
inaugural  by  one  stroke  over  Gene 
Littler,  earning  the  then-princely 
sum  of  $40,000  from  the  $250,000 
purse.  By  cf)ntrast,  this  year's  field  is 
competing  tor  a  $1.8  millicm  purse, 
the  largest  in  Senior  TOLTR  history, 
and  a  $270,000  first  prize. 

Seventy-eight  players  will  comprise 
the  field  for  die  1997  FORD  SENIOR 
PLAYERS  Championship.  In  1983, 
in  what  was  the  fourth  year  of  the  still- 
developing  Senior 'FOUR,  the  number 


HAMPIONSHI 


was  50.  The  depth  and  quality  of  the 
field,  as  well  as  the  level  of  competi- 
tion, has  grown  markedly  over  the  past 
15  years. 

Participants  earn  entry  into  the 
FORD  SENIOR  PLAYERS  Champi- 
onship on  the  basis  of  points  accumu- 
lated through  the  preceding  event, 
which  is  the  Kroger  Senicjr  Classic. 
The  competition  to  gain  admission  to 
this  prestigious  Senior  TOLIR  event 
has  become  increasingly  keen. 

Last  year,  Floyd  won  his  third 
senior  major  championship  by  two 


strokes  over  Hale  Irwin.  He  shart 
the  second-round  lead  with  Irwin  " 
John  Bland,  then  moved  in  front  t- 
stay  with  a  7-under-par  65  that  ga 
i;^^   him  a  four-stroke  lead  throi 
54  holes.  A  closing  73  was  g 
enough  for  his  final  margin 
  victory. 

p  "The  thing  that  surprise 
®  me  was  the  scores,"  Floyd  s 
following  his  win.  "I  would  never 
have  believed  you  if  you'd  told  mt 
that  two  guys  would  be  under  par  i 
double  figures  on  this  golf  course. 
It  just  shows  the  caliber  of  play  or 
the  Senior  FOUR." 

I  hrough  June  8,  the  54-year- 
old  Floyd  had  earned  13  Senior  TC  ji 
victories,  including  the  1994Traditin 
and  1995  PGA  Seniors'  Champi- 
onships. He  also  counts  the  1976 
Masters,  1969  and  1981  PGAChan«- 
onships  and  the  1986  U.S.  Open  rit 
anionic  22  PGA  TOUR  victories. 


SPECtAL      ADVERTISING  SECTION 


successful  defense  at  the  TPC  of 
ligan,  located  in  the  Detroit  suburb 
earborn,  would  move  Floyd  into 

1  exclusive  company.  Only  Arnold 
ler  (1984-85)  and  Dave  Stockton 

2  and  1 994)  have  won  two  FORD 
nOR  PLAYERS  Championships. 
This  is  a  special  week  on  the 

or  TOUR,"  said  PGA  TOUR 
imissioner  Tim  Finchem.  "As 
i  PLAYERS  Championship 
lally  attracts  the  strongest  field  in 

the  FORD  SENIOR  PLAYERS 
mpionship  features  the  best  field 
le  Senior  TOUR  season. 
\  victory  in  the  FORD  SENIOR 
.YERS  Championship  is  some- 
T  in  which  the  winner  takes  great 
a,"  Finchem  added.  "We  also  take 
t  pride  in  our  association  with 
I,  which  became  tournament  spon- 
n  1993,  and  in  the  fact  that  $2.8 
on  has  been  distributed  through 
:^ORD  SENIOR  PLAYERS  ^ 
mpionship  to  Michigan  charities." 
our  years  at  Canterbury  conclud- 
ith  a  Chi  Chi  Rodriguez  victory 
,e  1986  FORD  SENIOR  PLAY- 

Championship.  The  next  three 
naments  were  played  in  Ponte 
ra  Beach,  EL,  near  PGA  TOUR 
dquarters.  The  winners  were 
/  Player  at  Sawgrass  Country 
)  (1987),  followed  by  Billy  Casper 
Orville  Moody  at  the  TPC  at 
jrass  (Valley  Course). 
1  1990,  TPC  of  Michigan  course 
jner  Jack  Nicklaus  set  the  stan- 

by  which  all  subsequent  FORD 
nOR  PLAYERS  Championship 
icipants  have  been  measured:  an 
zing  27-under-par  261,  the  lowest 
lole  score  in  Senior  TOLIR  histo- 
!ut  Nicklaus  established  his  record 
earborn  Country  Club.  That  was 
3nly  time  the  tournament  was 
ed  at  that  facility,  the  year  before 
love  to  the  6,876-yard,  par-72 
mament  Players  Club, 
ormer  club  professional  Jim  Albus 
a  surprise  winner  of  the  TPC 
lichigan  inaugural  in  1991.  Jim 
•)ert,  Senior  TOUR  Player  of  the 
•for  1995  and  1996,  andJ.C. 
<\d  each  earned  their  first  senior 
or  titles  at  the  FORD  SENIOR 
'\YERS  Championship.  Colbert 
'the  winner  in  1993,  Snead  in  1995. 
The  land  on  which  the  TPC  of 
ihigan  sits  was  purchased  in  1915 


FORD  SENIOR  PLAITRS 
Championship  Television  Schedule 


First  Round  of  Competition 
ESPN,  2:00-4:00  p.m.  E 

Friday,  July  1 1 
Second  Round 
ESPN,  2:00-4: 

Saturday,  July  12 
Third  Round  of  Cor 
ABC,  2:30-4:30  p.m.  EDT 

Sunday,  July  13 

Final  Round  of  Competition 

ABC,  4:00-6:00  p.m.  EDT 


by  Henry  Ford,  whose  hometown  was 
Dearborn.  The  TPC],  situated  just 
1 5  minutes  from  downtown  Detroit, 
enjoys  yet  another  unique  distinction: 
it  was  the  second  facility  to  receive  the 
John  James  Audubon  Environmental 
Steward  Award  for  its  efforts  to 
restore  a  previously  degraded  area 
into  a  nationally  significant  model 
of  ecological  restoration. 

The  Tournament  Players  Club  is 
part  of  the  Ford  Motor  Land  Develop- 
ment Corporation's  Pairlane  Complex. 

"The  FORD  SENIOR  PLAYERS 
Championship  is  an  exciting  event  for 
the  Southeast  Michigan  communitx'  to 


participate  in  each  year,"  said  tourna- 
ment chairman  Peter  Pestillo,  Ford's  . 
Executive  Vice  President,  Corporate 
Relations.  "The  Tournament  Players 
Club  sits  in  the  shadow  of  Ford's 
world  headquarters  on  land  purchased 
decades  ago  by  Henry  Ford,  making  it 
a  natural  tie  for  Ford  Motor  Company 
involvement. 

"Through  this  tournament,  Ford 
and  its  employees  have  an  additional 
opportunity  to  help  charities  in  South- 
east Michigan,  as  it  does  in  other 
communities  around  the  world  where 
Ford  does  business,"  Pestillo  continued. 
"Since  1993,  with  Ford  involvement, 
the  tournament  has  experienced 
tremendous  growth  in  proceed  dollars 
going  to  worthwhile  charities. 

"We're  proud  that  the  FORD 
SENIOR  PLAYERS  Championship 
hosts  many  of  golf  s  legends  at  such 
a  premier  location.  We  hope  this 
event  continues  to  grow  in  popularity 
with  the  players,  the  hms  and  the 
community." 

Who  will  emerge  as  1997  champion 
of  the  FORD  SENIOR  PLAYERS 
Championship?  Will  Raymond  Floyd 
be  able  to  defend  his  title?  The  second 
week  of  Julv  will  provide  the  answers. 


FORD  SENIOR  PLAYERS  Championship  Results 


CANTERBURY  GOLF  CLUB,  CLEVELAND,  OH 


1983  Miller  Barber 

1984  Arnold  Palmer 

1985  Arnold  Palmer 


1986 


Chi  Chi  Rodriguez 


One  stroke  over  Gene  Littler 

I  hree  strokes  over  Peter  Thomson 

I I  strokes  over  Miller  Barber,  Lee  Elder, 
Gene  Littler  and  Charles  Owens 

Two  strokes  over  Bruce  Crampton 


SAWGRASS  COUNTRY  CLUB,  PONTE  VEDRA  BEACH,  FL 

1987  Gary  Player  One  stroke  over  Bruce  Cramptcjn  and 

Chi  Chi  Rodriguez 

TPC  AT  SAWGRASS  (VALLEY  COURSE),  PONTE  VEDRA  BEACH,  FL 

1988  Billy  Casper  Two  strokes  over  Al  Geiberger 

1989  Orville  Moody  Two  strokes  over  Charles  Coody 


DEARBORN  COUNTRY  CLUB,  DEARBORN,  MI 

1990      Jack  Nicklaus  Six  strokes  over  Lee  Trevino 

TPC  OF  MICHIGAN,  DEARBORN,  MI 


1991 

Jim  Albus 

Three  strokes  over  Bob  Charles,  Dave  Hill 

and  Charles  Coody 

1992 

Dave  Stockton 

One  stroke  over  J.C.  Snead  and  Lee  Trevino 

1993 

Jim  Colbert 

One  stroke  over  Raymond  Floyd 

1994 

Dave  Stockton 

Six  strokes  over  Jim  Albus 

1995 

J.C.  Snead 

Won  playoff  over  Jack  Nicklaus 

1996 

Raymond  Floyd 

Two  strokes  over  Hale  Irwin 

Science  &  Technology 


MEDICINE 


1 


IS  CANCER 

A  CONTAGIOUS  DISEASE?  NO... 

...  but  research  reveals  new  links  between  everyday  bugs  and  life-threatening  diseases 

I 


n  late  June,  a  report  in  The  New 
England  Joanial  of  Medicine  roused 
infectious-disease  experts  around  the 
world.  It  described  how  a  12-year  na- 
tionwide vaccination  program  against 
rampant  hepatitis  B  in  Taiwan  brought 
a  decrease  in  cases  of  childhood  liver 
cancer.  It  was  a  remarkable  develop- 
ment: An  effort  to  combat  an  infectious 
disease  had  also  proven 
effective  against  cancer. 

Cancer  and  contagion. 
That's  a  temfying  asso- 
ciation— one  that  most 
doctors  are  loath  to 
make.  It's  also  mislead- 
ing by  any  conventional 
definition  of  contagion. 
Nonetheless,  a  gi'owing 
and  highly  respected 
community  of  re- 
searchers in  cancer  and 
infectious  diseases  be- 
lieves that  microorgan- 
isms— viruses,  bacteria, 
and  parasites — play  a 
significant  role  in  cancer, 
heart  disease,  diabetes, 
and  other  illnesses  that 
are  not  traditionally  re- 
garded as  infectious.  In 
essence,  the  bugs  are 
"cofactors."  In  that  re- 
gard, the  Taiwan  study 
"is  very  significant,"  says 
Dr.  Anthony  S.  Fauci, 
head  of  the  National  In- 
stitute of  Allergy  &  In- 
fectious Diseases. 
EARLY  HINTS.  The  idea  is  not  new.  A 
hundred  years  ago,  doctors  noted  a 
connection  between  cervical  cancer  and 
sexual  promiscuity  that  transcended 
mere  coincidence.  By  the  19(j0s,  a  con- 
nection between  microbes  and  animal 
cancers  had  become  well  established, 
but  scientists  failed  to  demonsti'ate  the 
same  association  in  humans.  Even  to- 
day, some  researchers  resist  the  no- 
tion of  infectious  cofactors  because — 
in  the  case  of  cancer — hundreds  of 
millions  of  people  worldwide  carry  the 


suspect  agents,  yet  don't  get  sick. 

Nevertheless,  scientists  armed  with 
exceedingly  powei-ful  research  tools  are 
drawing  new  microbial  connections  to 
noninfectious  diseases  at  a  faster  rate 
than  ever  before.  For  the  fii'st  time,  it  is 
possible  to  make  absolute  associations 
between  some  microbes  and  cancer,  says 
Fauci.  The  link  between  hepatitis  B  and 


THE  INSIDIOUS  ROLE  OF  MICROBES 

A  growing  body  of  research  suggests  that  while 
diseases  such  as  cancer  are  not  contagious,  various 
types  of  commonly  transmitted  viruses  or  bacteria 
can  set  the  stage  for  disease  onset.  Some  examples 

AGENT  SUSPECTED  LINK 


CHLAMYDIA  PNEUMONIAE 

Artery-clogging  plaques 

CYTOMEGALOVIRUS  (CMV) 

Heart  disease 

EPSTEIN-BARR  VIRUS  (EBV) 

Burkitts  lymphoma 
nasopharyngeal  cancer 

HELICOBACTER  PYLORI 

Ulcers,  stomach  cancer 

HUMAN  PAPILLOMAVIRUS  (HPV)  Cervical  cancer 

HEPATITIS  B  (pictured  here) 

Liver  cancer 

HTLV-1 

Leukemia 

KAPOSI'S  SARCOMA 
HERPES  VIRUS  (KSHV) 


Kaposi's  sarcoma, 
multiple  myeloma 


liver  cancer,  he  says,  is  a  "slam  dunk." 
The  same  is  true  of  human  papillo- 
mavirus (HPV)  and  cervical  cancer 

Researchers  have  drawn  weaker  but 
no  less  tantalizing  connections  between 
Helicobacter  pylori — the  bacterium  that 
causes  ulcers — and  two  tyjDes  of  stomach 
cancel'.  The  common  parasite  Chlamydia 
pneumoniae  could  be  associated  vwth  car- 
diovascular diseases.  In  Japan,  a  retro- 
vuns  called  htlv-1  has  long  been  linked 
vidth  leukemia.  Epstein-Bair  vuais  (ebv) 
is  associated  with  a  common  lymphoma 


in  Africa.  And  Kaposi's  sarcoma  h< 
virus  (KSHV),  chscovered  in  199 
Patrick  Moore  and  Yuan  Chang  a1 
lumbia  University,  appears  to  b( 
cause  of  Kaposi's  sarcoma,  a  cancer 
is  a  scoiu'ge  of  aids  patients.  Last  m 
an  article  in  Science  fiuther  linked 
with  a  more  common  cancer  of  the 
called  multiple  myeloma  (table). 

None  of  these  asi 
tions  is  simple  or  t 
parent.  In  this  s 
cancer  and  heait  dis 
have  little  in  con 
with  classic  plagu< 
pests.  Malaria, 
cholera,  bubonic  pi 
and  viinlent  staphy 
cus  infections  ar( 
caused  by  well-ki 
pai-asites,  viixises,  oi 
teria.  And  the  path 
the  microbes  us( 
weak  their  devasta 
are  well  understood 
In  contrast,  with 
plex  illnesses  sue 
cancer,  heait  disease 
diabetes,  infection  s 
to  cause  problems 
when  combined  w 
suppressed  immune 
tern,  the  presence 
chemical  agent,  or 
netic  predispositio; 
inost  cases  "we  ' 
know  what  these  >u 
factors  are,"  says  ja 
vai'd  Medical  School ' 
fessor  Maitin  S.  Hii-sch.  "But  those 
in  the  field  think  most  diseases  ( 
turn  out  to  have  infectious  cofactoi 

Not  all  scientists  agi-ee — particia 
ly  when  it  comes  to  mainstream  P' 
cers.  Robert  A.  Weinberg,  a  memli 
the  Whitehead  Institute  for  Biom* 
Research  in  Cambridge,  Mass., 
such  theories  were  well  explored  i: 
19(50s  and  '70s.  And  with  a  few  in 
tant  exceptions — hpv,  hepatitis  B, 
and  Kaposi's  sarcoma  virus — they  si 
did  not  pan  out.  In  America,  Weir 
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THE  RUSSIA  SUMMIT 
10-12  September  1997 
Grand  Hotel  Europe 
St.  Petersburg,  Russia  i 


1     \^^\3kJ  m^^JL.    The  Russian  economy  has  undergone  a 
remarkable  transformation.  Foreign  investors  are  plunging  in.  The  stock 
market  is  booming.  European,  Asian,  and  U.S.  firms  doing  business  in  Russia 
are  seeing  their  sales  soar. 

But  what  does  the  future  hold  for  this  rapidly  changing  market? 
Business  Week  will  bring  together  a  notable  group  of  international  business 
leaders,  government  officials,  and  long-time  Russia  watchers  to  explore- this 
question  in  the  beautiful,  historic  city  of  St.  Petersburg.  ^ 

Join  us  at  The  Russia  Summit  for  fresh  insights,  ideas,  and  information  that 
are  sure  to  benefit  your  Russian  ventures.  T^^^^  ^k^^ 

and  investmm 
opportunities 


1     ..  ■■ 


REGISTRATION  INFORMATION  ON  THE  RUSSIA  SUMMIT,  IO-I2  SEPTEMBER  I997,  ST.  PETERSBURG,  RUSSIA 
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Directors  of  leading  European  and  worldwide  companies. 
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says,  the  cancers  linked  with  these  bugs 
make  up  just  a  few  percent  of  all  cancer 
cases.  He  believes  most  human  cancers 
ultimately  will  be  traced  to  the  actions 
of  certain  cancer-causing  genes,  not  to 
infectious  organisms. 

It's  true  that  few  virologists  actively 
hunt  for  microbial  causes  of  breast  or 
prostate  cancer.  But  if 
the  scope  of  inquiry  is 
widened  to  include  less 
developed  countries,  the 
scale  of  microbial  in- 
volvement is  not  trivial. 
Tlie  International  Agency 
for  Research  on  Cancer, 
an  arm  of  the  World 
Health  Organization,  be- 
lieves microbe-linked  can- 
cers— mainly  cervical  and 
liver — make  up  20%  of  all 
cancers  in  the  Third 
World. 

And  even  in  the  U.  S., 
the  failure  to  find  micro- 
bial cofactors  in  major 
diseases  may  lie  with  the 
researchers.  Not  all  can- 
cer-associated viruses  re- 
side in  the  tumor  cell, 
says  James  Berenson, 
professor  of  medicine  at 
the  University  of  Califor- 
nia at  Los  Angeles  and 
co-author  of  the  recent 
Science  article  on  Ka- 
posi's sarcoma  herpes 
vii-us.  Berenson  says  this 
microbe  is  associated 
with  100%  of  multiple 
myeloma  cases.  But  it's 
not  in  the  cancer  cells. 
It's  in  a  type  of  immune 
cell  in  the  bone  marrow 
called  a  dendritic  cell. 
DOUBLE  WHAMMY.  Tliat  makes  the  vii-us 
doubly  insidious,  he  says.  Once  the  vhws 
is  inside  the  dendiitic  cell,  Berenson  be- 
lieves, it  "down-regiilates"  a  part  of  the 
cell  that  presents  foreign  antigens  to  the 
immune  system.  In  effect,  it  becomes  in- 
visible to  othei'  immune  cells  and  can't  be 
attacked.  "So  not  only  does  the  virus 
drive  the  tumor,"  Berenson  speculates, 
"it  also  messes  up  the  immune  system." 

Researchers  say  cancer-linked  miei'o- 
bial  infections  fall  into  two  camps.  On 
one  side  are  vinises  that  trigger  cancer 
by  switching  off  human  genes  that  sup- 
press tumors.  "Such  vinises  cause  the 
cell  to  lose  nonnal  growth  control,"  says 
Walter.  Eckliail,  director  of  the  SaUt  In- 
stitute's Cancer  Center  in  La  Jolla, 
Calif.  For  example,  hpv  makes  proteins 
that  interfere  with  two  tumor-suppres- 
sor genes,  the  p-53  gene  and  the 
retinoblastoma  gene,  according  to 
Howard  D.  Strickler,  a  National  Can- 
cer Institute  researcher. 


In  the  other  camp  are  microbes  that 
cause  initation  and  can  trigger  cancer 
when  the  body's  response  goes  astray. 
In  the  case  of  Helicobacter  pylori,  for 
example,  stomach  cells  mutate  to  avoid 
damage  from  the  bacterium,  says  Julie 
Parsonnet,  associate  professor  of  medi- 
cine at  Stanford  University.  The  muta- 


A  PLAUSIBLE  LEAP  FROM  BACTERIA  TO  GANGER 


1  The  bacterium  called  Helicobacter 
pylori  may  be  passed  from  unwashed 
hands  to  mouths  in  day-care  centers. 
Some  scientists  say  flies  may  deposit 
bacteria  on  food. 


also  be  fertile  gi-ound  foi-  finding  ife 
tious  cofactors.  "A  wide  variety  (in 
crobial  agents  can  cause  diseases 
as  diabetes  when  they  are  inject 
animals,"  notes  Michael  Oldstone,  ; 
fessor  of  virology  and  immunolo 
Scripps  Research  Institute  in  La 
Calif.  There  are  hints  of  similar  p 
ogy  in  humans. 
Alvin  Friedman- 
professor  of  deiTnat 
and  microbiology  at 
York  University  M 
Center:  "There  ai'e 
new  agents  waitii 
be  discovered." 

Rethin 


2  H.  pylori  is 
found  in  stomachs 
of  a  quarter  of  all 
U.S.  adults.  Third 
world  infection 
rates  are  higher. 

3  The  bacterium 
causes  inflammation 
of  the  mucous 
membrane  of  the 
stomach,  called 
gastritis. 

4  Gastritis  may  develop  into  ulcers. 
About  20%  of  people  infected  with 
H.  pylori 
get 

stomach 
ulcers. 


5  Gastritis  can  also  develop  into 
stomach  cancer.  Some  50%  of  such 
cancers  may  be  linked  with  H.  pylori. 


tion  can  lead  to  cancer. 

Similarly,  clu-onic  uiitation 

fi'om  schistosomiasis,  a  parasitic  kiUer  in 

Africa,  Asia,  and  Latin  America,  may 

cause  bladder  cancer.  And  a  flatworm 

called  the  liver  fluke  may  cause  liver 

and  bihaiy  cancers. 

In  this  camp,  H.  pylori  is  among  the 
most  pernicious  microbes.  But  its  role  in 
cancer  remains  controversial.  That  galls 
Peter  G.  Isaacson,  head  of  liistopatholo- 
gy  at  Univereity  College  London  Medical 
School,  who  says  that  at  least  one  type 
of  malignant  l,'>Tnphoma  under  investi- 
gation "arises  in  the  stomach  in  the  set- 
ting of  H.  pylori  inflammation,  and  only 
there."  Why  do  others  doubt  it?  In  part 
because  the  bug  infects  milhons  of  peo- 
ple, while  only  a  few  get  cancer.  But 
therapeutic  results  should  dispel  their 
doubts,  Isaacson  argues.  In  70%  of  H. 
pylori -infected  patients  who  have  the 
lymphoma,  treatment  with  appropriate 
antibiotics  leads  to  regi-ession,  he  claims. 

Multiple  sclerosis  and  diabetes  may 


the  mici 
basis  of  sii 
nesses  has 
implicatioi 
public  h 
and  for  di 
treatment 
prevent 
Consider 
disease, 
No.  1  k 
worldwide 
years, 
searchers 
noted  the 
ence  of  Chlamydia 
moniae  in  arterii 
heart  patients  and  i 
plaques  that  cause  |o 
ging.  Now,  doctor's 
looking  at  the  infi 
as  a  therapeutic  t; 
In  a  two-year  trial 
George's  Hospit;i 
London,  cardiol 
Sandeep  Gupta  ga\ 
tibiotics  to  40  p 
with  liigh  levels  of  ani 
^  ies  to  chlamydia  whil 
ministering  a  placebo  to  40  othei' 
believed  the  high  antibody  pre: 
might  signal  a  clu-onic  infection.  A 
hoped  that  attacking  it  with  an  ant 
ic  would  reduce  the  key  "markei 
the  blood,  such  as  inflammatoiy  m; 
and  clotting  agents. 

The  results:  The  dings  led  to  rei  < 
levels  of  chlamydia  antibodies  an 
markers.  Wliat's  more,  says  Gupt 
cipients  of  the  dnigs  sufi'ered  fewe) 
sequent  heart  attacks.  If  larger  st 
bear  this  out,  "it  will  open  a  whok 
area  for  the  treatment  of  heart  at 
by  antibiotics,"  he  says.  That  cou 
especially  useful  in  the  Third  V 
"because  traditional  treatments  hk 
gioplasty  are  so  expensive." 

Research  into  microbe-linked  ca 
could  provide  a  much  needed  bo( 
disease  sci'eening.  A  pi'ecancerous  (fi' 
tion  called  cervical  dysplasia  stik 
600,000  to  1  miUion  American  wb 


it 
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Menlo  Charity  Horse  Show 

Benefit  the  Peninsula  Center  for  the  Blind  and  Visually  Impaired 

August  6  -  10,  1997     •     8  a.m.  to  5  p.m. 
190  Park  Lane,  Atherton,  CA  94027 

Admission  $10  Per  Day  (Children  Under  12  Admitted  Free) 

'  Continuous  Activity  in  Three  Rings  Daily  •  Over  400  Outstanding  Horses  and  Riders 
Beautiful  Setting  •  Olympic-Style  Jumping  on  Grass  •  Top  Rated  Hunter/Jumper  Show 

For  further  information  call:  (415)584-7690 


PENINSULA  The  Peninsula  Cetiterfor  the  Blind  and  Visually  Impaired 

CENTER  enables  clients  to  achieve  their  highest  potential 

TXT  Y\]V\  through  programs  that  promote  ifidependence 

L/LjiiNIL/  and  improve  quality  of  life. 

VISUALLYTmPAIRED  2410  El  Caviuw  Real  Suite  101  •  Palo  Alto,  CA  94306 


It  takci)  a  lot  to  put  that  therei 


The  South  Bay  Golf  Classic 

Benefiting  the  San  J  eve  School  Health  Dental  Clinic 


A  healthy  jiiiiL'  ,iayj  "I  jcel  i]00i)  about  inel' 
Aclwui  to  ha.Hc  aiu^  pirvcntatn'e  ck'ntal  care 
proinott\i  jelf  citceni  a/i()  healthy  hahit,* 
ainoiii]  chiLhrn  n'ha  iieec)  allentiaii  the  niajt. 
The  uiiu/ue  Seh()t>l  Health  Dental  Cliiiie,  a 
volunteer  Jriren  jenwee  of  Goot)  Saiiitintaii 
Charitahle  Iriuil.  ha.i  openeJ  it,' 
(hnv.i  to  proi'nh-  a  proijrani  that  ^» 
,uipport,i  the  iio/ioii  that 
ehihhr/i  learn  he, it  when 
they  are  healthy  ant)  feel 
i]00()  ahoiit  /heni,ieliY,i. 

year,  tl?e  South  Bay 


Golf  CLhuue,  the  mo,<t  pre,<tujunuf  tournament  in 
the  South  Bay,  will  benefit  the  San  ,Jo,ie  Se/.m'l 
Health  Dental  Cltnie.  Corporate  leackn  from 
throughout  the  Greater  Bay  Area  are  eonunij 
totjetlh-r  for  a  great  ihy  of  golf  atu^  the  opportunity 
to  help  young,iler,i  keep  that  ,unile  for  a  lifetime.  For 


more  information  about  partieipaling,  eall 


GO, 


(-108)  ^^9-958x 

t.ood  Suniuntiin  (_  fmnliiblf  Trust 

Tlh-  San  ./(»,(('  Sehool  Health 
Dental  Clime  provukv  ik'iital  rare 
to  ehibhrn  wf.v  neei^  it  the  inait. 


Monday  June  30,  1997 
Silver  Creek  Valley  Counhy  Club 


0 
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Intersection  of  Hamilton  U  Coxvper,  Palo  Alto,  California. 


The  more  employees  who  teleco 


There  are  26  million  cars  in  California.  Most  go  to  work  every  day.  But 
what  if  the  people  driving  them  had  ISDN  lines  at  home?  What  if  they 
were  hooked  into  their  company  LAN,  making  real'time  communication 
possible  through  e-mail  and  file-sharing?  They  could  access  data  from,  their 
kitchens  as  fast  as  they  can  from  the  office.  Download,  fax  and  talk  on  the 
phone  simultaneously.  In  other  words,  they  could  do  as  much  work  at  home 
as  at  the  office.  Pacific  Bell  can  help  your  company  coordinate  and  implement 
a  remote  access  program,  whether  you  have  10  employees  or  10,000. 
Making  telecommuting  work.  It's  part  of  our  commitment  to  California 
business.  For  a  free  telecommuting  brochure,  call  1'888'327'8725  ext. 250. 

Special  promotional  pricing  available  now  through  August  31,  1997. 


>ser  to  the  building'  you  gfet  to  park. 

Think  about  it. 


PACIFICgjBELL 

www.pacbell.com/remote 


Wouldn't  it  be  great  if  worrying  about  your 
kids  w;Lsn't  so  much  a  part  of  parenthood'' 
Especially  when  it  comes  to  making  sure  you 
have  the  riglit  health  coverage  for  them. 
Blue  Cross  of  California  understands  that 
special  challenge  you  face  as  a  parent.  And 
that's  why  we  created  the  No-Deductible  PPO. 

It  works  for  you  because  it  lets  you  see 
any  doctor*  in  CaHfornia  and  be  covered  from 
the  very  hrst  visit.  Without  tlie  woriy  of  ever 
having  to  meet  a  deductible. 

Health  Plans  for  Individuals,  Seniors,  Large  and 


So  if  you  feel  limited  by  the  choices  your 
present  HMO  may  offer,  or  unhappy  about  the  high 
PPO  deductible  you  currently  have.  Blue  Cross 
can  help.  The  Blue  Cross  No-Deductible  PPO. 


Just  one  f)f  the  many  ways  Blue  Cross  of 
California  helps  you  face  life's  challenges.  Cal 
1-80O-34S-9400  or  your  Blue  Cross  agent  or 
I    broker  for  more  infoniiation.  i 


Blue  Cross  of  California 


www.bluecrossca.com 


Small  Businesses.  Options  for  Dental,  Life,  Pharmacy  and  Workers'  Compensation. 


Hlue  Crass  of  fMlifoniia  (H(X)  is /in  itnUpemlejit  licensee  of  (he  blue  Crrtss  A^sociilllm  (fiC^j  Meciiail.  Dental  and  PharnuiQ'  Qwern^e  {irurukd  hy  HCC  amUiC  UJe  &  Health  Insurance  Co  Life  Insurance  proi-uled  by  BC  Life  6  Health^ 
liisurano!  Co.  Workers'  Compensatmii  /miiM  In  UNICARE  liisurana-  Co  ®  it  a  renLiteretl  mark  ofBCA  SM  is  a  senice  mark  of  tfell/mnt  Health  Networks  Inc  @I997  BCC  'Out  ofrxtwork  herwjils  are  limited 
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A  Division  of  I  he  McGraw  HilKjjmpanies 


In  High  School  We  Called  Them 

Nerds. 


Now  We  Call  Them 


Millionaires. 


Silicon  Valley  has  changed  a  lot  in  40  years. 
In  a  special  double  Issue  of  Business  Week, 
the  world  will  learn  just  how  much. 

Silicon  Valley  has  been  transfornnecl.  It  has  also  transformed  the  world 
around  it,  technologically  and  culturally  In  its  award-winning,  analytical 
style,  Business  Week  will  examine  the  phenomenon  that  is  Silicon  Valley 
and  the  impact  it's  had  on  how  the  business  world  does  business. 

Recently  named  one  of  the  10  "Hottest  IT  Media"  by  Marketing 
Computers  magazine.  Business  Week  turns  up  the  heat  with  this 
Silicon  Valley  special  report.  To  be  a  part  of  the  sizzle,  call  Bill  Kupper, 
212-512-6945,  or  e-mail  adsales@businessweek.com. 


BusinessWeek 


A  special  report  on 
Silicon  Valley 
appearing  in 
a  double  issue  of 
Business  Week 

Issue  Date: 

August  18,  1997/ 
August  25,  1997 

On-sale  Date: 

August  8,  1997 

Ad  Closing: 

July  21,  1997 


Beyond  news.  Intelligence. 
www.businessweek.com 


Government 


each  year,  notes  John  Curtin,  associate 
attending  surgeon  at  Memorial  Sloan- 
Kettering  Cancer  Center  in  New  York. 
"You  can  already  use  human  papillo- 
mavorus  as  a  discriminator  between  high- 
risk  and  low-risk  groups,"  he  argues. 

Disease-causing  bugs  may  be  vulner- 
able to  vaccination  programs,  on  the 
model  of  Taiwan's  battle  with  hepatitis 
B.  Drugmakers  are  now  scrambling  to 
develop  vaccines  against  hpv  and  other 
cancer-linked  viruses.  Medlmmune  Inc. 
in  Gaithersburg,  Md.,  has  begun  cUnical 
trials  for  an  hpv  vaccine.  Likewise, 
biotech  startup  Cantab  Pharmaceuticals 
Research  Ltd.  in  Cambridge,  England, 
is  doing  preclinical  work  on  three  dif- 
ferent therapeutic  vaccines  to  attack 
genital  warts  and  cervical  cancer. 
Cantab  sees  the  possibility  for  2.5  mil- 
lion patients  worldwide,  with  yearly 
sales  as  high  as  $490  milUon.  "Basically, 
everyone  who  has  sex  is  at  risk,"  says 
Joel  M.  Palefsky,  associate  professor  of 
laboratory  medicine  at  the  University  of 
California  at  San  Francisco. 

While  success  stories  are  still  rare, 
the  idea  of  treating  precancerous  condi- 
tions with  antiviral  drugs  is  gaining  cur- 
rency. Dr.  Susan  Ki'own,  a  Kaposi's  sar- 
coma specialist  at  Sloan-Kettering,  cites 
anecdotal  evidence  that  the  use  of  anti- 
herpes  drugs  could  thwart  tumors  in 
patients  who  carry  the  Kaposi's  sarcoma 
vlras  but  haven't  developed  cancer. 

In  the  hunt  for  microbial  cofactors, 
researchers  are  faced  with  many  per- 
plexing issues.  Why  do  common  infec- 
tions, on  rare  occasions,  produce  tragic 
outcomes?  What  therapeutic  advances 
can  researchers  hope  for  in  microbe- 
linked  cancer,  when  viruses  such  as  her- 
pes and  HPV  are  almost  impossible  to 
cure?  "Antiviral  therapy  is  still  in  an 
infant  stage  compared  with  antibacteri- 
al work,"  says  nyu's  Friedman-Kien. 

Despite  these  hurdles,  most  re- 
searchers are  optimistic.  In  the  devel- 
oping world,  where  pathogens  may  play 
a  larger  role  in  certain  widespread  can- 
cers, prevention  progi'ams  that  target 
infectious  diseases  could  have  a  huge  im- 
pact. So  could  continuing  research  on 
pathogeas  involved  in  such  unilluminated 
ills  as  diabetes  and  multiple  sclerosis. 

Researchers  can  count  on  accelerated 
discovery.  In  rapid  succession,  scientists 
have  identified  eight  distinct  herpes 
viruses  and  linked  all  but  one  with  spe- 
cific ills.  More  than  70  types  of  human 
papillomaviruses  have  been  found.  Not 
all  have  even  been  named.  "This  is  an 
extraordinary  time,"  says  the  NCl's 
Strickler.  As  scientists  analyze  the  link 
between  microbes  and  disease,  they're 
bound  to  find  new  ways  to  intervene. 

By  Neil  Gross,  with  Naomi 
Freundlich  in  New  York  and  Heidi 
Dawley  in  London 


INDUSTRIAL  ESPIONAGE 


CORPORATE  SPIES 
FEEL  A  STING 

The  feds  get  serious,  but  is  a  new  law  tough  enough? 


To  hear  the  feds  tell  it,  Kai-Lo 
Hsu's  scheme  was  every  compa- 
ny's worst  nightmare.  As  technical 
director  of  Taiwan's  Yuen  Foong 
Paper  Co.,  which  has  been  trying  to  di- 
versify into  biotech,  Hsu  allegedly  ne- 
gotiated for  more  than  a  year  to  get  a 
peek  at  confidential  data  about  Bristol- 
Myers  Squibb  Co.'s  blockbuster  cancer 
drug,  Taxol.  The  deal  with  a  man  who 
called  himself  a  "technology-information 
broker"  was  to  be  sealed  at  a  secret 
June  14  meeting  in  a  suite  at  Philadel- 
phia's posh  Four  Seasons  Hotel. 

Broker  John  R.  Hartmann  was  ac- 
companied by  a  Bristol-Myers  scientist 
with  internal  documents  about  Taxol, 
which  had  cost  several  hundred  miUion 
dollars  to  develop  and  was  now  paying 
off:  1996  sales  had  reached  $813  million. 
Hsu  brought  along  Chester  S.  Ho,  a  bio- 
chemist and  professor  at  a  Taiwan  uni- 
versity, and  a  woman  who  allegedly  rej> 
resented  the  real  buyer,  a  large, 
unidentified  company.  Knocks  on  the  door 
halted  the  meeting  twice.  They  were  in- 
nocent intrusions  by  hotel  workers.  But 
the  third  interruption  wasn't  the  cham- 
bermaid: FBI  agents,  who  had  been  video- 
taping the  meeting,  moved  in  and  ar- 
rested Hsu  and  Ho.  The  two  had  walked 
into  an  FBI  sting.  Hsu  was  charged  with 
attempting  to  steal  trade  secrets  and 
commercial  bribery,  among  other  counts. 
Ho  was  charged  with  aiding  commercial 
bribery  and  conspiracy.  No  charges  were 
filed  against  the  woman  with  Hsu  and 
Ho,  and  the  FBI  says  its  probe  is  contin- 
uing. A  spokesman  for  Yuen  Foong  says 
the  company  was  entrapped.  Lawyers 
for  Hsu  and  Ho  say  their  cUents  will 
fight  the  charges. 


TECH  WAR 


The  Philly  sting  is 
the  second  set  up 
by  the  FBI  since 
the  Economic  Es- 
pionage Act  of 
1996,  passed  in 
October,  made 
theft  of  trade 
secrets  a  feder- 
al crime.  The 
law  was  sold  as 
a  way  to  crack 
down  on  foreign 
intelligence  ser- 
vices that  have 
come  in  from 
cold  war  and  turned 
to  economic  snooping.  It 
also  was  supposed  to  put 
teeth  into  the  punishment  for 
such  crimes,  with  penalties  as 
high  as  25  years  in  jail  and  $10 
in  fines  for  foreign-government  s; 
and  lesser  sanctions  for  cases  invol 
foreign  civiUans  and  domestic  spii 
"NEVER  LOOKED."  Already,  how( 
questions  are  being  raised 
whether  the  penalties  likely  to 
posed  are  sufficiently  severe  to 
deterrent.  "Companies  that  want 
people  suffer  greatly  are  going 
disappointed,"  says  Ira  S.  Winkl( 
thor  of  Corporate  Espionage. 

There's  no  question  that  the  1 
onage  Act  deals  heafl-on  with  a  gro 
menace  to  American  business  thai 
feds  could  previously  fight  only  indj 
ly — by  using  laws  against  mail  and 
fraud  and  interstate  shipment  of  si 
goods.  A  fresh  approach  was  need< 
counter  the  rapid  growth  in  the  led 
of  valuable  trade  secrets,  a  crime  M 


Global  intelligence  agencies  have 
plunged  into  industrial  spying.  In  1996,  the  FE 
had  800  pending  probes  of  thefts  by  foreign 
companies  or  governments-double  1994's  figiK 


ly  increasing  business  use  of  the 
t.  A  survey  released  last  year 
American  Society  for  Industrial 
/  (asis)  showed  a  323%  increase 
ents  from  1992  to  1995  (chart) 
estimated  annual  loss  to  U.  S. 
ies  of  $25  bilUon.  "Everybody  is 
to  the  U.  S.  to  solve  their  tech- 
problems,"  says  N.  MacDonnell 
ich,  managing  partner  at  Nation- 
al Security  Institute,  a  West- 
borough  (Mass.)  consulting 
firm.  "And  what  you 
steal  is  free." 

In     the  new 
world  of  global 
competitiveness, 
foreign  intelli- 
gence services 
have  plunged 
into  industri- 
al espionage 
with  a  ven- 
geance. In 
1996,  the  FBI 
reported  800 


SPIES,  SPIES, 
EVERYWHERE 

400   

ECONOMIC 
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SEHING  TRAPS 

Since  the  Economic  Espionage  Act 
was  passed  last  October,  the  feds  have 
run  at  least  two  sting  operations 


On  June  14,  two  Taiwanese 
iricans  were  busted  in  Philadelphia  for 
;edly  attempting  to  buy  stolen  data  about 
tol-Myers  Squibb's  blockbuster  cancer 

Taxol.  The  FBI  says  representatives  of 
'an's  Yuen  Foong  Paper  approached  an 
it  who  had  hung  out  a  shingle  as  a  "tech- 
gy  information  broker." 


ness  data  Russian 
spooks  had  gathered. 
The  Russian  President 
insisted  that  the  council 
"improve  the  proce- 
dui'es  for  using  the  in- 
formation acquired." 

It's  not  clear  that  the 
new  law  wiW  be  effec- 
tive against  corporate 
Mata  Haris.  Foes  the 
CIA  identified  last  year 
as  the  most  aggres- 
sive— France,  Israel, 
China,  Russia,  Iran,  and 
Cuba — often  operate 
overseas,  usually  beyond  the  law's  clutch- 
es. Lockheed  Martin  Coip.  officials,  for 
instance,  think  foreign  operatives  were 
behind  an  unsolved  biu'glaiy  in  the  com- 
pany's Geneva  office  in  late  1995.  Com- 
puters and  other  electronic  gear  that 
could  have  easily  been  sold  on  the  street 
were  ignored,  while  files  with  program,  fi- 
nancial, and  customer  data  were  taken. 
Even  if  the  foreigners  work  on  U.  S. 

soil,  theii'  sophisti- 
cated techniques, 
ft'om  infiltration  to 
eavesdropping  to 
cyber  intrusions, 
are  difficult  to  de- 
tect.   "You  only 
know  about  their 
failures,"  says  John 
D.  Glover,  Bristol- 
Myers'  vice-presi- 
dent for  corpo- 
rate security. 
"The  successes 


'94 


'95* 


'92  '93 
▲  REPORTED  INCIDENTS 
ANNUALIZED  NUMBER  OTHER  NUMBERS  BASED  ON  RE 
SPONSES  OF  325  COMPANIES  OUT  OF  4.000  SURVEYED 

DATA:  AMERICAN  SOCIETY  FOR  INDUSTRIAL  SECURE 


ast  year  in  Pittsburgh,  a  contract  worker  for  PPG 
acted  Owens-Corning,  offering  to  sell  trade  secrets 
d  from  PPG.  Owens-Corning  informed  PPG, 
;h  notified  the  FBI.  An  FBI  agent  pretended  to 
in  Owens-Corning  representative  interested  in 
information.  The  worker  and  his  brother  were 
5ted,  pleaded  guilty,  and  were  sentenced. 


r  Owens 
CQSNINQ. 


DATA;  BUSINESSWEEK 


•  probes  of  thefts  by  foreign  com- 
)r  governments — double  the  1994 
Until  recently,  "we  never  looked 
stuff,"  says  John  F.  Lewis  Jr, 
it  FBI  director  in  charge  of  the 
il  Security  Div.  "We're  shocked." 
th  the  highest  levels  of  foreign 
nents  vigorously  promoting  the 
s  of  local  companies,  the  scope  of 
blem  isn't  aU  that  suiprising.  Un- 
hat  TV  cameras  were  still  roUing, 
eltsin  last  year  criticized  his  se- 
:oimcil  for  inefficient  use  of  busi- 


I'^^M  you  don't  know 
about."  And  to 
impose  the  law's 
stiffest  sanctions, 
the  feds  face  a  high 
  hurdle — show- 
ing that  trade- 
secret  thefts 
"were  actually 
at  the  behest  of 
a  foreign  gov- 
emment,"  says  Pe- 
ter J.  Toren,  the 
Justice  Dept.'s  top  litigator  for  intellec- 
tual-property crimes. 

As  a  result,  the  Espionage  Act  may 
be  most  effective  against  American  com- 
panies and  individuals,  who  are  respon- 
sible for  the  bulk  of  the  thefts,  according 
to  the  ASIS  survey.  Take  the  fii-st  case  im- 
der  the  new  law.  A  contract  employee 
for  PPG  Industries  Inc.,  Patrick  Worthing, 
tried  to  sell  Owens-Coming  secrets  about 
ppg's  fiberglass  foi-mulas  and  other  pro- 
prietaiy  information.  But  Owens-Com- 
ing, which  got  help  from  ppg  several 


years  earlier  when  two' 
European  employees 
tried  to  peddle  some 
of  its  trade  secrets, 
promptly  contacted  ppg. 
The  FBI  was  called  in. 
Last  Dec.  7,  the  FBI  ar- 
rested Worthing  and  his 
older  brother,  Daniel, 
near  Pittsburgh  as  they 
were  about  to  hand 
over  samples  of  theii'  in- 
foiTnation  for  $1,000  to 
an  FBI  agent  posing 
as  an  Owens-Corning 
employee. 

PUNITIVE  DAMAGES?  Although  PPG  es- 
timated the  value  of  what  had  been 
stolen  at  up  to  $20  million,  Patrick  was 
sentenced  on  June  5  to  only  15  months 
in  jail  after  pleading  guilty  to  theft  of 
trade  secrets.  Daniel,  who  joined  the 
scheme  the  night  before  the  meeting, 
had  been  sentenced  earlier  to  five 
years'  probation,  including  six  months 
of  home  detention,  after  pleading  guilty 
to  conspiracy. 

Such  Ught  sentences  may  prove  typi- 
cal, limiting  the  law's  value  as  a  deter- 
rent, experts  say.  They  note  that  be- 
cause these  white-collar  defendants  are 
usually  fii'st-time  offenders,  federal  sen- 
tencing giiidelines  are  lenient.  That  puts 
corporate  victims  in  a  bind.  They  can 
try  to  jack  up  sentences  by  demon- 
strating to  the  courts  the  value  of  the 
stolen  data.  But  reveahng  the  theft  of 
important  infomiation  might  "undemiine 
customer  and  market  confidence,  "  says 
Regis  Becker,  ppg's  security  chief. 

Despite  the  law's  drawbacks,  it  clear- 
ly has  benefits.  Because  it  covers  only 
secrets  that  companies  take  "reasonable 
measures"  to  safeguard,  it  encourages 
caution.  In  fact,  some  companies  are  un- 
dertaking trade-secret  audits  to  see 
what  infoi-mation  needs  to  be  protected 
and  what  steps  to  take.  In  the  Wor- 
thing case,  for  example,  PPG  learned 
that  when  faxes  or  computer  printouts 
were  missing,  workers  thought  they 
simply  hadn't  come  through  and  would 
refax  or  reprint  them.  No  one  realized 
Worthing  was  walking  off  with  them. 

One  idea  that  could  give  the  Espi- 
onage Act  more  punch:  Allow  companies 
to  file  civil  suits  to  win  compensation 
and  perhaps  triple  punitive  damages. 
"That  would  be  a  very  powerful  weajwn," 
says  Washington  lawyer  and  fraud  ex- 
pert Thomas  W.  Bmnner.  And  cleai'ly, 
U.  S.  business  needs  all  the  ammo  it  can 
muster  if  it  is  to  have  any  hope  of  stop- 
ping rivals  from  plundering  its  secrets. 

By  Stan  Crock  in  Washington.,  with 
Jonathan  Moore  in  Taipei 
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IT'S  NOT  TOO  LATE  TO  GET  IN 
ON  FINANCIAL  MERGER  MANIA 

It's  wedding  season  for 
financial-services  firms. 
Barely  a  day  passes 
without  some  announcement 
of  a  betrothal.  There's 
Bankers  Ti'ust  buying  Alex. 
Brown,  Zurich  Insurance 
Group  of  Switzerland  taking 
majority  control  of  invest- 
ment manager  Scudder, 
Stevens  &  Clark,  Nations- 
Bank buying  San  Francisco 
high-tech  investment  bou- 
tique Montgomery  Secuiities. 
There  have  even  been  ru- 
mors of  a  megaton  merger 
between  Citicorp  and  Ameri- 
can Express. 

The  price-earnings  ratios 
of  the  financial-services  in- 
dexes and  funds,  with  their 
heavy  dominance  by  banks, 
have  been  nnining  12  to  13 
times  1998  earnings  compai-ed 
with  19  times  for  the  Stan- 
dard &  Poor's  500.  The 
NASDAQ  Bank  Index  is  up 
262%  since  July  1992,  while 
the  S&F  Financial  Index,  a 
grouping  of  diversified,  large- 
capitalization  financial  compa- 
nies, is  up  248%  for  the  same 
period.  The  s&p  .500,  mean- 
while, has  risen  145%. 
BREAKDOWN.  Amid  such  gains 
for  financial  seivices,  is  it  too 
late  for  investors  to  get  in  on 
the  action?  The  answer  de- 
pends in  part  on  how  you  feel 
about  the  overall  direction  of 
the  U.  S.  economy  and  stock 
market.  If  you  believe  that 
low  inflation  and  strong 
gi'owth  can  continue,  then  the 
mai"ket  probably  can 
go  higher.  And  the 
same  dynamics  that 
are  behind  the  econ- 
omy— new  technology,  global 
competition,  and  consolida- 
tion— are  at  work  in  the  fi- 
nancial-sei-vices  arena. 

Couple  that  with  the  con- 
tinuing breakdown  of  De- 
pression-era legal  restrictions 


on  what  commercial  and  in- 
vestment banks  can  do  and 
own,  and  you  have  the  recipe 
for  more  dealmaking  among 
financial  fijTns.  "There's  a  mad 
scramble  by  all  kinds  of  play- 
ers," says  George  vSalem,  an 
analyst  at  investment  firm 
Gerard  Klauer  Mattison. 
One  way  to  exploit  the 


Regional  Bank  ftmd,  which  is 
up  112%'  over  the  past  three 
years.  That  fund  is  closed  to 
new  investors.  But  Schmidt 
is  still  welcoming  investors 
to  his  Financial  Industries 
fund,  which  is  up  14.2%-  so 
far  this  year.  Schmidt,  who 
has  320  companies  in  his 
fund,  likes  several  Tennessee 


runs  the  fbr  Financia 
vices  fund,  favors  banl 
thrifts  such  as  Astor 
nancial  and  First  Chici 
well  as  such  insure 
SunAmerica  and  Torch 
If  funds  are  not 
game,  you  might  want 
to  pick  the  next  takeo\'i 
get  yourself.  That's  a 


TAKEOVERS 


Singling  out  hot  candidates  is  n 


scramble  is  to  find  a  mutual 
fund  that  has  been  concen- 
ti'ating  on  America's  financial 
restj'ucturing.  For  example, 
manager  James  Schmidt 
amassed  a  stellar  track 
record  at  the  John  Hancock 


banks  such  as  Union  Planters 
and  First  Tennessee,  as  well 
as  New  York's  GreenPoint 
Financial,  which  specializes  in 
low-documentation  mortgages. 
And  David  Ellison,  a  fonner 
Fidelity  fund  manager  who 


business,  especially  sin 
stock  prices  of  many  nn 
target  companies  alrea 
fleet  a  takeover  pren 
"You've  got  companies 
ing  at  levels  beyond  wh 
fundamentals  would  su]  i 
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ns  Sanford  C.  Bemstein 
•rage  analyst  Sallie 
cheek.  Perhaps  a  better 
gy  might  be  to  focus  on 
uyers. 

st  and  foremost  in  this 
.  is  Travelers  Group.  "It 
you  a  call  on  consolida- 
1  many  industries,"  says 
check,  who  terms  the 
"a  core  financial  hold- 


Under  the  aggressive 
;rship  of  Sanford  Weill, 
elers  has  pulled  off  large 
isitions  in  the  brokerage 
stry,  consumer  finance, 
insurance.  Weill's  empire 
des  Shearson,  Commer- 
>edit,  and  Aetna's  prop- 
casualty  units,  which 
added  to  Travelei-s'  earn- 


over  stocks,  do  it  with  care. 
In  the  past,  all  you  had  to 
do  was  buy  the  stock  of  a 
midsize  bank  in  a  state  such 
as  Florida  or  North  Carolina 
and  wait  for  one  of  the  gi'and 
acquisitors,  Uke  NationsBank 
or  Barnett  Banks,  to  come 
along  and  make  a  premium 
offer.  That  can  still  be  the 
path  to  instant  riches:  The 


aging  director  at  Salomon 
Brothers. 

But  with  many  of  the  so- 
called  "superregional"  banks 
now  close  to  becoming  na- 
tional franchises,  the  ap- 
petites of  these  consolidators 
are  changing.  Banks  are  the 
most  likely  acquirers  across 
the  financial-services  indus- 
try because  they  have  the 


Playing  the  Changing  World  of 
Financial  Services 

STOCKS  TO  WATCH  .  .  . 

TRAVELERS  GROUP  (15)*  Conglomerate  that's  into 
securities,  insurance,  and  consumer  finance. 

MERCANTILE  BANCORP  (13)  Strong  Midwestern  lender 
often  mentioned  as  a  possible  takeover  target. 

UNION  PLANTERS  (13)  Regional  bank  with  $15  billion  in 
assets  and  base  in  fast-growing  Tennessee. 

T.  ROWE  PRICE  (23)  Prestigious  fund  manager.  Could  be 
just  the  ticket  for  an  acquisitive  bank. 

LEGG  MASON  (19)  Tech  and  health-care  investment 
banking  boutique.  May  be  merger  material. 

AMERICAN  EXPRESS  (16)  Big  card  issuer  is  rebounding. 
Talked  merger  with  Citicorp.  Who'll  be  next? 

...  FUNDS  TO  CONSIDER 

HANCOCK  FINANCIAL  INDUSTRIES  James  Schmidt  has  a 
stellar  record  at  Hancock's  regional  bank  fund. 

DAVIS  FINANCIAL  Focuses  on  big-cap  stocks  and  has 
returned  15.2%  annually  for  the  past  five  years. 

FBR  FINANCIAL  SERVICES  Former  Fidelity  standout  David 
Ellison  runs  this  newish  fund.  Heavy  on  banks. 

*Price-earnings  ratio,  estimated  1998  earnings  DATA:  BUSINESS  WEEK 


stock  of  Central  Fidelity 
Banks  soared  18%  on  June 
23,  after  North  Carolina's 
Wachovia  agi-eed  to  buy  the 
Richmond-based  bank. 

The  Midwest  also  looks 
ripe  for  action.  Analysts  fa- 
vor banks  such  as  Mercan- 
tile Bancorp  of  St.  Louis, 
which  has  been  a  successful 


capital,  are  enjoying  record 
profitability,  and  have  years 
of  experience  at  acquisitions. 
But  large  commercial  banks 
are  moving  away  from  bank- 
to-bank  maiTiages.  Taking  ad- 
vantage of  the  liberalization 
of  niles  hmiting  the  percent- 
age of  income  a  bank  can  get 
from  undei-wi'iting,  they  are 


ult  now,  but  consolidation  keeps  rolling  along 


The  takeover  titan  has 
e  no  secret  of  his  desire 
0  more  deals,  and  Ki-aw- 
k  thinks  the  stock,  now 
M,  could  rise  20%  to  30%. 
ut  if  you're  really  deter- 
id  to  prospect  for  take- 


acquirer  but  could  be  the 
right  fit  for  a  larger  bank 
seeking  even  more  geo- 
graphic mass.  "Banking  con- 
solidation in  the  U.  S.  has 
several  years  to  go,"  says  J. 
Christopher  Flowers,  man- 


now  acquiring  investment 
companies,  regional  broker- 
ages, and  full-service  firms  to 
round  out  the  range  of  prod- 
ucts they  can  offer  retail  and 
corporate  clients. 

International  banks  are 


also  obvious  buyers.  Marty 
have  global  aspirations  but 
lack  a  strong  franchise  in  the 
U.  S.,  whose  economy  is 
among  the  most  dynamic  in 
terms  of  raising  capital.  The 
Dutch  banks  ing  Barings  and 
ABN  Amro  have  been  active 
in  the  U.  S.,  with  abn  Amro 
picking  up  Midwestern 
lenders  and  thrifts  and  ing 
rumored  to  have  looked  at 
Oppenheimer.  Other  notable 
foreign  banks  vrith  an  acquis- 
itive eye  include  Deutsche 
Bank  and  Swiss  Bank,  which 
recently  bought  investment 
bank  Dillon,  Read. 
RESTRICTIONS.  Some  analysts 
believe  that  international 
banks  vrill  pay  more  for  entiy 
into  the  U.  S.  market  and 
also  may  not  face  the  same 
legal  restrictions.  Tliat  makes 
them  possible  acquirers  for 
investment  banks  with  a  mer- 
chant banking  presence  such 
as  Donaldson,  Lufkin  &  Jen- 
rette.  Du's  stock  is  double 
what  it  was  a  year  ago,  with 
most  of  the  gains  occurring 
this  year. 

Another  favorite  takeover 
target  for  banks,  insurers, 
and  securities  fii-ms  alike  are 
mutual-fimd  operators,  which 
have  been  at  the  epicenter  of 
the  greatest  bull  market  in 
history.  That  explains  why 
white-shoe  banker  J.  R  Mor- 
gan is  eyeing  the  American 
Century  family  of  funds  and 
why  Mellon  Bank  bought  out 
Dreyfus.  It  also  goes  a  long 
way  to  explain  the  perennial 
rumors  surrounding  Ameri- 
can Express,  which  has  a 
valuable  property  in  its  fi- 
nancial-planning and  adviso- 
ry unit.  It's  also  the  reason 
General  Electric's  acquisitive 
Capital  Services  unit  has 
been  snapping  up  asset-man- 
agement fii-ms  with  abandon. 
With  more  than  12,000 
banks,  thrifts,  in- 
surers, and  broker- 
ages in  business, 
there's  no  shortage 
of  investment  candidates. 
As  long  as  the  overall  mar- 
ket and  economy  remain 
healthy,  it's  likely  that  finan- 
cial-services stocks  will  con- 
tinue their  ride  for  a  while 
longer.  Tim  Smart 
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AFTER  THE  HANDOVER, 
A  GOLDEN  OPPORTINITY  ? 


Now  that  China  has 
come  marching  into 
Hong  Kong,  is  it  time 
for  investors  to  go 

marching  out?  It's  certainly  a 
temptation  to  take  profits. 
After  all,  the  blue-chip  Hang 
Seng  Index  is 
up  18%  this 
year.  Many  "red  chip" 
stocks — newer  companies 
based  in  Hong  Kong  but  con- 
trolled by  Chinese  state  en- 
tities— have  more  than  dou- 
bled. But  most  pros  think  the 
Hong  Kong  takeover  w^ill 
continue  to  pay  big  re- 
turns. "We  view  this  as 
a  golden  opportunity," 
says  Thomas  R.  Tuttle, 
co-manager  of  the  big-cap 
Colonial  Newport  Tiger 
Fund. 

At  the  same  time,  the 
face  of  the  Hong  Kong 
market  is  in  for  a  change 
now  that  China  has  taken 
charge  of  the  former 
British  colony.  As  Chi- 
nese investors  acquire 
stakes  in  some  blue 
chips — and 
swirl  that 


SMART  MONEY 


are  in  the  offing — these  pil- 
lars of  the  Hong  Kong  Es- 
tablishment are  undergoing 
a  sea  change.  "The  Chinese 
want  to  have  major  interests 
in  strategic  sectors  of  Hong 
Kong,"  says  J.  Mark  Mobius, 
president  of  Templeton 
Emerging   Markets  Fund. 

"These  compa- 
nies will  look 
increasingly  like  Chinese 
companies." 

And  that,  many  pi'os  say, 
is  affecting  the  nature  of 
Hong  Kong  investing.  Ana- 
lysts and  fimd  managers  now 
expect  Hong  Kong  to  take  on 


the  characteristics  of  Asia's 
more  volatile  emerging  mar- 
kets, complete  with  less  pre- 
dictability in  corporate  eani- 
ings.  "Following  blue  chips 
will  become  much  more  diffi- 
cult," concedes  Gary  Green- 
berg,  manager  of  Peregiine 
Asia  Pacific  Growth  Fund. 

While  that's  a  reason  to 
tread  with  caution,  Greenberg 
and  other  pros  remain  bullish. 
After  all,  the  main  reason 
to  plunge  into  developing 
economies  is  high  growth. 
Bank  of  America  expects  Chi- 
na to  grow  9.5%  this  year 
and  9%  in  1998,  against  6% 
for  Hong  Kong. 

Despite  these  expectations, 
Tuttle  notes  the  Hong  Kong 
market  is  trading  at  13.5 
times  forecast  1997  earnings, 
vs.  the  price-earnings  ratios 
of  15  to  20  for  many  other 
emerging  markets  in  Asia.  In 


FINDING  VALUE  IN  HONG  KONG 


COMPANY 

DESCRIPTION 

PRICE* 

P-E 
RATIO** 

CHEUNG  KONG 

Thriving  property  developer 

$9.81 

9.2 

HSBC 

High-quality  global  bank 

300.00 

14.6 

CATHAY  PACIFIC 

Hong  Kong's  airline 

10.38 

13.8 

HONG  KONG  ELECTRIC 

Big  utility 

3.97 

13.6 

CITIC  PACIFIC 

Chinese-owned  conglomerate 

6.30 

20.3 

HONG  KONG  TELECOM 

Local  Ma  Bell 

23.69 

17.0 

as  rumors 
more  moves 


*Per  American  depositary  receipt,  July  1 


**Estimated  1997  earnings 


DATA  BANK  OF  NEW  YORK,  BLOOMBERG  FINANCIAL  MARKETS 


TAKEOVER  PLAY:  Hm.  i: 

Bank's  stock  has  risel  o 
rum  ors  of  a  Chinese  to 

fact,  TYittle  thinks  theil's 
ue  in  such  blue  chips  is 
estate    developer  (if 
Kong  Holdings  or  hsb,F 
ings,   the   global  fi 
gi'oup  that  owns  Ho 
&  Shanghai  Bank.  Lil 
Hong  Kong  blue  chip: 
companies  offer  Ameri 
positary  receipts  tra 
U.S.  dollars  (table), 
have  climbed  recent 
many  other  blue  chij 
barely  risen  in  1997, 
the  frenzy  that  accon 
the  runup  to  Hong 
handover  to  Beijing  J 
BEIJING'S  SIGHTS.  Wil 
has  been  building  for.7i 
China's  move  into  tl 
chips  intensified  in  199 
China's  state  aii'line  ai 
Pacific,  a  conglomerate 
ADR  trades  in  the  U.  !• 
control   of  Cathay 
Airways,  Hong  Kont 
carrier.  Citic  also  pui 
20%  of  China  Light  &  . 
Hong  Kong's  premier  ( 
utility. 

Then,  in  May,  Britai 
ble  &  Wireless  sold 
stake  in  Hong  Kong  '1 
to  state-owned  Chin: 
com.  Now,  the  street 
with  rumors  that  Han  i 
Bank,  controlled  by 
also  in  Beijing's  sights 
Not  every  tale  of 
nese  buy-in  has  paid 
the  weeks  before  Beijii 
its   stake   in  Hong 
Telecom,  the  phone  cor 
price  chmbed  61%.  Tli 
beneficiaries,  however,  i 
out  to  be  c&w. 
gained  access  to 
and  China  Telecom  \ 
will  gain  technic: 
market  knowhox'- 
perhaps  a  bigger  | 
Hong  Kong  Telecoir 
the  road. 

Since  the  deal,  iii 
fallen   5%.  But 
Hong    Kong  in\ 
think  that's  the  exi 
With  Beijing  at  th(  i 
Hong  Kong's  blue: 
are  in  for  some  t 
times.        Dave  L  ( 
and  Pete  Engardn 
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UCTION  INDEX 


PRODUCTION  INDICATORS 


inge  from  last  week:  0.2% 
inge  (rom  last  year:  2,5% 


PRODUCTION  INDEX 

June  21  =  122,5 
  1992=100   


e  Oct.  Feb,  June 

6  1996  1997  1997 

ndex  IS  a  4-week  moving  average 

iduction  index  continued  to  gam  ground  during  ttie  week  ended  June 
fore  calculation  of  ttie  tour-week  moving  average,  ttie  index  increased 
7,  from  122.1  in  ttie  previous  week.  On  a  seasonally  adjusted  basis, 
ot  autos  and  trucks  rose  sharply,  and  increases  were  also  reported  in 
power  and  steel  output.  Crude  oil  refining,  coal,  and  lumber 
ion  and  rail-freigfit  traffic  declined 

.ticn  index  copyright  1997  by  The  fylcGray^-Hill  Companies 


ING  INDICATORS 


UTEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

PRICES  (6/27)  S&P  500 

887.30 

898.70 

32.3 

RATE  BOND  YIELD.  Aaa  (6/27) 

7.36% 

7.33% 

-3.9 

TRIAL  MATERIALS  PRICES  (6/27) 

106.2 

105.9 

0.0 

ESS  FAILURES  (6/20) 

NA 

NA 

NA 

iSTATE  LOANS  (6/18)  billions 

NA 

NA 

NA 

SUPPLY,  M2  (6/16)  billions 

$3,911.1  $3, 910. Or 

4.4 

.  CLAIMS.  UNEMPLOYMENT  (6/21)  tho 

us.  332 

346 

-6.2 

S:  Standard  &  Poor's,  Moody's,  Journal  of 

Commerce  (inde 

X-  1990=100), 

Reserve,  Labor  Dept 

REST  RATES 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

AL  FUNDS  (7/1) 

6.24% 

5.39% 

7.80% 

■RCIAL  PAPER  (7/2)  3-montfi 

5.64 

5.63 

5.50 

MCATES  OF  DEPOSIT  (7/2)  3  month 

5.67 

5.66 

5.45 

MORTGAGE  (6/27)  SO-year 

7.81 

7.81 

8.49 

TABLE  MORTGAGE  (6/27)  one  year 

5.88 

5.87 

6-11 

(6/27) 

8.50 

8.50 

8.25 

i:  Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (6/28)  thous.  of  net  tons 

2,043 

2,149# 

2.9 

AUTOS  (6/28)  units 

114,618 

133,415r# 

-14.5 

TRUCKS  (6/28)  units 

121,088 

130,007r# 

8.2 

ELECTRIC  POWER  (6/28)  millions  of  kilowatt-hrs. 

72,792 

67,042# 

2.9 

CRUDE-OIL  REFINING  (6/28)  thous.  of  bbl./day 

14,988 

15,052# 

4.3 

COAL  (6/21)  thous.  of  net  tons 

19,448# 

20,428 

0.4 

LUMBER  (6/21)  millions  of  ft. 

485. 7# 

515.3 

2.9 

RAIL  FREIGHT  (6/21)  billions  of  ton-miles 

26. 1# 

25.4 

2.0 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (7/2)  $/troy  oz. 

332.200 

338.450 

-13.0 

STEEL  SCRAP  (7/1)  #1  heavy,  $/ton 

138.50 

138.50 

0.0 

COPPER  (6/27)  e/ib. 

116.7 

124.1 

17.5 

ALUMINUM  (6/27)  2/ib 

75.3 

75.6 

7.5 

COTTON  (6/28)  strict  low  middling  1-1/16  in.,  e/lb.  72.19 

71.15 

-7.0 

OIL  (7/1)  $/bbl. 

19.83 

18.47 

-5.9 

CRB  FOODSTUFFS  (7/1)  1957=100 

237.49 

241.95 

-14.5 

CRB  RAW  INDUSTRIALS  (7/1)  1967=100 

335.36 

335.35 

1.0 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,   NYMEX,  Commodity   Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (7/2) 

114.41 

114.03  110.13 

GERMAN  MARK  (7/2) 

1.75 

1.73 

1.53 

BRITISH  POUND  (7/2) 

1.67 

1.65 

1.55 

FRENCH  FRANC  (7/2) 

5.91 

5.82 

5.16 

ITALIAN  LIRA  (7/2) 

1705.8 

1683.5  1535.5 

CANADIAN  DOLLAR  (7/2) 

1,38 

1.39 

1.36 

MEXICAN  PESO  7/2) 

7.947 

7.940 

7.583 

TRADE-WEIGHTED  DOLLAR  INDEX  7/2) 

103.7 

103.4 

98.0 

Sources:  Ma)or  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  m  dollars.  Trade-weighted  dollar  via  J. P.  Morgan 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  mdex  (chart);  other  components  {estimated  and  not  listed)  include  machinery  and  defense 
nt.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3-Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


■LMENT  CREDIT 

y,  July  8,  3  p.m.EDT  ►  Consumers 
y  acdded  $5  billion  more  in  new 
han  they  paid  off  in  May,  according 
nedian  forecast  of  economists  sur- 
ly  MMS  International,  one  of  The 
K-Hill  Companies,  The  expected  gain 
'than  the  $7.6  billion  added  in 
id  the  $7  billion  monthly  rate  aver- 
the  first  quarter.  The  borrowing 

!  vn  is  suggested  by  weak  retail  buy- 
he  second  quarter,  especially  for 
ig  increases  in  debt  in  1996  have 

1  le  economists  to  suggest  that  many 

i  olds  are  tapped  out  and  will  hold  off 
owing  more  until  their  existing  debts 

I  d  down.  However,  steady  job  and 


income  gains  suggest  that  consumers  will 
resume  spending  at  a  more  robust  pace  in 
the  second  half  of  1997.  If  so,  installment 
credit  may  well  pick  up  again. 

UNEMPLOYMENT  CLAIMS 

Thursday,  July  10,  8:30  a.m.EDT>-  New 
claims  for  state  unemployment  benefits 
probably  amounted  to  about  300,000  for 
the  week  ended  July  5.  That  number  is 
quite  below  the  rate  of  about  340,000 
averaged  in  the  four  weeks  ended  June  21. 
But  state-office  closings  for  observance  of 
Independence  Day  mean  that  benefits-seek- 
ers had  one  less  day  to  file  claims  in  early 
July.  In  March,  claims  had  fallen  to  one  of 
the  lowest  levels  in  this  expansion.  But 


since  then  they  have  edged  up,  lifted  by 
flooding  in  the  Midwest  and  auto  strikes. 

PRODUCER  PRICE  INDEX 

Friday,  July  11,  8:30  a.m.EDT^  The  Miyis 
survey  forecasts  that  producer  prices  of  fin- 
ished goods  were  unchanged  in  June,  and 
that  core  prices,  which  exclude  food  and 
energy,  rose  just  0.1%.  Continued  declines 
in  the  wholesale  cost  of  motor  vehicles  are 
expected  to  have  offset  price  gams  in  other 
goods.  In  May,  total  producer  prices  and 
core  prices  each  unexpectedly  fell  by  0.3%. 
This  sign  of  a  complete  absence  of  infla- 
tionary pressures  m  the  production  process 
touched  off  big  rallies  in  the  financial 
markets. 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

riY^  Monday 


I 


^0^ 


I 

I 

I 

I 

I 


—  I  1 


How  to  crack  export 
markets — advice  from 
Joseph  Hartnett,  a  director  of 
international  services  at 
Grant  Thornton,  m  a  BW 
Enterprise  chat.  July  7 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 


j  Transcripts 

"  Want  to  know  more  about  the 
new  Hong  Kong?  What 
economist  Bill  Wolman  thinks 
about  stocks?  How  to  avoid 
2000  meltdown  on  your 
computer''  Those  are  only 
three  of  the  hundreds  of 
conference  and  chat 
transcripts  on  BW  Online. 

Archives 

Everything  published  in 
Business  Week  smce  1991  is 
there  for  the  searching  m  the 
online  archives.  Start  free, 
then  select  a  pricing  plan. 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 

A 

A  M  E  R»l  ,C  A 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
.Companies  listed  pnly  in  tables  are  not  included. 


ABC  (DIS)  22 
ABNAmro  78 
Aetna  (AET)  78 
Aetna  U.S.  Healthcare  57 
Ahmanson  (H  P.)  (AHM)  54 
Airbus  Industrie  32 
American  Express  (AXP)  78 
Amentech  (AIT)  25, 26 
Apple  Computer  (AAPL)  34 
Archer  Daniels  Midland 
(ADM)  27 

Astoria  Financial  78 
AT&T(D  25,26,64,65 
©Home  22,24 
Avon  (AVP)  62 
Awad  &  Associates  57 

B 


Bankers  Trust  (BT)  52,78 
Banket  America  (BAC)  54,80 
BankBoston  (BKB)  55 
Barnett  Banks  (BBI)  78 
Bell  &  Howell  (BHW)  62 
BellSouth  (BLS)  25 
Bernstein  (Sanford  C.)  78 
Boeing  (BA)  32 
Brean  Murray  57 
Bristol-Myers  Squibb  (BMY)  76 
British  Telecommunications 
(BTY)  65 

Brown  (Alex  )  62,78 
Burlington  Industries  (BUR)  44 

C 


Cable  &  Wireless  (CWP)  65, 80 
Cathay  Pacific  80 
Central  Fidelity  Banks 
(CFBS)  78 

Chase  Manhattan  Bank 
(CMB)  62 
Cheung  Kong  80 
China  Light  &  Power  80 
China  Telecom  80 
Citicorp  (CCD  78 
Citic  Pacific  80 

Colonial  Newport  Tger  Fund  80 
Columbia/HCA(CGL)  34 
Comcast  (CMCSA)  22,  24 
Commercial  Credit  78 
Compaq  Computer  (CPQ)  14, 
64 

Conference  Board  19 
Corel  (COSFF)  14 
Cox  Communications  (COX)  22, 
24 

Crabbe-Huson  62 
Credit  Suisse  52 
Cyber  Promotions  34 


Dam  Bosworth  54 
Dalbar  56 


Dean  Witter  (DWD)  55,56 
Dell  Computer  (DELL)  14 
Deutsche  Bank  52, 78 
DFI  International  32 
Digital  Equipment  (DEC)  8, 64 
Dillon  Read  78 
Donaldson  Lufkin  &  Jenrette 
(DU)  78 
DowElanco  6 
Dreyfus  78 
DuPont(DD)  11,64 


Electric  Lightwave  (ELI)  26 
EMI  34 

EMS-Chemie  36 
Enron  (ENE)  52 
Envoy  (EI^VY)  57 

F 


FBR  Financial  Services  Fund  78 
Fidelity  Investments  78 
First  Albany  57 
First  Chicago  (FCN)  78 
First  Data  57 
Flonda  Marlins  32 
Ford{F)  30 
Franklin  Mutual  Fund 
Advisors  62 
Fuller  (H,B.)  36 


Gateway  2000  (GATE)  14 
General  Electnc  (GE)  78 
General  Motors  (GM)  30, 34, 
44,  52 

Gerard  Klauer  Mattison  78 
Great  Western  Financial 
(GWF)  54 

GreenPoint  Financial  (GPT)  78 
Gryphon  Holdings  (GRYP)  57 
GTE  (GTE)  25,52,65 

H 


Haggerty  Enterpnses  6 
HBO  57 
Healthcare  Data 
Interchange  57 
Hong  Kong  Telecom  (HKT)  80 
Hormel  Foods  (HRC)  34 
HSBC  Holdings  80 

I 


IBM  (IBM)  64 

Illinois  Tool  Works  (ITW)  6 

Inacom  64 

Infinity  Financial  Technology  52 
ING  Banngs  78,  55 
Institutional  Venture 
Partners  24 
Intel  (INFO  14,34,64 


John  Hancock  Financial 
Industries  Fund  78 


John  Hancock  Regional  Bank 
Fund  78 


LCI  International  (LCI)  26 
Legg  Mason  Wood  Walker  25 
Lehman  Brothers  (LEH)  30 
Liggett  Group  28 
UR  Redbook  Research  19 
Lockheed  Martm  (LMT)  11,67, 
76 

Los  Angeles  Dodgers  32 
Lotus  (IBM)  14 

M 


Massachusetts  Financial 
Services  65 
Matsushita  14 

McDonnell  Douglas  (MCD)  32, 
67 

McGraw-Hill  (MHP)  81 
MCI  (MClC)  26, 64, 65 
McLeod  USA  25 
Mellon  Bank  (MEL)  78 
Mercantile  Bancorp  (MIL)  78 
Meredith  (MOP)  62 
Mernll  Lynch  (MER)  30, 52, 56, 
65 

MPS  Communications  65 
Microsoft  (MSFT)  14,22,24, 
34, 62, 64 

MMS  International  (MHP)  81 
Montgomery  Secunties  55, 78 
Morgan  (J.P)  (JPM)  52, 78 
Morgan  Stanley  Dean  Witter  52, 
62,64 

Motorola  (MOT)  34 
N 


National  Secunty  Institute  76 
NationsBank  (NB)  54, 55,  78 
NBC(GE)  22 
NEC  14 

Netscape  Communications 
(NSCP)  22,24 
News  Corp.  (NWS)  32 
Norwest(NOB)  18,54 


Office  Depot  (ODP)  34 
Oppenheimer  78 
Oracle  (ORCL)  22 
Owens-Corning  (OWC)  76 

P 


PaineWebber  (PWJ)  56 
Peregrine  Asia  Pacific  Growth 
Fund  80 

Power  Computing  34 
PPG  Industries  (PPG)  76 
Prudential  Secunties  25, 32, 56 


Qwest  Communicabons  65 


Raymond  James  Financial  57 
Raytheon  (RTN)  34 
Regency  Health  Services 
(RHS)  57 


Robinson-Humphre]^ 
Rockwell  lntematiort(RC 
Rogers  Communicains 
(RG)  22 

Royal  Dutch/Shell  (Iji  1 
Ryder  System  (R)  4 

S 


SBC  Communicatio 
(SBC)  25,26 
Schroder  Wertheim 
Scudder  Stevens  & 
Seward  &  Kissel  4  ;) 
Shearson  78  j 
Shields  62  : 
Siemens  34  1 
Smith  Barney  56 
Societe  Generale  5! 
Southern  New  Engia 
Telephone  (SNG)  2 
Sprint  (FON)  26,65 
Standard  &  Poor's  (I 
Staples  (SPLS)  34 
Stora  11 
Sumitomo  11 
SunAmenca  (SAD  7 
Sun  Microsystems  {%' 
Swiss  Bank  78 


Tandem  Computers 
Tele-Communicabor 

aCOMA)  22,24 
Teleport  Communicj 
Templeton  Emerging 

Fund  80 
Texas  Instruments  01) 
3M(MMM)  18 
Time  Warner  OWX) 
Torchmark  (TMK)  7t 
Townsend-Greenspa  S 
Travelers  Group  (TRV? 
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UBS  Securities  65 
Unilever  (UL)  11 
USWest(USW)  22, 
UUNet  Technologies 

V 


Virtual  Spin  26 

W  

Wachovia  (WB)  78 
Washington  Mutual 
WorldCom  65 


Xerox  (XRX)  52 
Y 


Yankee  Group  25 
Yuen  Foong  Paper  7 

Z 


Zeneca  Ag  Products 
Zuercher  Kantonalba 
Zurich  Insurance  78 
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U.S.  MARKETS 


Latest 


%  change 
Week  Year 


904.03 
900 


wsek  change  t-week  change 
4.2%  +1.7% 


WMENTARY 

cks  were  skittish  await- 
the  Federal  Reserve's  de- 
on  about  whether  to  raise 
irest  rates.  Fears  of  a  hike 
e  put  to  rest  on  July  2, 
;n  the  Fed  left  rates  un- 
inged.  The  Dow  Jones  in- 
,trial  average  reacted  with 
'3-point  jump  for  joy,  rac- 
to  7795,  one  point  be- 
lts all-time  high.  The  30- 
ir  Treasury  yield  was 
;hanged  at  6.74%,  and 
d  prices  sunk  to  their  low- 
point  in  more  than  four 
irs.  Gold  funds,  as  shown 
this  page,  top  the  list  of 
tual-fund  laggards. 


Dow  Jones  Industrials 

7795.4 

1.4 

36.7 

NASDAQ  Combined  Composite 

1455.6 

0.6 

22.2 

S&P  MIdCap  400 

291.7 

1.6 

23.1 

S&P  SmallCap  600 

161.9 

1.9 

20.2 

S&P  SuperComposite  1500 

193.0 

1.7 

32.4 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

270.1 

0.3 

30.8 

S&P  Financials 

103.8 

1.6 

52.8 

S&P  Utilities 

200.7 

2.5 

-0.3 

PSE  Technology 

289.8 

1.1 

38.8 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

4751.4 

2.4 

27.9 

Frankfurt  (DAX) 

3854.8 

1.5 

50.1 

Tokyo  (NIKKEI  225) 

20,196.4 

-2.3 

-9.8 

Hong  Kong  (Hang  Seng) 

15,196.8 

0.9 

37.1 

Toronto  (TSE  300) 

6549.0 

0.5 

29.4 

Mexico  City  (IPC) 

4559.2 

3.7 

42.5 

FUNDAMENTALS 


Latest 


Week 
ago 


Year 
ago 


S&P  500  Dividend  Yield  1.82% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  22.6 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 7.8 
First  Call  Earnings  Surprise*         4.25  % 

TECHNICAL  INDICATORS  Latest 


1.66%  2.13% 

22.8  19.4 

18.5  NA 

3.70%  NA 


Week 
ago 


Reading 


S&P  500  200-day  average  773.9  768.5  Positive 

Stocks  above  200-day  average       78.0%  78.0%  Negative 

Options:  Put/call  ratio                0.52  0.49  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.91       1.81  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Last 

Last  12 

GROUPS 

month  %                           months  % 

Trucking 

20.1 

Oil  &  Gas  Drilling 

79.0 

Personal  Loans 

17.7 

Savings  &  Loans 

77.1 

Drugs 

16.4 

Trucking 

70.1 

Drug  Chains 

16.3 

Semiconductors 

68.2 

Oil  &  Gas  Drilling 

16.0 

Invest.  Banking/Brkrge. 

64.9 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month  %                         months  % 

Oil  Exploration  &  Prod. 

-8.2 

Gold  Mining 

-23.3 

Gold  Mining 

-5.9 

Engineering  &  Constr. 

-13.8 

Photography/Imaging 

-5.3 

Electric  Companies 

-3.3 

Metal  &  Glass  Containers 

-4.5 

Photography/Imaging 

-2.8 

HMOs 

-3.7 

Manufactured  Housing 

-2.4 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 

change 

Compaq  Computer 

101 '/8 

-53/4 

Oracle 

48^16 

-'/is 

Amoco 

88^/8 

-V2 

U.S.  Robotics 

81  "/32 

-32V32 

Micron  Technology 

403/8 

-3V2 

United  Healthcare 

52 'A 

-2'/8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

124 '5/16 

9/16 

Dell  Computer 

114% 

1 

WorldCom 

31 7/8 

3 

Nike 

58 

1^/8 

Philip  Morris 

43  ■'/8 

1  Vs 

Boeing 

54'/i6 

1% 

TREASURY  BOND  INDEX 
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1505 
1499,5; 


i2-weeK  change       1 -week  change 
-2.3%  +0.4% 

Bloomberg  Financial  Markets 

SP500-*  sm  U  S  Oiveisified  All  Eqiilty 
ek  total  return        52-week  total  return 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.17 

5.15 

4.93 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.24 

5.07 

5.32 

assuming  a  jl%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

8-MONTH  BANK  CDS 

5.19 

5.19 

4.99 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.63 

5.67 

5.80 

GENERAL  OBLIGATIONS 

4.77% 

4.75% 

5.34% 

5.32% 

10-YEAR  TREASURY  NOTES 

6.44 

6.45 

6.80 

PERCENT  OF  TREASURIES 

74.49 

73.76 

79.62 

79.00 

30-YEAR  TREASURY  BONDS 

6.74 

6.74 

6.94 

TAXABLE  EQUIVALENT 

6.91 

6.88 

7.74 

7.71 

LONG-TERM  AA  INDUSTRIALS 

7.20 

7.23 

7.45 

INSURED  REVENUE  BONDS 

4.88 

4.88 

5.53 

5.53 

LONG-TERM  BBB  INDUSTRIALS  7.58 

7.64 

7.86 

PERCENT  OF  TREASURIES 

76.24 

75.78 

82.45 

82.12 

LONG-TERM  AA  TELEPHONES 

7.46 

7.47 

7.74 

TAXABLE  EQUIVALENT 

7.07 

7.07 

8.01 

8.01 

EQUITY  FUNDS 

Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


4^ 

American  Heritage 

23.5 

United  Svcs.  Gold  Shares 

-14.7 

Latin  America 

8.8 

Precious  Metals 

-7.1 

35 

Lexington  Troika  Russia 

12.4 

Bull  &  Bear  Gold  Investors 

-12.1 

Financial 

6,4 

Natural  Resources 

-0.5 

lanus  Olympus 

10.2 

Frontier  Equity 

-11.8 

Communications 

6.1 

Japan 

1.4 

28 

Morgan  Stan.  Inst.  Lat.  Am.  A 

10.2 

Midas 

-11.6 

Health 

5.7 

Diversified  Pacific/Asia 

1.7 

Wright  EquiFd. -Mexico 

10.0 

Morgan  Stan.  Inst.  Gold  A 

-10.8 

Large-cap  Growth 

5.6 

Pacific/Asia  ex-Japan 

2.6 

21 

Leaders 

Laggards 

Leaders 

Laggards 

14 

52-week  total  return 

% 

52-week  total  return 

% 

S2-week  total  return 

% 

S2-week  total  return 

% 

Morningstar,  Inc. 


Morgan  Stan.  Inst.  Lat.  Am.  A  61.9 

Morgan  Stan.  Latin  Amer  A  59.7 

Fidelity  Select  Home  Finance  53.0 

Legg  Mason  Value  Primary  52.2 

American  Heritage  52.2 


United  Svcs.  Gold  Shares  -46.8 

Bull  &  Bear  Gold  Investors  -37.4 

Morgan  Stan.  Inst.  Gold  A  -35.5 

Lexington  Strategic  Invmts.  -35.1 

Steadman  Technology  Grth.  -34.6 


Financial 
Latin  America 
Real  Estate 
Large-cap  Blend 
Large-cap  Value 


44.0  Precious  Metals  -24.4 
41.5  Japan  -7.0 

33.1  Small-cap  Growth  3.5 
28.8  Diversified  Pacific/Asia  5.0 
28.5  Pacific/Asia  ex-Japan  9.7 


la  are  as  of  market  close  Wednesday,  July  2,  1997,  unless  othen«ise  indicated,  industry  groups  sis,  and  mutual  fund  returns  are  as  of  July  1.  For  a  more  detailed  explanation,  write  to  us  or  E- 
e  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  money  flow  analy-     mail  figures@businessweek.com-  NA=Not  available  "Vanguard  Index  500  Fund 


Editorials 


GREENSPAN'S  BET  ON  THE  NEW  ECONOMY 


Let  us  now  praise  Greenspan  and  bury  Phillips.  The  Fed- 
eral Reserve  Chairman's  lifelong  odyssey  in  the  dismal 
science  has  transformed  him  from  an  old-school  conserva- 
tive into  a  believer  in  the  high-growth  New  Economy.  Along 
the  way,  he  has  dealt  a  severe  blow  to  the  intellectual  un- 
derpinnings of  the  Philhps  Curve,  which  essentially  sees  an 
ii'onclad  trade-off  between  economic  growth  and  inflation.  In 
challenging  conventional  wisdom,  Greenspan  is  betting  that 
America  has  more  leeway  to  gTow  faster  and  generate  more 
jobs,  profits,  and  wealth  without  igniting  inflation.  It  is  not 
that  the  threat  of  inflation  is  dead.  Far  from  it.  It  is  simply 
that  a  radical  change  in  the  economy  increases  the  speed  lim- 
it beyond  which  prices  accelerate.  In  this  position  Greenspan 
is  nearly  alone.  Most  of  the  Federal  Open  Market  Committee, 
much  of  the  economics  profession  (liberals  and  conservatives 
alike),  and  practically  all  of  the  bond-mai'ket  vigilantes  ques- 
tion his  position. 

They  have  been  wrong.  Seven  years  into  a  business-cycle 
upswing,  with  grovv^th  averaging  nearly  4%  for  the  past  four 
quarters  and  5%  for  the  past  two,  inflation  is  actually  falling. 
A  short  time  ago,  any  dip  in  the  unemployment  rate  below 
6%  would  have  set  the  monetary  alarm  bells  off.  Now,  un- 
employment is  at  4.8%,  gold  prices  are  swooning,  commodity 
prices  are  off  by  20%  from  their  December  peak,  and  con- 
sumer prices  are  up  barely,  at  an  annual  rate  of  1.9%  on  the 
experimental  Bureau  of  Labor  Statistics  index.  Even  more 
amazing  to  Greenspan,  corporate  profit  mai-gins  are  holding  up 
well  even  as  real  wages  rise  for  the  fii-st  time  in  decades.  As 
long  as  profits  continue  to  grow,  they  can  sustain  the  current 
stock  market  boom. 

Greenspan  knows  that  the  world  can  change.  Higher  pro- 
ductivity and  intense  global  competition  have  nullified  the  va- 


lidity of  the  Phillips  Curve,  which  takes  neither  into  ace 
Even  though  official  statistics  show  only  a  1%  anmU 
crease,  Greenspan  beheves  the  U.  S.  may  well  be  unde| 
a  pi'oductivity  surge  not  visible  in  the  government  f| 
While  global  competition  restrains  companies  from  ij; 
prices,  productivity  gains  genei-ate  handsome  profits  jii 
same.  In  many  industries,  companies  have  to  make  mor 
old-fashioned  way — by  cutting  costs  and  bringing  out 
ative  products.  In  high  tech,  which  now  accounts  for 
one-third  of  all  economic  gi'owth,  prices  are  actually 
wages  are  climbing,  and  companies  are  still  makinj 
profits  thanks  to  productivity  gains. 

Greenspan  didn't  create  the  New  Economy,  but 
serves  credit  for  recognizing  its  existence  and  accommc 
its  expansion  through  monetary  policy.  By  underst 
the  new  roles  that  productivity  and  global  competitio 
Greenspan  is  giving  grovW:h  its  head.  He  is  allowing  it 
faster  than  any  of  his  colleagues  at  the  Fed  wouk 
deemed  safe. 

Greenspan  idealizes  this  is  all  uncharted  economic  t 
ry  and  remains  ready  to  raise  interest  rates  if  g 
surges  unexpectedly.  The  big  test  may  come  as  early 
second  half  of  1997  or  early  1998.  U.  S.,  Asian,  and  Eu 
economic  performance  have  all  exceeded  expectations  : 
first  half  of  1997.  Greenspan  thinks  the  U.  S.  econon 
slow  substantially  from  its  torrid  first-quarter  rate,  b 
doesn't,  he's  prepared  to  make  a  preemptive  strike  £ 
inflation. 

Neither  Alan  Greenspan  nor  any  of  us  yet  knows  tl 
cise  parameters  of  the  New  Economy.  But  to  his  crec 
chairman  is  willing  to  take  pnadent  risks  to  see  how 
can  grow.  So  far,  he  has  been  dead-on.  ! 


THE  TAX  BILL  IS  GETTING  OUT  OF  HAND 


Confused  about  all  the  competing  tax  plans  bouncing 
around  Congress?  So  are  we.  The  last  time  we  looked, 
there  were  plans  to  cut  the  capital  gains  tax  for  top-bracket 
and  low-bracket  folks,  index  it  for  inflation  or  means-test  it  for 
fairness.  There  were  proposals  for  child-tax  credits  that 
would  go  to  the  working  poor  and  others  that  would  favor  the 
middle  class.  In  the  House  and  Senate  bills,  exemptions  on  in- 
heritance taxes  would  jump  to  $1  million  for  all  estates;  in 
Pi'esident  Clinton's  proposal,  only  farmers  and  small-busi- 
ness people  would  benefit.  Tobacco  taxes  would  go  up— or  not. 
Airline  ticket  taxes  definitely  would  rise.  And  education  tax 
credits . . .  Well,  they're  all  over  the  place,  with  one  bill  fa- 
voring two-year  colleges,  another  four-year  schools,  two  bills 
pushing  expanded  iras  for  education,  one  not.  This  is  shame- 
less. Could  we  please  end  this  mindless  politicization  of  the 
tax  code  and  return  to  the  Reagan  era  Tax  Reform  Act  of 


1986?  Can't  we  sto{)  bribing  taxpayers  with  their  own  |( 
and  get  back  to  fundamentals? 

The  spirit  of  '86  is  dead.  Once  again,  the  convoluted  nu 
the  political  negotiations  in  Washington  will  be  a  biU  that) 
us  fiuther  and  further  away  fi'om  what  should  be  tl 
goal  of  tax  refoiTn:  simplification  and  broadening  of  the  ta  It 
We  need  to  lower  marginal  rates,  close  loopholes,  an  ' 
giving  tax  bi'eaks  to  every  special  interest  in  sight.  Sad. 
bill  does  Little  moi'e  than  cut  taxes  and  give  brealcs  to  poi( 
coiTect  constituencies.  There  is  some  conflict  on  which 
should  be  on  the  receiving  end,  but  the  lai'gesse  stil 
from  politicians  in  Washington  who  determine  who  getiA 

The  country  needs  lower  taxes,  structured  very  ir 
and  applied  very  widely.  The  goal  should  be  to  promo  ' 
nomic  growth,  wealth,  and  opportunity,  not  to  reward  o' 
blocs  or  campaign  contributors. 
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Imagine  these 

3  minds  working 
together  as 

One. 

Nothing  generates  more  power  than  partnership. 


over  a  hundred  years,  energy 

been  a  relationship  between 
>plier  and  buyer.  Between  the  grid 
pipeline,  and  those  who  connected  to  it. 
11,  we're  about  to  change  all  that.  We're 
?rgyOne.  Not  only  what  we  do  is  different, 
:  also  how  we  do  it.  By  joining  together 
bal  leaders  in  communications,  information 
i  energy  we'll  bring  you  products  and 


services  that  give  you  greater  control. 

ATtf 

s^--  Peace  of  mind.  Simplicity.  Imagine 
advanced  security  systems  working 
through  your  existing  electrical  wiring,  that 
can  also  guard  against  fire,  flood  and  carbon 
monoxide.  We  can  make  it  happen.  Get  your 
energy  to  work  harder  for  you.  Call  your  local 
utility  and  tell  them,  "Make  EnergyOne  my 
energy  partner."  Or  call  us  at  1.888.663.3363. 


(EnergyOne) 


Energy  •  Communications  ■  Informati 
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'EOPLE  IM 

:.EMTU  c;  KY 

MEED  eOESES 

that  sell  fo  r 

1 1  L  L  I  O  N  8 

V  DOLLARS 

Luckily  thej  also 

I  O  D  U  €  E  SOME  MO  K  E 

F FOEDAELE 

>EMS  OF  TEA POET 


In  Georgetown,  Kentucky, 
people  will  proudly  tell  you  stories  about  their 
legendary  thoroughbred  horses.  Channpion 
racers,  with  familiar  names  like  Citation, 
Whirlaway  and  Man  o'  War. 

They  might  also  brag  a 
little  about  some  other  homegrown  success 


'Kentucky. 


stories.  And  rightfully  so.  Because  the 
400,000  Camrys  and  Avalons  built  every 
year  by  the  people  of  Toyota  Motor 
Manufacturing  in  Georgetown  are  winning 
hearts  around  America  -  and  the  world. 

In  every  place  where 
Toyotas  are  built  -  from  Australia,  to  Thailand, 
to  Kenya  -  the  cars  and  trucks  that  are  pro- 
duced there  reflect  the  pride  of  the  people 
who  build  them.  Because,  not  coincidentally, 
they  are  also  the  people  who  drive  them. 

Here  in  the  U.S.,  Toyotas 
are  being  designed  by  Californians,  tested  in 
Arizona  and  Michigan,  built  in  Kentucky, 
California,  and  soon  in  Indiana  as  well.  In 
fact,  more  than  half  the  Toyotas  sold  in 
America  are  built  by  Americans. 

Toyota  understands  that 
growth  in  the  global  marketplace  only  comes 
when  there  is  a  deep  understanding  and 
respect  of  the  unique  qualities  and  needs  of 
local  operations  and  people.  That's  why, 
around  the  world,  we  invest  in  local  design, 
local  manufacturing,  parts  and  jobs. 

Sure  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  makes  for 
increased  competitiveness  and  growth  in  the 
economies  where  we  do  business. 

It's  a  win/win  situation. 
And  if  there's  one  thing  the  people  of 
Kentucky  know  -  it's  how  to  produce  a  winner. 


TOYOTA  People  Drive  Us 
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SUCCESSFUL 
RETIREMENT 

Workers  now  must 
cover  more  of  the 
costs  themselves. 
But  there  are 
fresh  tools  for  the 

job  page  58 


Special  Report 


58    HOW  TO  RETIRE  SUCCESSFULLY 

These  days,  retii-ement  involves  more 
than  collecting  a  watch  and  a  pension. 
You've  got  to  do  plenty  of  planning.  But 
with  a  robust  economy  and  dozens  of 
saving  plans  to  choose  from,  you've  got 
a  good  shot  at  truly  golden  years  ahead 

62    SECURING  YOUR  FUTURE 

BrsixKs-  \\i-:i,K  teams  \x\)  with  financial 
])lanners  to  civate  a  self-help  guide 

70    AS  YOUNG  AS  YOU  FEEL 

With  adequate  income  and  good  health, 
there's  no  need  to  slow  driwn 

76    THE  YOUNG  AND  THE  THRIFTY 

When  GenXers  start  saving  for  their 
latter  yeaj's,  the  payoff  can  be  huge 

78  PLANS  FOR  'ALTERNATIVE'  LIFESTYLES 
Start  eai'ly  and  consult  with  pros — the 
law  provides  few  protections 

84  THE  SANDWICH  GENERATION 

One  couple  tries  to  lessen  the  financial 
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tip  Front 


EDITED  BY  LARRY  LIGHT 
UNION  BLUES 

WHAT'S  AILING 
STEVE  YOKICH? 

THE  HOTTEST  TOPIC  IN  DETROIT 
this  summer  is  the  health  of 
United  Auto  Workers  Presi- 
dent Stephen  Yokich.  He 
underwent  surgery  foi' 
prostate  cancer  in  late  May, 
say  several  union  and  indus- 
try sources.  But  the  nature 
of  the  operation  was  kept 
secret  from  many  UAW  offi- 
cials, leading  to  rumors  that 
Yokich  had  minor  knee 
surgery  or  kidney  stones. 

An  internal  memo  circulat- 
ed later  said  that  Yokich,  61, 
had  undergone  a  "radical" 
surgical  procedure.  Specula- 
tion swirled  again  in  late 
June,  when  Yokich  reentered 
the  hosj^ital,  causing  the  post- 
ponement of  a  June  27  meet- 
ing of  Yokich,  President  Clin- 
ton, and  the  top  Big  Three 
auto  execs.  One  source  close 


THE  FEDS 

FGGTO  RYAN: 
YER  OUT!' 


IT  S  O.K.  TO  BE  A 

former  pitcher  but 
not  a  current  pitch- 
man if  you're  I'un- 
ning  for  political 
office.  That's  what  the 
Federal  Communica- 
tions Commission  told 
baseball  legend  Nolan 
Ryan,  squelching  his  bid  to 
become  Texas'  next  agricul- 
ture commissioner. 

Ryan,  the  all-time  leader 
in  Major  League  strikeouts 
before  he  retired  in  199.") 
from  the  Texas  Rangers, 
earns  millions  from  commer- 
cials for  Daily  Queen,  Advil, 
and  Wrangler.  But  when  the 
FCC  recently  iiiled  this  work 
amounts  to  fi-ee  vote-for-me 
advertising,  Ryan  scrapped 
his  plans  to  seek  the  (;op  nod 
for  commish.  "Any  station 
airing  those  commercials  in 


UAW  CHIEF:  Cancer  surgery 

to  the  union  says  Yokich  was 
treated  for  an  infection  i-elat- 
ed  to  his  surgery. 

i;aw  officials  clid  not  retium 
calls.  "When  you  try  to  hide 
something,  it  makes  people 
wonder  more,"  says  one 
source  at  the  union.  Health 
permitting,  Yokich  seems  a 
shoo-in  for  reelection  to  a 
second  thi-ee-year  term, 
in  1998.       Bill  Vlasic 


Texas  would  have  to 
give  his  opponent 
equal  airtime," 
says  Mark 
Berlin,  a  se- 
nior attorney 
at  the  FCC 
— which,  of 
com'se,  none 
want  to  do. 
That's  why, 
when  Ron- 
PITCHER  b/it  110  pol     aid  Rea- 
gan  ran  for 


i 


President,  stations  no  longer 
showed  his  movies. 

Ryan,  50,  who  declines  to 
comment,  had  wide  political 
support  because  of  his  expe- 
rience as  a  ranchei'  (he  r-aises 
cattle  on  his  9,000  acres  in 
Texas)  and  his  down-home, 
aw-shucks  appeal.  He  plays 
off  that  image  in  his  ads  pro- 
moting such  products  as  the 
Dairy  Queen  Blizzard,  a  con- 
coction made  with  ice  cream 
and  candy.  Clearly,  Ryan 
wants  to  keep  living  the 
sweet  life.        Kate  Murphy 


TALK  SHOW  aour  rover  has  nestled  up  and  kissed 
Barnacle  Bill.?? 

— NASA 's  Matthew  Golombek,  on  the  first  chemical  testing  of  a 
rock  on  Mars 


SLUGFESTS 


WHERE  BROKERS  PARK  YOUR  GASH 


TWO    WALL    STREET  FIRMS 

have  sweetheart  deals  with 
money-market  funds  that 
work  against  the  firms' 
clients,  alleges  a  class  action 
filed  in  Manhattan  federal 
court.  At  issue:  a  common 
practice  of  broker-dealers 
called  "automatic  sweeps," 
where  spare  cash  in  clients' 
accounts — from  stock  sales 
or  dividends — is  swept 
into  money  funds  to 
earn  interest. 

In  particular,  the 
suit  charges  that 
Bear  Stearns  and 
the  Pershing 
Div.  of  Don- 
aldson, Lufkin 
&  Jenrette  get 
payments  (of  half  a 
percentage  point  or  more  of  a 
sweep  account)  from  Alliance 
Capital  to  shunt  the  cash  into 
laggard  Alliance  funds.  Says 
plaintiffs'  attorney  Stuart 
Wechsler,  a  partner  in  Wech- 
sler  Harwood  Halebian  & 
Feffer:  "This  is  a  kickback, 
plain  and  simple." 

The  suit  claims  that  Bear 
and  Pershing  don't  adequate- 


ly disclose  what's  going  < 
sometMng  that  might  pn 
their  clients  to  demand  fi 
with  better  returns.  Ind 
Alliance  Capital  Resei 
which  Wechsler  paints 
typical  Alliance  fund  1 
uses,  ranks 
among  the  476  ta> 
money  funds  trac 
by  IBC  Financial  E 
it  paid  1.29  points  le.- 
intere.st  than 
No.  1  fund  ' 
the  past 
months. 

Bear 
P  e  r  s  h  i 
who  (1 
getting  1 
backs, 
the  payments 
standard  expense  reimbi 
ments  to  broker-dealers 
bring  in  business.  More< 
Bear  and  Pershing  client  > 
ceive  a  prospectus  from 
money  funds  disclosing 
defendants  say.  Alliance  \i 
comment.  If  the  suit  suia 
a  move  to  dismiss  it, 
court  would  mull  ceitifyii 
class  of  alleged  victims. 


THE  LIST  TALK.  TALK.  TALK 


Radio  stations  are  switching 
to  tigtiter  formats.  Talk  radio 
is  the  big  gamer,  alttiougti  its 
growth  IS 
slowing.  Its 
audiences 
like  advice 
(such  as 
from  Dr. 
Laura)  or 
commentary 
(Rush  Lim- 
baugh). 
Meanwhile, 
baby  boom- 
ers are  get- 
ting more  classic  rock.  But 
broader-ranging  formats,  such 
as  adult  contemporary,  are 
losing  ground  among  the 
9,661  U.S.  stations. 


RADIO  FORMATS: 

NET  GAINERS 
AND  LOSERS,  1991-199 


GAINERS 


no.  station 
addI 


NEWS/  TALK 
CLASSIC  ROCY 


COUNTRY 
RELIGlbUS" 

span1s"h 


82 

29! 
22: 
21- 


LOSERS 


LIMBAUGH: 

Big  fat  draw 


NO.  STATION 
DROPPE 


ADULT  CONTEMPORARY  51! 
TOP  40  40; 


EASY  LISTENING 


15( 


OLD  STANDARDS 
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American  Century  Investments 
P.O.  Box  419200 
Kansas  City,  MO  64141-6200 
www.  americancentury.  com 


You  Can't  Control  The  Weather. 
You  Can't  Control  Your  Boss. 
You  Can,  However,  Control  Your  IRA. 

It's  called  an  individual  retirement  account  for  a  reason.  It  s 
yours.  You  opened  it.  You  contribute  to  it.  And  you  alone  may  elect 
to  move  it,  when  you  think  there's  a  good  reason.  A  reason 
like  performance,  I    AMERICAN  CENTURY 5-STARPERFORMANCE- 


Equity 
Growth' 

Value' 

Income  i 
Growth' 


Ranking 

1-Year 

3-Years 

5-Years 

Life  of  Fund 

5* 

21.4° 

22.0°" 

16.2" 

15.7"' 

(5/9/91) 

5* 

16.0° 

20.7 

17.4 

(9/1/93) 

5* 

19.7 

21.7 

16.4° 

18.5"' 

(12/17/90) 

for  example.  Take 
a  look  at  the  Rmds 
charted  here.  Each 
has  an  impressive 
record  of  perfor- 
mance over  time. 
And  tliere's  another 
good  reason  to  con- 
sider American  Centurv  We  manage  all  our  funds  with 
teams,  not  "stars."  We  believe  this  gives  us  a  more  consistent, 
long-term  investment  strategy  Take  control  of  your  future. 
Call  American  Century  to  find 
out  how  to  transfer  your  IRA: 


Average  annual  total  returns  as  of  3/31/97.  llJorningstai  Rankings  as  of  5/31/97 
Funds  rated  lor  Ihc  overall  period  among  1,980  domestic  stock  funds. 


1-800-345-2021 


AMERICAN 
CENTURY. 


i!f  /fj;ip/  thitip  it'ortli  hiowiiig  Nntimilly,  jxrs/  performance  can't  guarantee  future  resiilti.  'Tliese  fis^ire^  represent  past  performance  (investor  class  shares  for  Value)  and  assume  all  dividends  were 
nvested.  Other  share  classes  may  be  available  Investment  return  and  the  value  of  i/our  principal  will  tliictiiale.  and  the  final  value  of  your  investment  may  be  more  or  les<  than  what  iioii  started  with 
•flsc  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest. 

lOmingstar  ratings:  Etfuity  Growth  with  1-,  3-,  and  5-year  ratings:  5,  5,  5.  Value  with  1-,  and  3-year  ratings:  4.  5.  Income  b  Growth  with  1-,  3-,  and  5-year  ratings:  5,  5,  5.  Morningstar  proprietary 
ings  reflect  historical,  nsk-adjusted  performance  as  of '5/31/97.  Viese  ratings,  lohich  may  change  monthly,  are  calculated  from  the  funds'  3-  and  5-year  average  annual  total  returns  in  excess  of  90-day 
lasury  bill  returns  with  appropriate  fee  adjustments,  and  a  risk  factor  tlrnt  reflects  fund  performance  below  90-day  Treasimj  bill  returns.  (Are  you  still  with  us?)  The  1-year  rating  is  calculated  using 
•same  methodology  but  is  not  a  component  of  the  overall  rating  All  funds  were  rated  for  the  1-,  3-,  and  5-year  ending  5/31/97  among  3,103;  1,9S0;  1,120  domestic  stock  funds.  10%  of  th' funds  in  an 
')estment  category  received  5  stars;  the  next  22.5%  received  4  stars.  ©  3997  American  Century  Services  Corporation,  American  Century  Investment  Services,  Inc.  BSW 
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DRAWN  &  QUARTERED 


HONCHOS 


WILL  THE  SON  RISE  AT  REVLON? 


IS  STKVKN  FEIiEI>MAN  BEINC 

gi'oomed  to  manage  his  dad's 
$5  billion  empire?  At  54, 
swashbuckling  financier  Ron 
Perelman  isn't  going  any- 
whei-e.  But  insiders  are  wait- 
ing to  see  if  Pion's  eldest 
child  fixes  a  lagging  unit  of 
Revlon,  which  Pop  controls. 

Steve,  21),  took  over 
Revlon's  fragrance  division 
two  years  ago.  Thus  far,  it 
hasn't  matched  the  company's 
comeback  in  cosmetics.  In 
1996,  Revlon  had  only  one 
peifume  in  the  top  10 — Char- 
lie (No.  9),  amid  an  industry- 
wide slump.  Yet  in  late  Au- 
gust, Steve  aims  to  launch  a 
scent  called  She  with  a  high- 
powered  ad  drive  featuring 
actress  Halle  Berry. 

All  Ron  has  said  about  the 
futiu'e  is  that  "I  j^lan  to  leave 


THE  BIG  PICTURE 


RAGING  BULLS 

After  a  scare  earlier  in  the 
year,  the  market  is  stoked, 
and  so  are  the  optimists. 
Almost  two-thirds  of  those 
polled  in  early  June,  with 
the  Dow  poised  to  gain  600 
points,  were  self-described 
bulls.  Fearless,  too: 
42%  call  a 
1,000- 
point  drop 
a  chance 
to  buy 
cheaply 


PERELMANS:  Big  test  ahead 

my  assets  to  my  children,  so 
they  should  be  interested  in 
running  them."  He  has  six 
kids  from  three  marriages, 
fom-  of  them  in  their  20s.  Deb- 
bie, 24,  also  works  at  Revlon, 
as  a  management  trainee. 
Hope  and  Joshua  are  in  "pub- 
lic service"  and  in  "business," 
says  a  privacy-minded  Perel- 
man spokesman.  The  other 
two  are  youngsters. 

Since  getting  a  joint  law- 
business  degree  from  Penn, 
Steve  has  been  on  Revlon's 
operational  side  while  the  old 
man  cut  deals.  Tlie  much  mel- 
lower Steve,  who  shares  an 
occasional  cigar  with  liis  hard- 
dinving  fathei\  could  wind  up 
as  the  front-iTinner — if  he  can 
just  get  the  smell  of  success 
right.  Leslie  A.  Brown 


LODGING  FOR  THE 
SLEEP-CHALLENGED 


ing  sounds  as  waves  hn 
ing.  New  rooms  at  the  \ 
doif-Astoiia  in  New  York  i 
open  July  18,  featurin|3 
jacuzzi  and  a  massaging  1 ' 
ARE  YOU  ONE  OF  THOSE  RED-       At  Sheraton,  Body  C; 
eyed  travelers  who  can't  seem    Cuisine  room  sei-vice  all 
to  get  a  good  night's  sleep  in    the  time-zoned-out  to  oi 
a  strange  hotel  bed?  Well,    from  a  choice  of  14  meaUi 
you're  not  alone.  Accoi'ding  to    any  time.  Example:  a  ji|' 
the  National  Sleep  Founda-    steak  at  8  a.m.  when  yr 
tion,  up  to  40%  of  travel- 
ers have  some  degTee  of 
insomnia.  But  help  for 
road  warriors  who  toss 
and  tum  is  here. 

Hilton  Hotels  recently 
stalled  offering  25  Sleep- 
Tight  rooms  in  five  cities 
ranging  from  Washington 
to  Beverly  Hills.  For  the 
standard  rate,  those  who  HILTON:  Circadian  light  is  a  // 


ask  can  land  a  room  far 
from  ice  machines  and  eleva- 
tor shafts  that  is  decked  out 
with  heavy  drapes,  a  noise- 
muffling  seal  on  the  door,  a 
circadian  light  to  adjust  to  a 
new  time  zone,  and  even  a 
gadget  that  emits  such  sooth- 


body  feels  as  if  it's  8  p.m. . 
Hyatt  has  a  Jet  Lag  Pack  ^ 
for  $40  that  gives  you  all  \e 
goods  for  a  soothing  bat 
lavender  bath  salts,  body 
and  a  rabber  duckie.  Fee 
sleepy  yet?  Leslie  A.  En 


PRODUCT  PEEK 


THE  NEXT  IRRITATING  FAD  FROM  JAPAN 


BULLISH  INVESTORS 

^    ii^FROM  A  SURVEY  Of  500  INVESTORS 


JUNE '94 
▲  PERCENT 

DATA:  QUICK  &  REIUY,  INC. 


FdRCET  TAMA(;OTCHI 

)endants.  Yet  another 
Japanese  craze  is  headed 
for  U.  S.  youngsters — 
this  one  involving  stickers 
with  your  offspring's  mug 
pasted  all  over  the  place. 

Don't  be  alanned  if  the  Idd 
is  pictured  on  a  beach 
you've  never  been  to 
or  any  one  of  26  other 
unfamiliar  scenes.  For 
$8,  a  Print  Club  kiosk 
takes  the  kid's  picture 


and  dispenses  16  stamp-sized 
stickers  on  a  sheet.  Young 
Japanese  (usually  girls)  col- 
lect and  trade  them  to  put 
on  lockers,  envelopes.  Print 
Club  sticker  books,  whatever. 

The  U.  S.  rollout  aims  to 
be  big,  with  10,000  machines 


installed  nationwide  in  |> 
fall.  Parent  company  Atlu 
out  to  duplicate  its  sue 
in  Japan,  where  reven 
have  gone  from  zero  to  > 
million  in  two  years.  A 
wants  arcades  and  store.'- 
buy — not  rent — the  machiii. 
at'  $10,000  each.  But 
kiosks  are  said  to  pay 
themselves  in  just  ove 
month.       Joshua  Kanfi' 


FOOTNOTES    Credit-card  holders  who  always  cany  a  balance:  35%;  who  never  do:  35% 
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CDMA  Digital 
PCS  Phoni 
Actual  Eizi  cloxift 
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Editor's  Memo 


TUNE  IN  TO 
A  NEW  BUSINESS  SHOW 


We're  proud  to  announce  the 
premiere  of  a  new  series  on 
public  television:  This  Week 
in  Business.  The  program  is  pro- 
duced by  WETA  in  Washington, 
D.  C,  in  association  with  business 

WEEK. 

The  half-hour  program  will  ap- 
pear in  six  U.S.  cities  beginning  the 
weekend  of  July  18 — New  York 
(wnet),  Boston  (wgbh),  Washington 
(WETA),  Dallas  (kdtn), 
Houston  (kuht),  and 
Minneapolis/St.  Paul 
(ktci).  For  the  time, 
check  the  TV  listings 
in  your  local  news- 
paper. A  nationwide 
launch  on  pes  is 
planned  for  the  winter 
of  1998. 

WETA  has  a  distil 
guished  track  record  iii 
public  television.  Its 
offerings  include  The 
NewsHour  with  Jim 
Lehrer,  Washington 
Week  in  Review,  and  In 
Performance  at  the 
White  House,  business  week 
brings  the  editorial  resources  and 
expertise  of  the  world's  best-sell- 
ing business  magazine,  with  more 
than  200  reporters  and  editors  in 
New  York  and  its  network  of  news 
bureaus  in  25  cities  around  the 
world. 

This  Week  in  Business,  hosted 
by  former  abc  News  Coirespondent 
Sheilah  Kast,  is  designed  to  make 
business  news  accessible  to  an  au- 
dience that  is  less  interested  in  up- 
to-the-minute  stock  market  reports 


Sheilah  Kast 


than  in  the  compelling  stories  un 
folding  in  the  business  world. 

Each  week,  Kast  will  lead  ; 
roundtable  discussion  of  the  week'; 
most  important  business  stories  b} 
the  journalists  who  are  covering 
them — from  business  week  anc 
other  top  pubhcations.  In  addition 
This  Week  in  Business  vdll  include 
interviews  with  CEOs  and  othei 
business  newsmakers,  to  give  view 
ers  a  closer  under 
standing  of  the  peo- 
ple who  are  creating 
news.  "With  Tkib 
Week  in  Business'  poo| 
of  experienced  joumaH 
ists,  we  will  provide 
informed  analysis  oi 
the  most  timely  issues 
in  the  business  arena,'] 
says  David  McGowan. 
a  WETA  senior  vice- 
president. 

Our  goal  at  business 
WEEK  is  to  make  the 
world  of  business  as 
interesting  and  exciting 
as  it  is  important.  This 
Week  in  Business  will  provide  a 
single  place  on  television  for  the 
best  reporting  and  analysis  of  the 
week's  most  compelling  business 
stories. 

We  are  pleased  to  be  taking  a 
supporting  role  in  this  progi'am — 
and  we  hope  that  you  will  be 
watching. 


Editor-in-Chief 


Business  Week 
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Dear  Mr.  Responsible: 


You  never  missed  the  7:12.  You 
got  a  haircut  every  other  Tuesday. 
You  never  left  a  wet  bathing  suit 
on  the  bed.  Guess  what,  friend. 
You're  done  dottin'  i's.  This  is 
the  Buick  Riviera.  You  can  get  a 
supercharged  engine,  a  CD  player 
with  six  speakers,  and  an  ashtray 
big  enough  for  two  cigars.  It's  not 
meant  for  carpooling,  but  then, 
neither  are  you. 

The  Buick  Riviera  — 
You're  due. 
Definitely  due. 


Buick  Riviera 


1-800-4-RIVIERA  www.bi/ick.c 


©1997  GM  Corp.  All: rights  reserved.  Riviera  is  a  regjs^et 
trademark  of  GM-Corp.  Buckle  up.  America! 


Readers  Report 


MARKETING  TO  KIDS: 
WHO'S  REALLY  TO  BLAME? 


I  finished  "Hey  kid,  buy  this!"  (Cover 
Story,  June  80)  feeling  hopeless  and  full 
of  questions. 

Wtiat  kind  of  cultural  void  has  given 
rise  to  our  society's  readiness  to  view 
our  children  as  "the  most  pure  con- 
sumers you  could  have"?  If  200  years  of 


BusinessWeek 


NEXT  TIME,  ASK  KIDS 

"When  I  read  your  arti- 
cle, I  was  way  insulted. 
It  make  kids  sound 
shallow,  stupid,  and 
like  they  don't  have 
minds  of  their  own  to 
decide  what  to  buy." 

labels  or 


pester  the  mom  to  buy  the  product, 
rather  than  going  straight  to  the  mom." 

And  how  have  parents  lost  their  role 
as  gatekeepers?  I  goiess  we're  too  busy. 
We  need  two  working  parents  with 
good  incomes  to  provide  our  children 
with  Chevy  Venture  minivans,  McDon- 
ald's dinners,  Calvin  Klein  jeans,  Nike 
shoes,  Nintendo  64  video  games,  and, 
don't  forget,  lots  of  Pepsi  and  Camel 
i^^^"^™  cigarettes. 

Helen  Van  Ryzin 
Waterford,"  Va. 


a  free-market  economy  has  led  us  to 
this,  I'm  ready  to  consider  socialism. 

And  what  can  intelligent,  sensitive, 
caring  parents  do  to  avoid  the  bom- 
bardment of  their  children  with  this  so- 
phisticated marketing  hype?  And  what 
about  family  values?  We  have  advertis- 
ing executives  who  "rely  on  the  kid  to 


When  I  read  your  arti- 
cle, I  was  way  insulted.  It 
made  kids  sound  shallow, 
stupid,  and  like  they  don't 
have  minds  of  theu'  own  to 
decide  what  to  buy.  You 
don't  know  what  it's  like  to 
be  a  kid  now.  We  don't  just 
buy  things  because  of  their 
because  of  commercials.  Peer 
pressure  is  a  big  factor  when  we  are 
about  to  buy  clothes  or  even  a  drink. 
Ne.xt  time  you  are  going  to  write  an 
article  about  kids,  why  don't  you  ask 
kids,  not  specialists. 

Cristin  Ann  Costello  (age  11) 
Park  City,  Utah 


CORRECTIONS  &  CLARIFICATIONS 

"A  company  without  a  country"  (News: 
Analysis  &  Commentary,  May  5)  incorrect- 
ly said  Hongkong  &  Shanghai  Banking  Corp. 
moved  to  Britain  in  1993.  The  bank  remains 
in  Hong  Kong.  It  was  the  bank's  parent  com- 
pany, HSBC  Holdings  PLC,  that  moved  to 
Britain. 


Congratulations — you've  recognized  a: 
trend  that  has  been  a  major  shaper  ofi 
both  the  marketplace  and  our  society] 
for  the  past  40  years. 

Pei'haps  the  most  profound  change  of 
those  that  began  in  the  '50s — the  one 
that  may  ultimately  be  recognized  as 
having  had  the  greatest  impact  of  all 
on  our  society — was  a  new  way  of  look- 
ing at  children.  And  it  came  out  of 
television. 

Prior  to  television,  children  were  not 
seen  as  a  market  in  their  own  right. 
Businesses  providing  goods  and  services 
to  children  sold  these  products  to  the 
parents  rather  than  dii'ectly  to  the  chil- 
dren. Television  changed  that.  Very 
quickly,  advertisers  recognized  that  they 
could  direct  their  messages  at  the  chil- 


Introclucinp  the  affordable  new  ThinkPad  380.  The  pow 


en  who  would  in  turn  sell  the  prod- 
ts  to  theii-  pai'ents. 

Ai"nold  Brown 
Chairman 
Weiner,  Edrich,  Brown  Inc. 

New  York 

The  consumer  culture's  invasion  of 
Idren's  lives  in  and  out  of  school  sure- 
deserves  the  expose  you  gave  it.  One 
^ertion  in  the  article,  however,  should 
challenged:  that  "parents  no  longer 
;  as  filters  between  their  kids  and  the 
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world."  On  the  contrary,  this  is  precise- 
ly what  we  are  trying  our  hardest  to  do. 

We  need  each  other  to  succeed  in 
this  effort,  along  with  enlightened  pub- 
lic policy  and  improved  (not  necessarily 
increased)  corporate  and  nonprofit  sup- 
port. Until  our  culture  returns  to  a 
more  parent-friendly  state,  the  best  we 
can  do  to  resist  the  commercialization  of 
daily  life  is  to  buy  simple  toys,  games, 
and  crafts  for  our  children — and  good 
books — and,  as  often  as  we  can,  buy 
logo-free,  slogan-free  clothes  for  our- 
selves and  our  kids. 

Eve  Sullivan 
Founder,  Parents  Forum  Inc. 

Cambridge,  Mass. 

Yes,  I  am  one  of  those  parents 
"struggling  to  find  kids  underwear  vnth- 
out  a  licensing  cartoon  character  on  it." 

Tom  Kalinske,  president  of  Knowl- 
edge Universe,  thinks  "kids  today  are 
more  sophisticated  than  the  generation 
that  preceded  them"  and  that  these 
same  kids  are  "able  to  recognize  hype 
and  impei^vious  to  crude  manipulations." 
Many  adults  are  unable  to  see  through 
deceptive  advertising — as  witnessed  in 
what  we  purchase  for  our  children. 

Right  now,  it's  easy  for  me  to  fight 
commercialism  aimed  at  my  children. 
As  a  parent  of  a  3-  and  a  5-year-old,  I 
no  longer  go  shopping  at  the  mall  on  a 


Saturday  afternoon.  All  selecting  and 
purchasing  for  the  children  and  the 
household  is  done  by  one  parent  while 
the  other  is  home  with  the  children. 

Our  preschoolers  do  not  watch  net- 
work TV,  Nickelodeon,  or  tnt.  Our  time 
is  spent  at  the  museums,  nature  parks, 
and  historical  sites  learning  about  our- 
selves instead  of  Mattel  and  Disney.  I 
am  walling  to  bet  that  oiu-  close  parental 
supervision  will  have  an  impact. 

Lynda  T.  Morley 
Piano,  Tex. 
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CAR 

A  Drama  of  the  American  Workplace 

By  Mary  Walton 

Norton  •  360pp  •  $26.95 


HOW  FORD 
TIXED'  THE  TAURUS 


For  some  reason,  the  anatomy  of  a 
flop  is  almost  always  more  com- 
pelling than  a  sunny  success  sto- 
ry. Would  Julie  Salamon's  1991  Holly- 
wood saga,  The  Devils  Candij,  have 
been  so  fascinating  if  she  hadn't  been 
describing  the  disastrous  film  adapta- 
tion of  Tom  Wolfe's  Tlie  Bonfire  of  the 
Vanitiesi 

Still,  when  author  Mary  Walton  set 
out  in  early  1993  to  chronicle  the  devel- 
opment of  the  1996  Taurus,  it  would 
have  been  hai'd  to  predict  that  Ameri- 
ca's top-selling  car  was  heading  for  a 
fall,  with  a  redesign  whose  styling  was 
too  radical  and  price  tag  too  steep.  Back 
then,  Ford  Motor  Co.  had  high  hopes 
that  the  Taurus'  first  major  overhaul 
would  result  in  another  triumph.  So 
then-Chairman  Harold  A.  "Red"  Poling 
agreed  to  give  Walton,  a  former 
Philadelphia  Inquirer  reporter,  a  front- 
row  seat  in  Ford's  Design  Center,  amid 
the  team  of  engineers,  planners,  de- 
signers, and  marketers  remaking  The 
Car  That  Saved  Ford. 

The  resulting  book.  Car:  A  Drama 
of  the  American  Workplace,  is  a  no- 
holds-ban-ed  account  of  how  Ford  fell 
far  short  of  its  lofty  goals — and  it's  a 
good  read  to  boot.  Walton  also  provides 
an  enlightening  peek  at  the  inner  work- 
ings of  a  large  corporation  trying  to 
reinvent  itself. 

The  author  was  gi-anted  unprece- 
dented access  to  the  Taurus  team,  be- 
coming a  virtual  insider  at  Ford  for 
nearly  three  years.  The  company's  only 
restriction  was  that  Walton  not  publish 
proprietaiy  details  about  costs  and  prof- 
its. Taurus  program  director  Richard 
L.  Landgraff  gave  Walton  entree  to 
team  meetings  and  encouraged  staffers 
to  talk  to  her. 

Api)arently,  Walton's  tale  was  a  bit 
too  frank  foi'  Ford.  When  Ford  man- 
agers saw  a  completed  manuscript  of 
the  book  to  vet  it  for  proprietary  data. 


the  door  slammed  shut.  (By  then,  it 
was  already  clear  that  Taurus  sales 
were  slumping.)  Team  members  with 
whom  Walton  had  chatted  freely  for 
years  were  instructed  to  refer  her  calls 
to  the  public-relations  department. 
Ford,  she  writes,  "came  to  regi-et  hav- 
ing allowed  a  journalist  such  a  candid 
look  at  its  operations.  No  writer  had 
been  given  such  access  before,  I  was 
told,  and  it  would  likely  be  a  long  time 
before  it  happened  again." 

It's  not  that  Walton  is  unduly  harsh. 
Indeed,  she  displays  consid- 
erable sym]3athy  for  the  am- 
bitions and  efforts  of  the  en- 
gineers and  managers  whom 
she  had  come  to  know  well. 
But  she  doesn't  shy  away 
from  painful  revelations, 
such  as  how  America's  No.  2 
auto  maker  came  to  so 
seriously  misgauge  its 
customers. 

In  the  most  notable  mis- 
calculation, part  way  tlirough 
the  car's  development,  Land- 
gi'aff  and  his  team  drove  a 
Toyota  Camry,  a  fine,  redesigned  car 
that  competed  directly  with  the  Taurus. 
Then  and  there,  they  decided  that  the 
Taurus  had  to  match  the  Camry's  engi- 
neering refinement  and  features.  Since 
Toyota  had  j3ut  moi'e  cost  into  its  sedan, 
so  would  Foi'd.  What  Ford  didn't  realize 
was  that  Toyota  had  already  reversed 
course,  slicing  costs  of  its  futiu'e  models. 

Walton's  story  follows  the  new  Taiuns 
from  conception  to  assembly  line  to 
dealer  lots,  recounting  many  of  the 
stumbles  along  the  way.  As  in  other 
books  that  have  provided  inside  peeks 
at  the  biith  of  a  new  car,  this  account  is 
replete  with  plucky  engineers,  vision- 
ary  designers,  the  requisite  close  calls  in 
winning  approval  for  critical  changes, 
and  sciuabbles  among  team  members. 
There  are  deft  sketches  of  key  charac- 


MARY  WALTON 


ters,  including  team  leader  Landgra 
blunt,  antisocial  man  who  tends  to 
pect  the  worst  of  his  fellow  hum, 
and  chief  engineer  George  Bell,  a  ca 
manager  who  says  he  feels  bad  all 
if  he  has  to  chew  out  a  subordinate 
But  unlike  most  auto  tomes,  Wa 
doesn't  leave  the  reader  with 
impression  that  cars  are  actually 
by  the  guys  in  wingtips.  Her  st 
encompasses  the  workers  in  Chic 
and  Atlanta  who  assemble  the  Tau 
Even  more  unusual,  she  reac 
out  to  include  supplier  employ 
chronicling  a  day  in  the  life  of  E 
Ramirez  Alarcon,  a  Mexican  bor 
resident  who  sews  seat  covers  f( 
Ford  supplier 

The  fly-on-the-wall  approach 
yields  fascinating  insights  into  Fo 
struggles  to  adapt  its  militaristic  c 
mand-and-control  management  styL 
the  new  era  of  team  decision-mak 
The  team  wrestled  for  months  with 
question  of  where  the  Taurus'  side-\ 
mirror  should  be  plai 
then  presented  their  rec 
mendation  to  Ford's  hea 
North  American  auto  opi 
tions,  Alexander  J.  Trotn 
who  is  now  chairman, 
boss  listened,  then  vet 
their  choice. 

Walton's  account  of 
Taurus'  gestation  will 
comprehensible  to  reac 
who  don't  know  a  busl 
from  a  gimp.  Auto  insic 
may  find  her  explanati 
uiuK'cessary,  but  neophytes  will  ap] 
ciate  the  asides  that,  when  needed, 
plain  the  different  ways  a  door  car 
mounted  on  a  car,  for  example, 
ton  does  ramble  at  times,  and  len.u 
sections  describing  skirmishing  betw 
Ford's  PR  staff  and  Detroit's  ;ij 
scribes  (including  this  reviewer,  wl 
1995  BU.siNESS  WEEK  Cover  Storyj 
the  new  Taurus  is  cited)  may  be 
compelling. 

Still,  it's  rare  to  find  an  auto  1 
that  explains  the  process  of  creati 
car  with  so  much  color  and  detail, 
provides  an  unusual  glimpse  into  ho 
big  corporation  filled  with  smart,  ci 
ble,  and  well-intentioned  people  can 
so  far  short  of  its  goals. 

BY  KATHLEEN  KER 
Kerwin  is  BUSINESS  week's  Dei 
bureau  chief. 


FORD,  WALTON  WRITES,  "CAME  TO  REGRET  HAVIN* 
ALLOWED  A  JOURNALIST  SUCH  A  CANDID  LOOK" 
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de  Story  of  Hollywood's  Most 
srsial  Power  Broker 

irt  Slater 

-Hill  •  360pp  •  $22.95 

TZ  RANTING 

n  months  after  his  unceremoni- 
resignation  as  Walt  Disney  Co.'s 
!nt,  Michael  Ovitz  remains  nearly 
pTiatic  as  he  was  during  his  20- 
imb  to  become  Hollywood's  pre- 
it  talent  agent.  There  are,  how- 
iome  snippets  of  Ovitz  honesty 
ome  through  in  Ovitz,  Robert 
;  account  of  his  rise  and  fall.  What 
\Tong  between  Ovitz  and  Disney 
lan  Michael  Eisner?  "We  were  go- 
be  partners.  We  were  going  to 
i  company  togetner. . . .  But  it  did- 
!"k  from  the  day  I  started." 
,  of  his  controversial  $125  million 
nee  package  for  14  months  of 
"I  just  made  a  smart  deal  for  my- 
.This  is  America.  This  isn't  the 
Union.  It's  the  supply-and- 
d  of  the  marketplace." 


For  55  pages,  Ovitz  is  fairly  littered 
with  the  sound  and  fiay  of  a  man  seek- 
ing vindication,  and  it  can  be  eye-open- 
ing stuff.  But  the  problem  with  Slater's 
tome  is  that  it  nms  360  pages.  And  most 
of  the  rest  of  it,  while  mind-numbing  in 
its  detail,  never  really  gets  to  the  man 
who  is  Michael  Ovitz,  the  super- 
agent  who  loved  the  deal  but  rarely 
had  to  live  with  the  conse- 
quences— until  his  own  future 
was  at  stake. 

Do  we  really  need  to  know 
of  young  Michael's  exploits  as 
a  baseball  player  or  high 
school  gymnast?  Or  that  it 
was  his  father,  David,  who 
offered  encouragement  for 
his  son  to  leave  the  William 
Morris  Agency  to  start  the 
soon-to-be-powerful  Creative 
Aitists  Agency?  Ovitz'  rise  to  power  is 
chronicled  with  many  of  the  anecdotes 
that  already  dot  Ovitz  press  accounts, 
from  his  ritualistic  lobbying  of  literary 
agent  Mort  Janklow  to  his  deals  for 
Sony  and  Matsushita  that  allowed  them 
to  buy  their  way  into  Hollywood. 

Slater,  a  onetime  United  Press  In- 
ternational reporter  who  has  penned 
largely  positive  books  on  superinvestor 


George  Soros  and  General  Electric  Co, 
Chairman  Jack  Welch,  writes  openly  of 
his  efforts  to  win  Ovitz'  help  with  the 
book  and  his  ultimate  respect  for 
the  dealmaker  Like  dozens  of  others. 
Slater  was  no  doubt  mesmerized  by 
Ovitz'  charm.  Indeed,  Ovitz  opened  his 
Rolodex  for  Slater,  facilitating  inter- 
views with  the  glitterati  of  Hollywood, 
from  Sean  Connery  to  basket- 
ball's Magic  Johnson.  Still,  not 
many  reporters  would  suc- 
cumb to  the  level  of  flattery 
often  found  here. 

Slater,  who  negotiated 
Ovitz'  help  just  after  the 
agent  joined  Disney,  was 
seemingly  en  route  to  writing 
the  inside  tale  of  a  mogul  on 
the  rise.  Clearly,  that  changed 
when  Ovitz  met  his  Disney 
demise,  forcing  Slater  to  rush  in  order 
to  cash  in  on  the  publicity.  This  speed- 
up shows,  as  when  Slater  mistakenly 
calls  Disney  board  member  Gaiy  L.  Wil- 
son "Donald"  or  when  he  says  Eisner 
came  to  Disney  in  1985  instead  of  1984. 
But  these  mistakes  are  a  small  price  to 
pay  for  unbridled  Michael  Ovitz — at 
least  for  55  quote-packed  pages. 

BY  RONALD  GROVER 
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The  people  portrayed  liere  have  been  erected  to  serve  as  an  example  ot  Ameriean  Express  Fmaneial  Advisors'  clients. 

The  company  that  pioneered  financial  planning  has  advisors 
who  can  talk  to  you  about  college  tuition,  too.  To  discover 
how  they  can  help  you  do  more  call  1-800-GET  ADVICE. 


Harvard. 

Class  of  2011. 
Ifs  our  little  plan 
to  make  sure 
he  won't  be 
on  our  sofa  at  32. 

Randy  and  Joan 

Hansen  were  a  little 

concerned  about  Alex's  future. 
After  all,  their  incomes  while 
certainly  respectable,  didn't  exactly 
reach  Ivy  League  proportions. 
So  they  called  Dave,  their  American 
Express  financial  advisor.  He  took 
a  look  at  the  Hansen's  current 
financial  situation  and  came  up 
with  a  number  of  investment 
options  —  many  of  which  they'd 
never  considered  before.  Then 
together,  they  decided  on  a  plan 
that  was  a  nice  balance  of 
aspiration  and  practicality. 
Thus  began  a  financial  journey 
that  will  last  the  next  fifteen  years. 
And  give  Alex  the  education  he 
needs  to  get  him  wherever  he  wants 
to  go.  As  long  as  it's  eventually  out 


on 


his 


own. 


http://www.americanexpress. 
com/advisors 


Financial 
Advisors 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

TRACING  YOUR 
ROOTS  VIA  PC 


Broderbund's 
software  helps  you 
create  a  family  tree 
and  search  for  data 

Millions  of  people  are 
still  asking  that  all- 
too-familiar  question: 
"Wliy  do  I  need  a  home  com- 
puter?" While  kids  take  nat- 
urally to  computei's,  for  many 
adults  they  i-emain  little  moi'e 
than  glorified — and  expen- 
sive— typewriters.  But  if 
you're  fascinated  with  liistoiy 
and  have  a  yen  to  better  un- 
derstand your  family's  past, 
there  may  now  be  a  com- 
pelling reason  to  take 
the  PC  plunge. 

Family  Tive  Mak- 
er Jf.O  from  Broder- 
bund  Software  Inc. 
(510  794-6850)  takes 
advantage  of  three 
things  computers  are 
truly  good  at:  for- 
matting and  printing 
complex  documents 
such  as  family  trees, 
organizing  tangled 
information  into  a 
coherent  database 
such  as  a  family 
history,  and  search- 
ing public  data 
sources.  And  while  it 
has  competitors, 
most  notably  Corel's 
Fa  mill/  Tree  Suite, 
Broderbund  product  seems 
the  most  compi'ehensive. 
KINSHIP  REPORT.  The  $(;0  ba- 
sic version  of  FamHij  Tree 
Maker  is  a  sort  of  sj^ecialized 
information  manager  and 
word  processor.  (So  far,  it's 
available  only  for  Windows — 
Macintosh  users  will  have  to 
settle  for  an  older  version.) 
You  stai't  a  new  tree  with  a 
"family  page"  on  which  you 


enter  information  about  youi- 
self,  your  spouse  (or  spous- 
es), and  any  children.  The 
page  is  part  of  an  on-screen 
notebook,  and  as  you  add 
data,  new  pages  are  created 
for  your  parents  and  your 
sjjouse's  parents. 

You  can  enter  as  much  or 
as  little  information  about 
each  individual  as  you  want. 
You  can  go  from  the  basics, 
such  as  dates  and  places  of 
birth  and  death,  to  details  of 
military  records  or  medical 
histories.  Any  information 
you  lack  can  simply  be  left 
blank. 

Once  the  data  ai'e  entered. 


$79 
the 


you  can  use  them  to  print  a 
variety  of  repoits.  Starting 
with  any  individual,  you  can 
build  family  trees  of  either 
descendants  or  ancestors. 
And  since  Family  Tree  Mak- 
er understands  i-elationships, 
it  can  generate  a  kinship  re- 
port that  tells  how  each  pei- 
son  in  your  family  is  related 
to  any  given  individual.  It 
also  lets  you  combine  these 
reports  with  scanned  pictiu-es 
or  documents  into  a  printed 


family  album.  Think  of  the 
holiday  gift  possibilities! 

Of  course,  unless  you  come 
from  a  family  that  keeps 
scrupulous  records,  you're 
probably  going  to  run  out  of 
infoiTTiation  on  yoiu'  ancestors 
within  a  couple  of  genera- 
tions. That's  where  the  pro- 
gram's research  capabilities 
come  in.  Vast  computerized 
databases  of  genealogical  in- 
formation exist,  and  Broder- 
bund gives  you  an  easy  way 
to  tap  them. 

READY-MADE  LIMB.  The  .$110 
deluxe  edition  of  Family  Tree 
Maker  includes  seven  CD- 
KOMs  of  data,  including  two 
that  contain  50  years'  worth 
of  Social  Security  death 
records.  The  other  five  hold 
thousands  of  family  histories 
that  have  been  submitted  to 
Broderbund  by  users  of 
Family  Tree  Maker.  If  you 
discover  relatives  while 
searching  this  database,  you 
may  be  able  to  add  a  ready- 
made  limb  to  your  family 
tree.  The  software 
makes  it  easy  to  im- 
port data  from  these 
databases  into  your 
own  records. 

Broderbund  also 
offers  a  variety  of 
other  information 
sources,  including 
census  records  for 
1790  to  1920;  state 
vital-statistics  files, 
such  as  births  and 
marriages;  and  mili- 
tary and  immigi-ation 
records.  In  most  cas- 
es, you  can  order  ei- 
ther the  additional 
CD  for  around  $80  or 
pay  Broderbund's 
partner,  Genealogy  Research 
Associates,  $8  per  search. 
Either  can  be  done  from 
Broderbund's  Web  site, 
www.familytreemaker.com. 

I  haven't  had  much  luck 
yet  in  tracking  down  my 
scattered  (and  mostly  Euro- 
pean) ancestors,  nor  have  I 
yet  found  a  family  tree  in  the 
database  that  intersects  mine. 
But  the  process  is  fascinat- 
ing, and  I'm  going  to  keep 
trying. 


BULLETIN  BOA 


PRINTERS 
PHOTO  QUALITY 

If  you  want  the  simplest 
quickest  way  to  get  photc 
quality  output  from  your( 
puter,  the  $450  TruPhoto 
printer  from  Panasonic  [i. 
726-2746)  may  be  a  goo( 
The  TruPhoto  uses  heat 
develop  dyes 


embedded  in  its  specia 
shot-size  paper  ($14.95  f 
sheets)  and  spits  out  a  p 
in  about  two  minutes.  Un 
inkjets,  the  TruPhoto  prin 
emerge  dry  and  won't 
smudge.  The  printer,  whii 
works  with  Windows  or  M 
comes  bundled  with  mgi  f 
toSuite  image-editing  sof 
ware.  You  may  want  to  uj 
the  program  to  tweak  the 
ors  a  bit,  as  I  found  TruPI 
prints  consistently  too  bli 

SWITCHES 
LINKING  UP 

The  CompuSwitch  from  R 
tan  Computer  (908  874-4 
isn't  the  sort  of  thing  eve 
one  can  use,  but  if  you  n( 
it,  you  need  it  badly.  It's 
book-size,  $595  box  that 
you  control  up  to  four  pes 
a  single  monitor,  keyboar 
and  mouse.  Pushbuttons 
you  switch  among  up  to  f 
computers.  The  compact 
CompuSwitch  may  be  pai 
larly  useful  for  small  bus 
nesses  or  groups  of  work( 
that  want  a  dedicated  ne 
work  file  server  but  don't 
to  waste  space  on  a  sepa 
monitor  and  keyboard. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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I'lBERT  KUTTNER 


1  MUCH  FOR  THE 
JNIMUM-WAGE  SCARE 


RPRISE: 

her  than 
ingjobs, 
critics 
dieted,  the 
le  hike  has 
iked  a  rise 
mplopient 
he  bottom 
he  labor 
der 


<uttner  is  co-editor  of  The 
m  Prospect  and  author  of  The 
.aissez-Faire 


When  Congress  debated  the  minimum 
wage  hike  in  1996,  critics  warned 
that  it  would  cost  jobs,  especially 
among  the  low-skilled.  In  theory,  the  free 
market  was  already  paying  what  low-wage 
workers  were  worth.  Raise  the  wage,  and 
you  price  workers  above  the  value  they  can 
add.  An  excessive  price  for  labor  yields  a  re- 
duced quantity  of  jobs. 

Well,  the  minimum  wage  was  raised  from 
$4.25  to  $4.75  last  Oct.  1;  it  will  increase  again, 
to  $5.15,  on  Sept.  1.  But  the  unemployment 
rate  keeps  di'opping.  A  study  by  the  Econom- 
ic Policy  Institute  (epi)  finds  no  job  losses.  If 
anything,  there  is  a  slight  job  increase,  even 
among  teenagere  and  young  adults,  who  would 
be  the  most  likely  to  be  displaced.  The  epi 
also  finds  gi'eat  economic  benefits  for  the  work- 
ing poor.  Prior  to  the  minimum  wage  hike, 
50.6%  of  working  teenagers  earned  less  than 
the  new  minimum  of  $5.15.  All  will  now  receive 
higher  rewai'ds  for  their  labor.  The  two-thirds 
of  minimum-wage  workers  who  are  adults  will 
also  benefit. 

But  isn't  this  just  a  case  of  lucky  timing? 
Surely,  unemployment  is  down  because  the 
economy  is  booming.  In  theory,  the  economy 
might  have  created  even  more  jobs  if  em- 
ployers didn't  have  to  pay  excess  wages  to 
the  low-skilled.  As  we  shall  see,  however,  the 
theory  fails. 

UNDERDOG.  This  debate,  of  course,  is  ideo- 
logical as  well  as  empirical.  Conservatives 
believe  the  market  naturally  prices  things 
appropriately;  they  dislike  regulation.  Liberals 
believe  market  forces  sometimes  price  things 
wi'ong  and  often  take  unfaii-  advantage  of  the 
underdog;  regulation  can  sometimes  yield  bet- 
ter and  fairer  rates.  On  the  minimum  wage, 
the  empirical  question  is  whether  greater  re- 
wards to  low-wage  workers  ar-e  in  fact  offset 
by  higher  unemployment. 

As  Congi'ess  debated  the  minimum  wage,  a 
parallel  debate  raged  among  academic  econo- 
mists. Princeton  University  labor  economists 
David  Card  and  Alan  Krueger,  in  their  1995 
book  Myth  &  Measurement,  collected  data 
comparing  employment  effects  of  a  state  min- 
imum wage  increase  in  New  Jersey  with  em- 
ployment trends  across  the  river  in  Pennsyl- 
vania, where  no  comparable  hike  had  been 
legislated.  They  found  that  higher  wages  in 
New  Jersey  did  not  produce  highei'  unem- 
ployment. Evidently,  the  new  wages  reduced 
turnover  expenses  (recnaiting  and  training). 


and  employer's  could  also  squeeze  productivi- 
ty gains  out  of  the  now  higher-paid,  better- 
motivated,  and  more  stable  workforce.  These 
benefits  offset  the  higher  costs.  The  Card- 
Kiueger  research  was  widely  cited  by  propo- 
nents of  the  1996  minimum-wage  hike. 

Opponents  of  the  minimum  wage  pointed  to 
a  study  by  a  rival  group  of  labor  economists, 
Donald  Deere  and  Finis  Welch  of  Texas  a&m 
University  and  Kevin  M.  Muiphy  of  the  Uni- 
vei'sity  of  Chicago.  Their  study  examined  the 
last  minimum-wage  hike,  in  1990-91.  They 
calculated  that  the  earlier  increase,  from  $3.35 
to  $4.25,  resulted  in  job  losses  among  all  the 
demogi'aphic  groups  they  studied,  with  pi'o- 
nounced  negative  effects  among  school 
dropouts,  teenagers,  minorities,  and  young 
workers  generally. 

VOLATILE.  However,  critics  observed  that 
1990-91  was  a  I'ecession,  and  faulted  Deere  et 
al.  for  confusing  the  effects  of  the  business  cy- 
cle with  the  impact  of  a  higher  minimum 
wage.  The  study  had  attempted  to  correct 
for  this  effect  by  using  changes  in  employ- 
ment rates  for-  prime-age  males  as  a  pr-oxy  for 
business-cycle  effects.  But  this  particular-  vari- 
able likely  understated  the  impact  of  the  r-e- 
cession,  since  teen  and  minority  employment 
is  much  more  volatile  and  vulner-able  to  gen- 
er-al  downtur-ns. 

Now  EPI  economists  have  applied  the  same 
Deere- Welch-Mmphy  model  to  the  latest  hike, 
which  occurred  during  a  boom.  The  model 
that  showed  a  higher-  minimum  wage  cost- 
iirg  jobs  in  1990-91  now  shows  the  minimum- 
wage  hike  increasing  employment — among 
teenagers,  minorities,  and  dr-opouts.  (The 
study.  The  Sky  Hasnt  Fallen,  by  Jar-ed  Ber-n- 
stein  and  John  Schmitt,  is  available  fr-om  the 
EPI.  Disclosure:  I  serve  on  the  epi's  board.) 

This  resear-ch  strongly  suggests  that  Deer-e 
et  al.  were  mistakenly  attributing  r-ecession 
job  losses  to  the  minimum  wage — and  that 
economic  booms  can  compensate  for-  any  slight 
negative  effects  of  a  minimum-wage  hike 
(Alan  Gr-eenspan,  take  note).  A  $15  minimum 
wage  might  indeed  be  both  inflationary  and 
destructive  of  jobs.  But  a  modestly  higher 
minimimn  wage  creates  r-eal  economic  benefits 
for  the  working  poor  without  harming  the 
lar-ger  economy. 

A  society  with  a  wor-k  ethic  needs  jobs 
that  pay  a  living  wage.  Sensible  minimum 
wage  laws  and  a  Fed  willing  to  toler-ate 
growth  can  both  help. 
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A  WORLD  WITHIN  REACH 


Tom  Ku  epitomizes  che  new  breed  oi  business  executive — 
.1  trutier  in  intellectual  capital  who  must  be  "at  home" 
wherever  his  work  takes  him.  He  divides  his  time  between 
his  company's  Sunnyvale,  Calif.,  and  Liberty  Corner,  N.J.,  offices, 
but  spends  nearly  one-third  of  his  time  on  the  road,  often  in 
Europe  and  Asia.  Yet  for  all  of  his  travels,  he's  never  out  of  reach. 

Tom  Ku  is  vice-president,  profes-      with  number  pads  that  do  not  have  let- 


sional  services  for  BE  A  Systems,  Inc.,  the 
world's  top  seller  of  "enterprise  middle- 
ware," a  sophisticated  type  ot  software 
that  allows  different  kinds  oi  computers 
to  talk  to  one  another.  It's  a  challenge 
similar  to  what  Mr.  Ku  faces  on  the  road: 
getting  tlifterent  national  phone  sys 
tems  to  talk  to  one  another  so  that  he 
can  stay  in  touch  with  clients, 
leagues,  and  liis  home  office. 

HIS  ANSWER:  AT&Ts 
International   Business  Traveler 
Solutions.  A  lifelong  AT&T  user— 
because  of  the  company's  dependabil 
ity  and  worldwide  availability 
Mr  Ku  h;is  insisted  on  AT&T 
long  distance  service  in  every 
executive  post  he's  held.  Now 
that  he  spends  so  much  time  outside  the 
country,  he's  reaping  the  rewards  ot  that 
decision. 

"AT&T's  international  services  are  a 
real  life-saver,"  he  says.  "With  AT&T,  you 
can  have  telephone  service  just  like  in  the 
United  States — no  matter  what  country 
you're  in. " 

THAT  WAS  PRECISELY  AT&T  s 
goal  when  the  company  originated  its 
new  linernational  Business  Traveler 
Solutions.  A  recent  AT&T  white  paper 
entitled  "Technology  That  Travels" 
explains:  "Even  though  the  world  ot  the 
■yOs  is  synonymous  with  being  wired, 
connected,  and  instantly  in  touch...  the 
weary  business  traveler  sees  a  very  differ- 
ent world.  The  jet-lagged  executive  in  a 
hotel  room  in  Frankfurt  or  Singapore 
who  misdials  a  phone  call  gets  a  very 
helpful  message  —  m  a  language  he 
doesn't  understand.  Or,  has  problems 


ters — or  encounters  dial  tones  that  sound 
like  busy  signals." 


To  avoid  these  problems,  Mr.  Ku, 
like  millions  of  other  business  travelers, 
dials  directly  into  AT&T.  "When  he  has  to 
Lise  an  operator,  Mr.  Ku  invariably  turns 
to  AT&TDirect"  Service,  because  he 
knows  he'll  always  find  a  knowledgeable, 
courteoLis,  and  English-speaking  atten- 
dant on  the  other  end.  "I  can  reach 
AT&T  faster  than  1  can  a  local  operator, " 
he  says. 

ONE  OF  THE  FIRST  THINGS  he 

does  when  he  alights  at  an  airport  or  hotel 
is  to  hook  up  his  computer  to  phone  lines 
so  that  he  can  check  his  e-mail  and  log  on 


to  his  company's  intranet.  With  AT&T's 
international  remote  access  service  and 
free  laptop  access  software,  he  never  has 
to  worry  about  making  a  secure  and  reli- 
able connection. 

But  AT&T's  most  useRil  service,  he 
explains,  is  the  AT&T  Corporate  Calling 
Card,  which,  widi  AT&TDirect  Service 
lets  you  call  to  and  from  telephones  in 
more  than  200  countries  around  the 
world.  Long  ago  having  devoted  his  card 
number  to  memory,  he  finds  it  far  more 
convenient  than  coins  or  conventional 
credit  card  phones  —  which  never 
seem  to  be  available  when  he  needs 
them. 

PLUS.  WITH  THE  AT&T  CARD, 

he  can  be  on  the  phone  with  clients  and 
colleagues  within  minutes  after  touching 
down.  On  a  recent  trip  to  Munich, 
\vhich  has  some  of  the  most  forbidding 
pay  phones  in  the  world,  Mr.  Ku  bet 
his  disbelieving  boss  a  dollar  that  he 
could  be  online  with  the  home  office 
in  less  than  a  minute.  Thanks  to 
AT&T,  Mr  Ku  won  the  bet.  But 
he's  still  waiting  for  that  dollar. 

Mr.  Ku  originally  got  hooked 
on  AT&T  when,  as  a  college 
student,  his  lather  gave  him  an 
AT&T  calling  card.  Now,  he's  passing 
on  the  AT&T  legacy  to  a  new  genera- 
tion, insisting  that  all  of  the  70  employ- 
ees in  his  division  use  AT&T  services 
whenever  they're  on  the  road.  Not  only 
does  this  consolidate  phone  charges  into 
one  easily  manageable  bill,  but  it  has  cut 
the  average  traveler's  $400  phone  bill 
nearly  in  half 

When  Tom  Ku  first  started  in  the 
computer  business,  he  dreamed  of  mak- 
ing mtilti-million  deals  the  world  over. 
Now,  with  AT&T's  International 
Business  Traveler  Solutions,  he  has  found 
that  this  goal  is  "all  within  his  reach." 


KLvin  R.  Hopkins,  who  licads  a  San  Dicgo-based 


iirpuratL-  Lonimunicanons  tompany,  writes 


fre- 


quently ,il-)iiut  tcclinoKiKy  anil  tclciommunications. 


this  on  for  size.  AT&T  Web  Site  Services  can  help  your  business  get  up 
running  on  the  Internet  in  a  way  that's  tailor-made  for  your  company. 


AT&T 


It's      all      within      your  reach 


nore  information  about  AT&T  Web  Site  Services,  visit  us  at  www.att.com/business/internet/  or  call  I  800  598-9283. 


Economic  Trends 


BY  GENE  KORETZ 

NOT  ALL  STATES 
ARE  EQUAL . . . 

Especially  in  their  business  costs 

In  the  cuiTent  expansion,  some  states 
have  logged  rapid  gi'owlh,  while  oth- 
ers have  lagged  behind.  While  many  fac- 
tors affect  a  state's  short-nm  gains,  the 
cost  of  doing  business  can  clearly  im- 
pede its  long-nm  economic  performance. 

How  do  individual  states  stack  up? 
An  annual  business-cost  index  devel- 
oped by  Regional  Financial  Associates 
Inc.  (rfa),  based  on  labor  costs,  taxes, 
and  energy  costs,  indicates  that  the 
priciest  by  a  hefty  margin  is  Hawaii, 
followed  by  CaUfoiTiia  and  several  New 
England  and  Mid-Atlantic  states  (table). 
With  the  nation's  highest  energy  and 
unit  labor  costs  and  the  second-highest 
taxes,  Hawaii  also  has  had  the  weakest 
state  economy  for  years. 

On  the  tax  fi-ont.  New  York  imposes 
the  heanest  biu'den,  with  state  and  local 
levies  33%  above  the  national  average. 
(Other  high  taxers  include  Michigan, 
Minnesota,  Washington,  and  Wisconsin 
as  well  as  Hawaii.)  But  taxes  account 
for  only  10%  of  rfa's  state  business  cost 
index.  Some  75%  reflects  unit  labor 
costs  (compensation  per  unit  of  output), 

WHERE  DOING  BUSINESS 
IS  PRIGEY-AND  NOT 


HIGH-COST  STATES 

LOW-COST  STATES 

PERCENT  OF 
NATIONAL  AVERAGE 

PERCENT  OF 
NATIONAL  AVERAGE 

HAWAII 

123.1 

WYOMING 

86.5 

CONNECTICUT 

116.8 

KENTUCKY 

87.0 

NEW  JERSEY 

115.0 

LOUISIANA 

89.7 

MASS. 

112.9 

MISSISSIPPI 

91.3 

NEW  YORK 

110,7 

OKLAHOMA 

'92^2" 

CALIFORNIA 

110.0 

ALABAMA 

92.6 

MAINE 

110.0 

SOUTH  DAKOTA 

93.1 

NEW  HAMPSHIRE  109.1 

IDAHO 

94.0 

DATA:  REGIONAL  FINANCIAL  ASSOCIATES,  INC 

and  New  York  is  17th  in  that  category, 
with  costs  only  2%  above  average — 
compared  wth  9%  to  12%  foi'  lUinois, 
New  Jersey,  Connecticut,  and  Hawaii, 
the  cost  leaders. 

Recently,  the  iai'gest  changes  in  state 
rankings  have  been  caused  by  shifting 
energjf  costs,  which  account  for  15%  of 
the  RFA  index.  Hawaii's  costs  are  now 
75%  above  the  national  average,  and 
several  New  England  states  have  also 


been  hit  with  double-digit  increases  in 
energy  prices.  Meanwhile,  several  states 
with  low  business  costs,  such  as  Ken- 
tucky, Missouri,  New  Mexico,  and  Ten- 
nessee, have  reaped  the  added  benefit  of 
declines  in  electricity  rates. 

The  good  news  for  several  high-busi- 
ness-cost states,  such  as  California,  Ilh- 
nois,  Massachusetts,  and  New  York, 
says  RFA  economist  Patrick  J.  Howie, 
is  that  they  may  soon  get  some  relief 
from  the  sky-high  energy  costs  that 
have  plagued  them  foi-  years.  "Ongoing 
deregulation  of  the  electric  utility  in- 
dustry promises  to  give  a  big  boost  to 
theii'  competitiveness,"  he  predicts. 


IH-OH, 

WARM  WATER 

El  Nino  may  be  back  this  year 

Exploding  gi-ain  and  food  prices,  sag- 
ging oil  prices,  devastating  drought 
conditions  in  Australia,  southern  Afiica, 
and  Ai'gentina,  coupled  with  floods  and 
excessive  wet  weather  in  other  regions. 
It's  happened  before,  and  it  could  hap- 
pen again  over  the  next  year  or  two, 
thanks  to  a  culprit  known  as  El  Nino. 

El  Niiio  ("the  little  one")  is  the  name 
given  to  a  sharp  wanning  of  ocean  ciu'- 
rents  off  the  Pacific  coast  of  South 
America.  According  to  meteorologists, 
this  phenomenon,  which  caused  severe 
weather  disiuptions  ai'ound  the  world  in 
the  early  1970s  and  eai-ly  1980s,  appeai-s 
to  be  occuiTing  again  this  year. 

The  1970s  episode  was  associated 
with  a  shai-p  rise  in  food  inflation.  After 
it  decimated  Peru's  anchovy  catch,  a 
prime  soiu'ce  of  protein  for  animal  feed, 
prices  of  meat  and  soybean  meal  sky- 
rocketed. And  poor  hai-vests  in  the  So- 
viet Union  and  southern  Asia  led  to  an 
explosion  in  grain  prices. 

Wlien  El  Nino  returned  in  the  1980s, 
Australia,  Afiica,  and  Indonesia  experi- 
enced extreme  droughts,  dust  stoiTns, 
and  bnish  fu'es,  while  Peni  and  Chile 
suffered  torrential  rain.  Drought  condi- 
tions affected  the  U.  S.,  and  eastern 
states  had  their  wannest  winter  in  25 
years,  curbing  heating  oil  demand. 

If  a  strong  El  Nino  is  reappearing 
this  year,  says  economist  L.  Douglas 
Lee  of  HSBC  Washington  Analysis,  it's 
likely  to  cause  dismptive  weather  pat- 
teiTis  that  will  hurt  harvests  and  push 
up  food  prices — particularly  since  world- 
wide grain  stocks  are  unusually  low. 
"Though,  by  itself,  that  doesn't  portend 
big  problems  for  the  U.  S.  economy,"  he 
says,  'it's  something  to  keep  an  eye  on." 


DEFUTION  HI' 
IMPORT  PRiCi 


STRONG  DOLLAR 
LOW  PRICES 

Cheap  imports  help  cool  inflat  r 

Rising  producti\ity  and  workers 
iety  undoubtedly  played  a  pa 
the  slowdown  of  inflation  that  hg 
lowed  the  Federal  Reserve  to 
stepping  on  the  monetary  brakes 
past  two  meetings.  But  a  more  ct 
factor,  contend  several  economists^ 
been  the  strong  dollar's  impact  oi 
port  prices. 

In  the  22  months  since  July, 
notes  economic  consultant  A.  Gaiy 
ing,  as  the  dollai-  rose  17%,  nonoi 
port  prices  fell  3.6%.  By  contrast,  d 
the  prior  22  months,  a  period  of  ( 
weakness,  they  rose  a  hefty  7%.  'Tf  i 
import  prices  had  continued  to  incres 
the  latter  pace,"  he  says,  "the  Fed  ^ 
have  faced  a  year-over-year  ris 
producer  prices  about  two  percei 
points  liigher  than 
the  negligible  in- 
creases recently 
reported." 

Similaiiy,  Roger 
Brinner   of  DRi/ 
McGraw-Hill  calcu- 
lates that  the  dol- 
lar's rise  from  mid- 
1995  through  last 
quarter   has  re- 
duced the  cmTent 
pace  of  overall  in- 
flation by  as  much 
as  a  full  percent- 
age point,  reflect- 
ing both  the  ch'op 
in  nonoil  import  prices  and  its  com 
tive  impact  on  domestic  producers 
the  same  time,  dri  estimates  that 
low  level  of  unemployment  last 
added  only  a  tliirtl  of  a  percentage 
to  recent  inflation  \ia  higher  wage 

Thus,  the  downward  push  of 
strong  dollar  on  prices  more  than  c 
the  impact  of  low  unemplo>inen1> 
suiting  in  the  deceleration  of  infli 
that  allowed  the  Fed  to  forgo  rate  h 
What's  more,  both  ShiUing  and  Bri 
believe  that  the  dollar  could 
strengthen  even  more  in  the  mo 
ahead — providing  continued  relief  : 
wage  pressures. 

Of  coui'se,  this  scenaiio  involves 
as  well  as  benefits.  At  some 
wains  Brinner,  the  exj^loding  U.  S.  t 
deficit — or  an  unexpectedly  robust 
al  uptum — could  undennine  the  d( 
unleashing  inflationary  pressures 
would  sharply  amplify  rather 
dampen  the  impact  of  rising  wages 
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Into  attempted  burglary. 


When  3M"'  Sco|chshield'"  Ultra  Safety  and  Security  Film    applied  to 
windows,  it  resists  penetration  and  helps  keep  glass  in  place  through 
attempted  break-ins,  storms,  even  earthquakes.  It's  another  innovative 

i  \ 

3M  producf  that  helps  make  your  home  more  safe  and  comfortable. 


And  one  njore  result  of  our  unique  culture,  which  lets  us  make  the  l^ap 

from  need  to  ... 


3M  Innovation 

For  more  information,  call  1 -800-3M-HELPS.  or  Internet:  http://www.mmm.com 


A  Rocking  Chair  Is  A  Piece  Of  Furniture. 

'   Not  a  State  Of  Mind. 


We  know  people  whose  lust  for  life  has  not  and  will  not  diiinnish  i)ecause  it's  the  morning  after  their 
65th  hirthday.  They're  too  imsy  putting  the  finishing  touches  on  a  hook  of  poems.  Tutoring  underprivileged 
kids  with  their  math.  Learning  the  tango.  Or  taking  acting  classes.  It  s  an  outlook  that  works  rather 
well  with  ours.  Whether  it's  antmilies.  401(k)s,  IRAs,  mutual  funds  or  life  insurance  for  your  family, 
we've  |)ackaged  a  unique  set  of  tools  to  help  you  realize  your  life's  next  great  exploit.  Which  comes 
naturally  when  retirement  isn't  viewed  as  merely  an  end.  But  rather  the  way  you've  heen  living  all 
along:  passionately.  For  a  free  hrochure.  call  l-8()()-AETNA-60  or  visit  us  at  hltpr/Zwww.aetna.com. 


Build  for  Retirement.  Manage  for  Life." 


is 
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MES  C.  COOPER  &  KATHLEEN  MADIGAN 


)W  LONG  WILL 

FLATION  HAWKS  BE  GROUNDED? 

h  jobs  still  growing,  consumers  could  raise  price  fears  again 


OB  GROWTH  STILL 
LOOKS  STRONG 


iRHnnSnTSTfSfl  Inflation  hawks  are  becoming 

'IrWWrtWi/f  an  endangered  species.  When- 
:hey  start  to  circle,  they  get  shot  down  by  another 

of  inflationless  economic  data.  The  latest  load  of 
hot  was  fired  by  the  June  employment  report.  It 
id  slower-than-expected  growth  in  payi'oUs,  a  rise 
»  unemployment  rate,  and  an  actual  slowdown  in 

growth. 

the  feathers  went  flying.  Wall  Street  rejoiced, 
s  and  bonds  continued  their  recent  rallies,  espe- 
since  the  job  data  supported  the  Federal  Re- 
's July  2  decision  to  eschew  another  rate  hike.  The 
■ers  in  the  report  are  consistent  with  a  second- 
er growth  rate  of  2%  or  a  little  higher,  with  a 
I  slowdown  in  demand.  And  that  slowdown  is  a 
rifluence  on  the  Fed's  current  thinking. 

But  as  they've  proved  over 
the  past  year,  the  inflation 
hawks  are  tough  old  birds. 
They're  starting  to  sense  that 
the  second-quarter  slowdown 
will  not  extend  into  the  second 
half.  They're  also  starting  to 
squawk  inside  the  Fed.  One 
formal  dissenting  vote  at  the 
Fed's  May  20  meeting  was 
cast  by  Federal  Resei-ve  Bank 
of  Richmond  President  J.  Al- 
Broaddus,  who  wanted  an  immediate  hike,  and 
•al  others  informally  favored  tightening, 
e  hawks'  inflation  concerns  may  or  may  not  be 
anted,  but  one  of  their  points  is  worth  listening  to: 
economy  appears  to  be  poised  for  a  consumer-led 
and  in  the  second  half,  and  the  Fed's  inaction, 
1  has  fostered  increasingly  stimulative  financial 
tions  since  April,  is  one  contributing  factor.  The 
s  in  the  stock  and  bond  markets  have  resulted  in 
r  mortgage  rates  and  greater  household  wealth, 
'easons  for  housing^'s  surprising  strength  and  an  im- 
tnt  factor  buoying  consumer  balance  sheets. 

),  PAYROLL  GROWTH  is  stUl  supportive  of  spend- 
a  fact  that  was  clear  from  the  June  employment 
despite  the  report's  anti-inflation  messages.  Com- 
is  added  217,000  workers  to  their  payrolls  last 
h,  and  second-quarter  job  growth  showed  no  slow- 
1  from  the  pace  of  recent  quarters  (chart). 
!iat  the  markets  locked  onto,  however,  was  a  66,000 
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rise  in  government  jobs,  mostly  in  education,  which 
made  the  June  increase  look  stronger  than  it  really  was. 
That  gain  reflected  the  timing  of  the  Labor  Dept.'s 
payroll  survey.  Labor's  June  seasonal  adjustment  auto- 
matically corrects  for  a  summer  dropoff  in  teacher 
payrolls,  but  the  survey  period  was  before  summer 
vacation  had  begun,  so  the  adjustment  unduly  boosted 
educational  jobs.  Private-sector  payrolls  rose  only  a 
modest  151,000.  Even  so,  the  quarterly  average  of 
private-sector  job  gains  shows  no  tapering  off. 

In  addition,  the  labor  mar- 
kets are  tighter  than  suggest- 
ed by  the  JLme  rise  in  the  job- 
less rate,  from  4.8%  to  5%. 
The  imemployment  rate  is  cal- 
culated from  a  separate  sur- 
vey, and  that  survey's  mea- 
sure of  employment  fell  by 
275,000,  a  result  that  Labor 
dismissed  as  a  statistical  quirk. 

Payroll  growth — the  more 
accurate  job  survey — shows  a 
steady  increase  in  excess  of  200,000  a  month.  And  with 
no  sign  of  that  pattern  changing,  the  jobless  rate  is  like- 
ly to  fall  back  in  July.  It  could  easily  break  below 
May's  4.8%  rate  in  coming  months,  especially  since  labor 
force  growth,  which  had  been  boosted  by  welfare  re- 
form and  other  factors,  is  now  slowing  to  a  pace  that  is 
closer  to  the  gi-owth  rate  of  the  adult  population. 

Other  signs  of  labor-markets  tightness:  Last  quarter, 
the  number  of  people  working  part-time  because  they 
felt  they  could  not  find  full-time  work  fell  to  the  lowest 
level  in  17  years.  And  the  percentage  of  unemployed 
who  voluntarily  left  their  previous  jobs  last  quarter 
rose  to  the  highest  rate  of  the  expansion. 

GIVEN  TIGHT  JOB  MARKETS,  the  recent  slowdown  in 
wage  growth  will  likely  prove  temporaiy.  Hourly  earn- 
ings of  production  workei-s  rose  0.3%  in  JLme,  the  same 
as  in  May,  but  the  annual  pace  has  slowed  (chart). 
Much  of  that  pattern  reflects  a  sharp  slowing  in  man- 
ufacturing wages.  Also,  this  wage  measui'e  is  subject  to 
fluctuations  caused  by  shifting  patterns  of  job  growth 
and  overtime.  The  second-quarter  employment  cost  in- 
dex, due  on  July  29,  will  give  a  better  reading  of  over- 
all labor  costs. 

Despite  the  recent  slowing  in  wage  growth,  pay  is 
still  increasing  considerably  faster  than  inflation,  giving 
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many  households  a  sizable  boost  to  their  buying  power. 
Falling  energy  prices  have  been  a  big  lift.  Even  using 
the  consumer  price  index,  which  overstates  inflation, 
real  wages  in  the  second  quarter  are  up  1.4%  from  a 
year  ago,  the  fastest  annual  rise  in  13  years. 

IN  ADDITION  TO  REAL  PAY  GAINS,  consumer  fi- 
nances are  in  excellent  shape.  Although  households 
are  not  saving  much  from  their  current  incomes,  the 
soaring  stock  market  is  adding  to  their  wealth.  Data 
from  the  Fed  show  that  households  are  acquiring  fi- 
nancial assets  at  a  faster  pace  than  they  are  adding  to 
debt,  which  is  increasing  net  worth. 

On  the  asset  side,  people  are  pouring  money  into 
pension  plans,  such  as  401(k)s,  to  save  for  retirement. 
At  the  same  time,  borrowing  is  slowing.  In  May,  in- 
stallment debt  rose  just  $3  billion,  down  from  the  $7.2 
billion  average  in  the  previous  four  months.  Revolving 
debt,  which  includes  credit  cards,  rose  only  $0.7  billion. 
Installment  debt  is  up  just  6.6%  from  a  year  ago,  a 
much  slower  rate  than  it  hit  at  its  peak  in  this  expan- 
sion, 15.4%  in  1995  (chart). 

Consumer  borrowing  has  slowed  because  banks  are 
beginning  to  tighten  their  lending  standards  and  weed 
out  unwanted  customers.  That's  why  credit-card  mail 
solicitations  are  down.  Also,  households  must  devote  a 
larger  share  of  their  incomes  to  paying  down  old 
debts.  Debt  service  costs  rose  to  17.1%'  of  disposable 


AUSTRALIA 


THE  SLOWDOWN 
IN  CONSUMER  DEB 


income  in  the  first  quarter.  That's  up  from  15.4%  j  t 
three  years  ago,  and  it's  close  to  the  record  seti 
1989.  Consumer  debt  has  accounted  for  all  that  - 
creased  burden.  But  with  rising  financial  assets  <] 
job  growth  lifting  incomes,  debt  is  still  not  at  onen 
levels.  If  shoppers  return  in  the  second  half,  as  see 
likely,  borrowing  also  may  perk  up. 

Indeed,  consumers  were  al- 
ready back  in  stores  in  June. 
LJR  Redbook  Research  says 
that  sales  at  department 
stores  rose  a  steep  8.3%  from 
a  year  ago,  or  1.7%  above 
May's  level.  However,  sales  of 
motor  vehicles  did  fall  in  June, 
to  an  annual  rate  of  14.2  mil- 
lion, from  May's  14.8  million. 
But  the  reintroduction  of  in- 
centives should  bring  more 
people  into  showrooms  in  the  third  quarter.  And 
fact,  a  high  percentage  of  consumers  think  it  is  a  g 
time  to  buy  a  car 

A  robust  pickup  in  consumer  demand  could  revive 
flation  fears  now  that  the  economy  is  very  close 
using  all  available  workers  and  machines.  That  me 
inflation  hawks  may  start  to  gather  again.  And  th( 
be  ready  to  go  on  a  Hitchcockian  attack  if  demi 
looks  excessively  strong  in  the  second  half. 
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A  RATE  CUT  REMAINS  IN  THE  CARDS 


The  Reserve  Bank  of  Australia 
made  headhnes  when  it  fol- 
lowed other  central  banks  and 
sold  gold.  But  its  failure  to  cut  in- 
terest rates  was  also  noteworthy. 

Gold  prices  plunged  to  a  12- 
year  low  after  the  piba 
said  on  July  3  that  it 
had  sold  167  metric 
tons — or  two-thirds  of 
its  gold  reserves — and 
then  purchased  U.  S., 
German,  and  Japanese 
government  bonds 
(page  104).  The  news 
came  right  after  the 
RBA  declined  to  cut  the 
overnight  cash  rate  to 
lift  the  economy  from  a  yearlong 
slump.  The  RBA  last  cut  rates  on 
May  23,  by  half  a  point. 

The  central  bank's  inaction 
quashed  hopes  for  a  stronger  re- 
bound. Still,  recent  data  do  sug- 
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gest  that  real  gross  domestic 
product  looked  a  bit  better  in  the 
second  quarter  than  in  the  fii'st, 
when  real  gdp  was  up  only  2.4% 
from  a  year  ago — half  the  5%  rate 
of  a  year  earlier.  May  retail  sales 
rose  a  larger-than-ex- 
pected  2.9%',  and 
building  approvals 
were  up  2.2%.  Job  va- 
cancies were  also 
higher,  but  Australia's 
jobless  rate  remains 
entrenched  above  8%, 
while  wage  gi'owth  is 
low.  That  has  enabled 
inflation  to  stay  below 
2%,  but  it  also  has 
curtailed  consumer  spending.  Low 
inflation  and  a  weak  labor  market 
argue  that  the  RBA  will  trim  rates 
fuither  this  year. 

The  rate  cut  was  expected  to 
keep  downward  pressure  on  the 


Australian  dollar,  nicknamed  the 
Aussie,  which  fell  5.5%  against 
the  U.  S.  dollar  from  March  to 
June.  But  because  gold  is  a  key 
export  for  Australia,  the  gold  sal 
has  had  pretty  much  the  same  el 
feet:  Since  the  announcement,  th( 
Aussie  is  down  an  extra  1.5%,  to 
stand  at  74.47(2  (U.  S.)  on  July  9. 

The  Aussie  weakness  is  feedin 
hopes  that  exports  will  power  th 
second-half  pickup.  In  May,  ex- 
ports of  goods  and  services  were 
up  12.2%  from  a  year  ago,  while 
imports  were  down  slightly.  Ex- 
ports seem  to  have  bottomed  out 
in  the  first  quarter  (chart),  push- 
ing the  trade  balance  into  suiplu 
And  thanks  to  the  soft  currency 
plus  stronger  global  demand  for 
commodities,  exports  should  con- 
tinue that  uptrend,  enabling  Aus 
tralia's  economy  to  grow  better 
than  4%  in  the  second  half. 
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Things  wo  vo  noticed  about  Americans: 


Going  places  is 
a  national  obsession. 


rhc  rc\\(^\^\c 


Jp  to  100, ()()()  miles  before  its  first  schetluletl  Uine  u)):    -  S  year/lSO.OOO mile  cool.int  lif  e' 
•  Lubed  for  life  chassis.    •Lifetime  Ircinsmission  fluid.'    •  Have  a  nice  Irij?. 

,4- 

ook!  It  even  won  the  Motor  Trend  1997  Car  of  the  Year  award!  Pretfv  neat,  huii^ 

•1-800-New  Malibu    •www.chevrolet.com/malilTU    •$1S,99S  * 


The  All  New  Malibu 
The  Car  You  Knew  America  Could  Build.         Genuine  Chevrolet' 


P  includes  dealer  prep  and  deslinotion  charge.  Tax,  license  and  optional  equipment  additional  'Maintenance  needs  vary  with  use  and  driving  conditions  See  owner's  manual  for  more 
ration.  tWhichever  comes  first  See  your  dealer  for  terms  of  this  limited  warranty  Chevy  and  Molibu  are  trademarks  of  the  GM  Corp.©!  997  GM  Corp.  Buckle  up,  America!  isT 


News:  Analysis  &  Commentary 


DEFENSE 
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LOCKHEED: 

A  DEAL  TOO  FAR? 


The  Pentagon  may 
have  finally  found 
a  merger  that  it 
doesn't  like 


It  was  a  heady  moment.  In  the  wee 
hours  of  July  3,  top  executives  from 
Lockheed  Martin  Corp.  and 
Northrop  Grumman  Corp.  gathered 
in  the  New  York  City  law  offices  of 
Dewey  Ballantine  to  celebrate  with 
some  bubbly.  They  had  just  agreed  to  a 
proposed  $11.6  billion  corporate  mar- 
riage that  would  make  the  nation's 
largest  weapons  manufacturer  even 
bigger. 

But  the  celebration  may  have 
been  premature,  business 
WEEK  has  learned  that  the  De- 
fense Dept.  has  deep  concerns 
about  Lockheed  Martin's  bid  that 
may  make  this  one  deal  too  far.  A 
Lockheed-Northrop  combina- 
tion could  go  foi-ward,  but 
perhaps  not  before  the 
Pentagon  asks  the  compa- 
nies to  shed  assets  that 
pose  potential  conflicts 
SMALLER  POOL.  In  any  ease, 
the  deal  would  herald  the  end  of  a 
megamerger  era  that  has  bi'ought  $75 
billion  in  defense  consolidations  in  just 
five  years.  The  Pentagon  has  champi- 
oned this  restructuring  as  a  way  to 
maintain  defense  programs  despite 
shrinking  post-cold-war  budgets.  But 
the  Lockheed-Northrop  combo  high- 
lights problems  that  could  keep  the  Pen- 
tagon from  realizing  the  benefits  con- 
solidation was  supposed  to  bring.  Now, 
for  example,  it's  clear  that  the  ()ool  of 
prime  contractors  and  subcontractors  is 
getting  so  small  and  incestuous  that  in- 
stead of  more  innovation  and  better  pi'o- 
curement  deals  on  major  systems,  the 


government  lisks  the  prospect  of  liigher 
costs  and  fewer  cutting-edge  weapons. 

In  particular,  the  Locklieed-Northrop 
deal  shows  how,  in  the  consolidated  de- 
fense industiy,  it's  impos-sible  to  untan- 
gle prime  contractors  from  one  another 
and  from  subcontractors  (table).  And 
with  primes  gobbling  up  subcontractors, 
the  potential  for  conflict  multiplies. 
That's  why  the  Pentagon  is  viewing  tliis 
deal  from  every  possible  angle.  It  will 
undergo  "an  extraordinarily  thorough 
review,"  warns  one  Administration  offi- 


LOCKHEED  MARTIN'S 
F-16  FIGHTER 


views  the  deal.  Antitrust  experts  I 
either  would  defer  to  the  Pentagj 
wishes. 

For  liis  part,  Lockheed  ChaiiTnanI 
Chief  Executive  Noraian  R.  AugusI 
sees  "no  great  difficulty"  getting] 
new  $37  billion  behemoth  past  tr 
busters.  Wall  Street  seems  to  agree.! 
though  Lockheed  Martin's  stock  p| 
dipped  after  the  announcement,  on . 


INTERLOCKING  Pll 

B2  BOMBER  Northrop  Grurfl 
prime  contractor  on  the  cont 
strategic  bomber.  Boeing  is  4! 
contractor. 


E-3  SENTRY  AWACS  Boeii 

verts  707s  and  767s'' 
Airborne  Warning  &  | 
System  planes.  Nor 
Grumman  makes  th 
veillance  radar. 


cial.  "Everytliing  is  a  potential  concern." 

To  soothe  the  Pentagon,  Lockheed- 
Martin  may  end  up  having  to  spin  off 
certain  businesses — as  Raytheon  Corp. 
has  been  asked  to  do  as  pait  of  its  deal 
for  Texas  Instruments  Inc.'s  defense 
unit.  And  one  Administration  source 
doesn't  nile  out  the  possibility  of  block- 
ing the  entire  deal.  The  Federal  Trade 
Commission  and  the  Justice  Dept.  will 
decide  in  late  July  which  agency  re- 


9  it  settled  in  at  101%^,  not  fai'  fi 
its  52-week  high  of  $105M.  4,, 
lysts  generally  applauded 
transaction,   which   will  g' 
Northi'op  Grumman  shareh 
ers  1.2  shares  of  Lockheed  IV  j, 
tin  common  for  each  share  of  North  |, 
Grumman  stock.  Paul  H.  Nisbet,  a( 
space  analyst  at  .jsa  Research  Inc., 
timates  the  deal  will  add  10(Z  to  250 
share  to  Lockheed's  earnings. 

But  defense  analysts  say  what's  g 
for  shareholders  may  not  be  good 
taxpayer's.  The  acquisition  would  le 
Lockheed-Northrop  and  Boeing-McE 
nell  Douglas — whose  merger  was 
l)roved  on  July  1 — as  the  only  U.  S.  1 
itary  aircraft  maker's.  Having  just  1  j 
competitor's,  accor-ding  to  an  impublis. 
Rand  study  of  the  military  aircraft  n 
ket,  would  r-adicaOy  alter-  the  competilL 
landscape.  The  theor-y:  Wlien  a  marke 
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>(?  companies  supply  and 

•TOR  In  the  1980s, 
Vlartin  and  Boeing  joined 
'in  a  competition  to  build 
ce's  advanced  fighter, 
out  a  Northrop  Grum- 
'nnell  Douglas  team. 

lES  Northrop  Grumman 
supplier  of  structural 
loeing's  commercial 


NORTHROP 
GRUMMAN'S  B2 
STEALTH  BOMBER 

they'll  be  on  the  same 
team.  Also,  critics  fear 
that  Lockheed  Martin  and 
other  vertically  integrated 
companies  will  favor  in-house 
component  subsidiaries  over 
other   suppliers.    Michael  R. 
Brown,  president  and  coo  of  Lit- 
ton Industries  Inc.,  charges  that 
some  primes  have  already  picked 
their  own  units  on  deals  Litton  vied 
for  He  declines  to  offer  specifics. 

Lockheed  Martin  insists  it  vdll  shop 
in-house  and  out  to  get  the  best  value 
for  the  Pentagon.  Still,  the  issue  is  di'aw- 
ing  increasing  scintiny.  A  Defense  Sci- 
ence Board  study  warned  in  May  that 
vertical  integration  poses  a  threat  to 
the  military.  That's  one  reason  that  the 
Justice  Dept.  annoimced  on  July  2  that  it 
will  approve  Raytheon's  $2.9  billion  pm- 
chase  of  Ti's  defense  unit  only  on  condi- 


support  one  another's  projects 

F/A-18  HORNET  Northrop-Grum- 
man  provides  fuselages,  tails, 
and  some  electronic  gear  for  the 
fighter  that  McDonnell  Douglas 
builds.  The  F/A-18  competes 
overseas  v\/ith  the  F-16  Fight- 
ing Falcon  which  is  made  by 
Lockheed  Martin,  Northrop 
Grumman's  proposed  merg- 
er partner. 


pie,  is  a  major  subcontractor  for  Mc- 
Donnell Douglas'  F/A-18  Homet.  And 
Northrop  sales  of  fuselages  and  other 
parts  make  it  Boeing's  biggest  supplier. 
At  the  same  time,  Lockheed  holds  the 
F-22  contract,  but  Boeing  has  a  33% 
stake  in  it.  Boeing  is  handling  electron- 
ic gear  as  part  of  its  responsibility. 
Westinghouse  developed  radar  for  Boe- 
ing, but  the  Westinghouse  defense  unit 
was  bought  by  Noithrop  Gnimman  last 
year.  And  on  July  7,  McDonnell  Dou- 
glas handed  Northrop  Grumman  a  $1.9 
billion  supply  contract  for  the  C-17  mil- 
itary ti'ansport  plane. 

The  industry  takes  these  byzantine 
aiTangements  for  gi'anted,  but  some  an- 
alysts are  concerned.  "It's  a  growing 
process  of  accommodation  that  saps  the 
industry  of  rivalry,"  frets  William  E. 
Kovacic,  a  defense  antitmst  expert  at 
George  Mason  University.  If  the  De- 
fense Dept.  also  concludes  that  the  bal- 
ance between  the  need  to  consolidate 
defense  and  the  need  for  innovative, 
cost-effective  systems  has  tilted  too  far 
in  industry's  favor,  Lockheed  and 
Northrop  execs  may  be  back  in  their 
lawyers'  offices.  This  time  they  could 
be  meeting  to  plot  strategy  for  legal 
warfare  with  Uncle  Sam's  trustbusters. 

By  Stan  Crock  in  Waslihigton,  with 
Seanna  Browder  in  Seattle  and  William 
Echikson  in  Brussels 


iiated  by  two  vendors,  they're  less 
sive  in  bidding  because  they  know 
-efense  Dept.  will  alternate  con- 
to  avoid  a  monopoly  "If  there  ai'e 

it  adds  some  extra  uncertainty," 
Hand  analyst  Jeffi'ey  A.  Drezner 
ikes  you  try  harder." 

not  only  the  consolidation  of 

contractors  that  may  concern  the 
ron.  That  has  been  expected.  More 
ing  is  the  impact  on  the  defense 
:hain.  As  defense  consolidation  has 
2ed,  the  Pentagon  has  been  rely- 
i  competition  among  suppliers  to 
up  for  reduced  levels  of  competi- 
imong  prime  contractors.  But  as 
ers  merge,  that  safeguard  could 
lie.  Lockheed  Martin,  a  piime  con- 
ir,  is  now  swallowing  Northrop,  a 

component  supplier.  LIntil  now, 
70  have  also  competed  to  supply 
clients  to  other  contractors.  Now, 


tion  that  the  companies  spin  off  a 
chip-making  operation  that  supplies 
parts  to  advanced  radar  systems. 

Similar  spin-offs  may  be 
asked  for  in  the  Locldieed- 
Northrop    merger.  One 
area  investigators  are  like- 
ly to  home  in  on:  electronic 
warfare.  A  merged  Lock- 
heed-Northi'op  would  have  up 
to  80%  of  the  market  for  elec- 
tronic gadgets  that  jam  radar  and  oth- 
ei"wise  protect  aircraft  from  the  enemy 
says  analyst  Nisbet. 

It  won't  be  as  easy  to  untangle  the 
incestuous  relations  that  the  com- 
pressing industiy  has  produced.  Boeing- 
Co.  and  Lockheed 
may  look  like  gigan- 
tic rivals.  But  their 
fates    are  linked. 
Northrop,  for  exam- 


McDonnell 

OOUGLAS' 
F/A-18  HORNET 


BUSINESS  WEEK  /  JULY  "1    lOO?  29 


News:  Analysis  &  Commentary 


DONORGATE 


JOHN  GLENN. 
DONORGATE  PIT  BULL 

The  mild-mannered  Senator  turns  fierce  Democratic  defender 


During  his  23  yeai's  in  the  Senate, 
Ohio  Democrat  John  Glenn  never 
made  much  of  a  splash.  But  the 
mild-mannered  former  astronaut  has 
suddenly  been  transformed  into  his  par- 
ty's heat-seeking  missile — aimed  at 
keeping  the  Donorgate  hearings  from 
becoming  a  Democratic  debacle.  The 
senator's  feisty  counteroffensive  and  sm- 
prise  disclosures  on  the  opening  day  of 
the  hearings  on  July  8  rattled  the  gop 
and  added  a  dash  of  drama.  Such  a  pai- 
tisan  i^erfonnance  by  one  of  the  Senate's 
most  plodding  straight-shooters  had 
Washington  agog. 

Glenn's  sharp-edged  opening  is  not 
as  out  of  character  as  it  may  seem.  As 
the  ranking  Democrat  on  the  Donor- 
gate  panel,  the  ex-Marine  fighter  pilot 
feels  duty-bound  to  protect  the  inter- 
ests of  his  paity,  say  political  opera- 
tives who  know  him.  Besides,  adds  gop 
strategist  and  Glenn  admirer  Tom  Ko- 
rologos:  "You  don't  become  an  astro- 
naut by  being  a  shrinking  violet." 

Glenn,  7;"),  may  also  be  looking  to  his 
legacy  as  he  pi'epares  to  retire  in  1998. 
He's  still  saddled  with  more  than  $2 
million  in  debt  from  his  disastrous  effort 
to  win  the  1984  Democratic  Presidential 
nomination,  and  his  Mr.  Clean  image 
was  stained  when  he  and  four  other 
senators — the  Keating  Five — got  into 
trouble  for  helping  savings-and-loan  o{> 


erator  Charles  Keating.  A  spirited 
Donorgate  defense — showing  Republi- 
cans hands  to  be  just  as  dirty  as  those 
of  the  Democrats — c-ould  put  some  flash 
into  the  final  days  of  a  largely  colorless 
Senate  career  and  maybe  prod  some 
Democrats  to  help  him  retire  his  cam- 
paign debt. 

Certainly,  President  Clinton  and  the 

Democrats  have  a  lot  rid-   

ing  on  how  effectively 
Glenn  parries  his  Holly- 
wood-trained counterpart. 
Governmental  Affairs 
Committee  Chainnan  Fred 
Thompson  (R-Tenn.).  And 
certainly,  Glenn  couldn't 
have  been  their  fii'st  choice 
as  point  man.  But  with  his 
unquestioned  patriotism 
and  his  ability  to  project 
sincerity,  Glenn  may  have 
just  the  right  stuff  to  be  a 
credible  Democratic  spear- 
thrower. 

Glenn  showed  his  mettle 


GOTCHA 


Glenn's 
opening-day 
bombshell- 
that  John 
Huang,  the  key 
figure  in  the 


scandal,  might 

months  before  the  opening  fpcf  ifiT  cfnlp 

gavel.  He  successfully  chal-  I'^^'^lliy  MUlC 

Thompson's 


lenged  Thompson's  request 
for  a  $6.5  million  budget. 
Ultimately,  the  committee 
got  $4.3  milKon.  Glenn  also 
pushed  to  make  sure  the 
hearings  target  gop  activi- 


thunder 


GLENN  AND  THOMPSON:  Glenn  insii 
ed  that  "abuses  have  been  bipartisc" 

ties,  too.  That  also  sparked  a  fight  vh 
Thompson.  Senator  Carl  Levin  i- 
Mich.),  the  No.  2  Democrat  on  the  a 
mittee,  brokered  a  deal  in  wWch  Dt 
would  gi-ant  immunity  to  GOP-frien 
witnesses  and  Republicans  would 
prove  subpoenas  sought  by  Democr; 

But  any  semblance  of  detente  en( 
when  Glenn  seized  the  offensive.  Al 
Thompson  declared  that  the  panel  1 
evidence  of  an  effort  by  Beijing  to 
fluence  the  '96  elections,  Glenn  co 
tered  with  allegations  that  fornier  1 
publican  National  Committee  Chairn 
Haley  Barboui-  solicited  loan  guarant 
from  a  Hong  Kong  businessman  t 
were  effectively  funneled  through  a  i 
think  tank  to  the  rnc.  "The  abuses  h; 
been  bipartisan,"  Glenn  insisted. 
PARALLEL  STRATEGY.  To  be  SU 
Glenn's  strategy  is  not  risk-ft-ee.  "If 
cumbent  Democrats  are  too  parti; 
and  defend  something  that  turns  out 
be  illegal,  it  could  be  used  against  th 
in  elections  next  year,"  warns  Dem- 
ratic  adviser  Ted  Van  Dyk. 

Still,  Glenn's  bombshell — that  Der- 
cratic  moneyman  John  Huang,  the  1 
figure  in  the  Donorgate  scandal,  mii 
be  willing  to  testify  under  limited  i 
munity — unnerved  Thompson  and  st- 
many  of  the  first  day's  headlines.  Ancf 
his  pit-bull  approach  falters,  the  1- 
mocrats  will  lean  more  heavily  on  tli 
parallel  strategy:  blaming  the  abuses 
a  rotten-to-the-core  campaign-finai ' 
system.  This  "devil  made  me  do  it"  I 
is  being  pushed  by  Levin  and  freshn ; 

Senator  Robert  Torricd 
(D-N.J.).  Ton-icelli's  soul 
bite:  "The  American  ca- 
paign-finance  system  h 
been  an  accident  waiti' 
to  happen." 

But  in  the  fii'st  round ' 
this  public-relations  fig, 
the  Dems  held  their  cji 
— and  then  some.  Repul- 
cans  concede  that  thr 
foes  have  had  some  si 
cess  in  convincing  the  pi- 
lie  that  both  parties  a? 
guilty  of  misdeed 
"They've  done  a  master! 
job  of  in.stant  respons(' 
says  GOP  operative  Koro 
gos.  If  space  pioneer  Gle 
can  keep  the  GOP  at  h;. 
his  final  Senate  missii 
may  make  him  a  hero  ' 
Democrats  here  on  Ean 
Bt/  Amy  Borr 
in  Washingfi 
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By  Paula  Dwyer 

WHY  THE  DONORGATE  HEARINGS  WON'T  LEAD  TO  REFORM 


) respects  were  always  dim  that 
Congress  would  adopt  campaign- 
finance  reform  legislation  this 
jar.  The  last,  best  hope  was  that 
gh-profile  Donorgate  hearings 
)uld  put  the  seamy  side  of  the  po- 
ical  money  chase  on  display,  shake 
illions  of  Americans  out  of  their 
rpor,  and  force  lawmakers  to  adopt 
forms. 

Don't  count  on  it.  The  Senate 
iarings  that  opened  on  July  8  may 
•ove  to  be  more  revealing  than 
mdits  had  expected.  But  they 
on't  advance  the  cause  for  over- 
luhng  the  campaign  finance 
'stem..  It's  even  possible  the 
tarings  will  undeiTnine  the 
ise  for  reform  if  they  can't 
(pose  practices  that  cross  the 
le  between  simply  aggressive 
id  actually  illegal  panhan- 
ing,  or  if  they  fail  to  nail 
)wn  whether  Chinese  money 
ideed  seeped  into  the  coffers 

President  Clinton. 

Meanwhile,  the  games  pro- 
;ed.  Senate  Democrats  will 
■y  to  dilute  the  gop  message 
lat  Clinton  bears  most  of 
le  blame.  Democrats 
lanned  to  use  old  opposition  re- 
jarch  that  showed  examples  of  Re- 
ubUcans  sohciting  foreign  money  or 
rranging  special  favors  for  fat-cat 
onors.  Now,  they  may  have  some- 
ling  juicier:  a  Republican  link  to  an 
.sian-American  businesswoman  who 
;  the  focus  of  the  Justice  Dept.'s  in- 
estigation  of  Chinese  influence-buy- 
ig.  She  also  gave  .$50,000  to  a  gop 
hink  tank  linked  to  the  Republican 
National  Committee.  A  Chinese 
keleton  in  the  Republican  closet 
ould  torpedo  efforts  by  Senator 


Fred  Thompson  (R-Tenn.),  chairman 
of  the  Governmental  Affairs  Commit- 
tee, to  keep  the  focus  on  the 
Democrats. 

The  Wliite  House  also  has  a  strat- 
egy, called  "no  surprises,"  to  blunt 
the  committee's  most  stunning  reve- 
lations. Deliberate  leaks,  such  as  the 
July  4  story  that  President 
Clinton  may  have  solicit- 
ed $100,000 


Democrat  on  the  committee,  an- 
nounced on  opening  day  that  he's  ne- 
gotiating some  form  of  immunity  for 
Huang  if  he'll  talk.  But  such  a  deal  is 
unlikely.  If  Huang  ever  talks  about 
alleged  Chinese  plans  to  subvert  the 
U.  S.  political  process,  it  will  almost 
certainly  be  behind  closed  doors  and 
probably  at  the  Justice  Dept.  Mean- 
while, other  potential  witnesses  have 
left  the  country. 

In  the  end,  the  Senate  hearings 
may  prove  edifying  only  to  scandal 
junkies.  Thompson  will  lay  out 
how  the  DNC  executed  a  re- 
election plan  to  raise  record 
sums  of  money  for  political 
advertisements  that  ran 
months  ahead  of  the  campaign 
season.  Fonner 


donations  ft'om  the  Oval  Office,  stole 
the  thunder  of  committee  Republi- 
cans hoping  to  make  a  big  splash 
with  that  news.  By  the  time  the 
hearings  turn  to  alleged  violations  of 
the  Hatch  Act,  which  bans  fund-rais- 
ing on  federal  propeity,  viewers  who 
haven't  already  tuned  out  may  think 
they're  seeing  reruns. 
IMMUNITY?  The  witness  who  would 
get  the  audience's  attention  is  notori- 
ous fund-raiser  John  Huang.  Senator 
John  Glenn  of  Ohio,  the  ranking 


WHERE'S  THE  OUTRAGE? 

Four  reasons  why  the  hearings  won't  cause  a  groundswell 

PREEMPTIVE  STRIKE  Presidential  spin  controllers  defused  bombshells  by 
releasing  potentially  embarrassing  documents  in  advance  of  the  hearings. 

WITNESS  GAP  Key  witnesses  have  refused  to  cooperate.  And  even  if  Democrat 
ic  fund-raiser  John  Huang  testifies,  he's  unlikely  to  reveal  illegal  donations  from 
foreign  interests. 

EVERYBODY  DOES  IT  Democrats  will  counter  GOP  charges  with  evidence  that 
the  Republicans  committed  similar  campaign-finance  infractions. 

SO  WHAT  With  the  economy  growing  smartly,  reformers  find  it  hard  to  stir  up 
populist  anger  at  Washington  campaign  abuses. 


White  House  officials  will  admit  mis- 
takes were  made,  such  as  improper 
vetting  of  visitors  to  the  Oval  Office 
and  donors,  dnc  ofi!cials  will  sheepish- 
ly acknowledge  that  coffees  and  sleep- 
overs  were  fimd-raising  motherlodes. 
And  Thompson  will  show  that  Democ- 
rats laundei'ed  donations  thi'ough  un- 
suspecting Buddhist  nuns. 

That's  hai'dly  the  stuff  needed  to 
vault  a  campaigii-finance  refoiTn  mea- 
siu-e  to  the  Senate  floor.  The  measiu'e 
that  Thompson  backs,  introduced  by 
Senators  John  McCain  (R- 
Ai-iz.)  and  Russell  D.  Feingold 
(D-Wis.),  has  no  other  co-spon- 
sors, and  hearings  ai'en't 
scheduled.  Small  wonder,  with 
Democrats  showing  that  much 
of  the  questionable  financing  in 
theii'  1996  races  came  right 
out  of  the  GOP  playbook.  Small 
wonder,  too,  if  voters  yawn  at 
the  hearings,  and  a  needed 
campaign  refonn  withers. 


Sen  tor  Correspondent 
Dwyer  covers  politics  from 
Washington. 
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EXECUTIVE  SUITE 


DANGEROUS  LIMBO 
AT  APPLE 


Amelio's  departure  leaves  it 
without  a  leader — and 
without  a  game  plan 


o: 


JOBS:  Tbo  late  for 
"insanely  great" 
Net  products? 


n  July  9,  some 
17  months  ;ift.er 
handing  him 
the  I'eins  and  a  gen- 
erous pay  package, 
Apple  Computer 
Inc.'s  boai'd  of  dii'ec- 
tors  finally  had 
enough.  They  sent 
CEO  Gilbert  Amelio 
packing.  Amelio, 
who  has  told  friends 
lately  that  he  feels 
burnt  out,  leaves 
with  a  $10  million 
severance  package; 
Apple  is  left  in  a  shambles. 

Instead  of  slowing  Apple's  decline, 
Amelio's  regime  presided  over  an  accel- 
erated loss  of  mai'ket  share,  deteiiorating 
earnings,  and  a  stock  that,  at  less  than 
14,  has  lo.st  half  its  value  and  is  at  its 
lowest  point  in  a  decade.  In  short,  Ame- 
lio's forced  resignation  has  all  the  signs  of 
a  classic  Apple  blunder — too  late,  too  lit- 
tle, and.  providing  too  few  answers. 
Where,  for  example,  will  Apple  head 
next?  Under  whose  leadei-ship?  Wliat  hot 
new  products  will  it  build  and  sell?  "It's 
too  early  to  tell,"  says  marketing  chief 
Guerrino  De  Luca. 

Trouble  is,  it  may  be  fai'  too  late.  Ap- 
ple's market  share  has  collapsed  to  3%, 


fi'om  9%  when  Amelio  took  the  helm  in 
Februaiy,  1996,  according  to  market  I'e- 
searcher  Computer  Intelligence.  Tlie  com- 
pany can't  cut  costs  fast  enough  to  tiuTi  a 
profit.  Wlien  it  announces  quaiteiiy  earn- 
ings on  July  16,  Deutsche  Morgan  Gren- 
feU  analyst  Michael  K.  Kwatinetz  expects 
a  $60  million  loss  on  revenue  that's  17.7% 
below  year-ago  levels. 

For  now,  there's  no  rej^lacement  for 
Amelio.  Cliief  Financial  Officer  Fred  D. 
Anderson  will  pick  up  some  of  Amelio's 
day-to-day  duties  while  a  committee  led 
by  A.  C.  "Mike"  Markkula  Jr.— the  long- 
time director  who  prompted  the  ousters 
of  Amelio  predecessors  John  Sculley  and 
Michael  A.  Spindler — will  begin  a  search 
for  a  new  boss.  "It's  going  to  be  pretty 
hard  to  pull  off  any  return  to  profitabili- 
ty without  a  CEO,"  says  Dataquest  Inc. 
analyst  Bill  Schaub.  "The  company  des- 
perately needs  leadership." 
NO  QUICK  FIX.  Although  he's  not  consid- 
ering a  full-time  job 
at  Apple,  co-founder 
Steven  P.  Jobs  will 
be  taking  on  a  big- 
ger role  in  the  inter- 
I'egnum.  A  i)art-time 
advisoi'  to  Apple 
since  his  Ne.XT  Com- 
puter Inc.  was  pur- 
chased last  Decem- 
ber, Jobs  is  rarely 
seen  at  Apple.  But 
he'll  take  the  lead  in 
defining  Apple's  fu- 
ture products  and 
strategy,  say  execu- 


THE  AMELIO  ERA 


10- 


APPLE  COMPUTER'S 
STOCK  PRICE 


II'"""  JJJJ||Mini]]]]n||iii]]]]iii 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


AMELIO:  His  reputation  for 
turnarounds  is  in  shreds 

fives.  Insiders  expect  him 
move  away  from  the  cutthr 
personal-computer  busiiii 
where  his  beloved  Macintosl 
falling  further  and  ftuther 
hind,  and  focus  instead  on  a  n 
era  of  "insanely  gi'eat"  prodm 
They  will  most  likely  be  pr 
nets  foi'  the  Internet — possi 
so-called  network  computers 
But  insanely  great  does 
happen  overnight.  And  in 
near  term,  Apple's  mess  \ 
just  get  worse.  With  shiink 
i-evenues,  it  'will  be  hai'd  pres; 
to  come  up  -vvith  the  resea: 
and  development  fimds  to  cr; 
out  whatever  gizmos  Jobs  pl;i 
And  Jobs  could  even  make  n 
ters  worse:  Insiders  say  he 
mains  dead-set  against  licens  • 
technology  to  doners— the  o 
strategy  that  has  given  the  1\ 
"platform"  growth  in  the  1 
year.  While  Apple's  market  share  ! 
plimimeted,  doners  have  pi'opped  up 
overall  share  of  the  Mac  platform. 

And  hopes  of  a  white  knight  to  t 
Apple  and  fix  it  are  all  but  extinguish . 
Fomiei'  suitors — the  list  once  incluci 
IBM  and  Sun  Microsystems  Inc. — are 
gone.  "Tlie  challenge  is  to  figtu'e  out  w 
Apple  means  today,"  says  one  mergei> 
acquisitions  expert.  "It's  hard  to  figi 
out  what's  in  it  for  anybody.  They  s, 
think  of  themselves  as  the  really  d 
company  that  Steve  Jobs  founded,  'wb 
Jobs  vjas  really  cool  and  wore  black.  P 
pie  no  longer  care  if  they're  cool:  Tl. 
just  want  a  company  that  peifomis  wf 

As  for  Amelio,  he  leaves  with 
self-styled  reputation  as  a  turnaroi 
expert  in  tatters.  On  his  first  day 
the  job,  says  one  former  executi 
Amelio  nixed  a  deal  to  sell  the  comp;' 
to  Sun,  saying  Apple's  problems  W: 
surmountable.  Now,  vdth  that  oppoi' 
nity    and  oth' 
squandered,  few 
siders  were  sad 
Amelio  go.  "Peo 
are  pretty  reseni 
of  the  amount 
money     he  m; 
without  domg  a  I 
of  a  lot,"  says  Ap 
engineer  Da 
Casseres.  "He  h 
a  lot  of  money  j 
foi-  showing  up." 

Bij  Peter  Bunx  • 
in   San  Francis 
with  bureau  repoi 
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By  Peter  Elstrom 

WHY  SBC  SHOULDN'T  BE  THE  FIRST  BELL  IN  LONG  DISTANCE 


ocal-phone  giant  SBC  Communica- 
tions Inc.  says  it  has  4,000  em- 
■ployees  dedicated  to  opening  its 
arkets  to  competition.  Under  terms 
the  Telecommunications  Act  of 
•96,  SBC  and  other  Baby  Bells  must 
•ove  that  their  local  markets  are 
)en  to  competition  before  they  may 
iter  the  lucrative  long-distance 
isiness.  But  rivals  have  their  own 
eas  about  SBC's  approach.  "As 
;ar  as  I  can  tell,  they've  got 
I  engineers  and  3,985 
wyers,"  says  Manning 
se,  vice-president  for 
'gulatory  affairs  at 
^leport  Communi- 
.tions  Group  Inc., 
hich  competes 
fainst  Bells  such  as 

!C. 

Forgive  Lee  the 
:aggeration.  sec  has 
ng  been  one  of  the 
est  territorial  and  hti- 
ous  of  the  Bells.  But  it 
•oke  new  ground  on  July 
when  it  filed  a  lawsuit  in 
Ichita  Falls,  Tex.,  charging  that 
jy  segments  of  the  Telecom  Act 
•e  imconstitutional.  SBC  is  arguing 
lat  Congi-ess  had  no  right  to  deny 
le  Baby  Bells'  entry  into  long  dis- 
.nce.  "CongTess  is  supposed  to  make 
ws  of  general  application  under 
hich  everybody  is  treated  equally," 
lys  James  Ellis,  sbc's  general  coun- 
il.  "What  Congi'ess  is  not  entitled  to 
)  is  penalize  specific  companies." 

sbc's  lawsuit  highlights  a  weakness 
'  the  Telecom  Act:  In  part,  it  puts 
le  Baby  Bells'  fate  in  the  hands  of 
leu-  competitors.  To  prove  that  theii- 
larkets  are  open,  the  Bells  need  oth- 
*s  to  push  into  their  temtories.  One 
;ason  the  Federal  Communications 
ommission  is  taking  a  close  look  at 
le  Bell  Atlantic-Nynex  merger,  for 
<ample,  is  to  see  whether  the  combi- 
ation  would  scare  off  nascent  local 
)mpetition.  But  when  the  FCC  looks 
»r  what  likely  competitors  such  as 
r&T  are  doing,  it  doesn't  see  much, 
hat's  one  reason  the  agency  has  de- 
ied  all  Bell  requests  to  offer  long 
istance  in  their  tenitories  so  far. 

But  the  Bells  also  have  themselves 
)  blame.  While  some  have  cooperat- 
d  with  would-be  competitors,  others 
ave  put  up  roadblocks.  The  fu-st  Bell 
llowed  into  long  distance  should  be 


the  one  that  has  done  the  most  to 
open  its  local  markets.  That  may  be 
Ameritech  or  Nynex.  It's  definitely 
not  SBC. 

According  to  companies  trying  to 
entei-  its  teiritoiy,  SBC  has  discour- 


HOW  SBC  KEEPS 
RIVALS  AWAY 


EXCESS  CHARGES 


AT&T  needed  customized  routing  to 
provide  directory  assistance  to  its 
customers  in  SBC's  territory.  SBC's 
initial  quote:  $300  million.  AT&T 
says  other  Bells  charge  $1  million  to 
$2  million. 


HIGH  RATES 


In  Oklahoma,  competitors  must  pay 
$19.13  per  line  for  SBC's  unbundled 
network.  But  SBC's  retaO  rates  are 
$14.34  a  month. 


LEGAL  AHACKS 


SBC  has  appealed  even  basic  deci- 
sions by  state  regulators.  For  exam- 
ple, SBC  appealed  a  Texas  decision 
to  let  Teleport  Communications 
Group  provide  competing  local  ser- 
vice. SBC  contends  Teleport  hasn't 
met  state  standards. 


aged  competition  with  high  fees,  re- 
lentless negotiations,  and  batteries  of 
lawyers.  Oklahoma  is  a  case  in  point. 
SBC  told  the  FCC  it  had  opened  its 
mai-kets  to  competition  there,  but 
Brooks  Fiber  Properties  Inc.  found 
that  sbc's  rates  for  use  of  its  system 
leave  no  margin  for  profit.  Brooks 
says  it  must  pay  $19.13  a  month  for 
"unbundled"  pieces  of  the  Bell's  sys- 
tem. But  sbc's  basic  residential 
_     rate  is  $14.34  a  month.  "We  can't 
make  money  like  that,"  says 
John  C.  Shapleigh,  execu- 
tive vice-president  at 
^  .    Brooks.  SBC  says  the 
numbers  are  roughly 
accm-ate,  but  Brooks 
A   could  compete  on  call 
waiting  or  caller  I.  D., 
which  are  not  includ- 
ed in  the  basic  rate. 

VAGUE.  AT&T,  which 

tliiled  with  the  idea  of 
merging  with  SBC,  has 
so  run  up  against  the 
San  Antonio  Bell's  tactics.  It 
asked  for  special  routing  of 
calls  in  sbc's  temtoiy  to  provide 
directoiy  assistance  to  its  customers 
there.  SBC  initially  quoted  a  price  of 
$300  million  for  the  project,  vs.  $1 
million  to  $2  million  that  other  Bells 
charged  in  similar  cases.  "The  intent 
is  cleai'ly  to  make  it  so  expensive  that 
you  can't  compete,"  says  Steve  Davis, 
AT&T's  vice-president  for  law  and  state 
government  affaii-s.  SBC  says  its  origi- 
nal bid  was  high  because  at&t's  re- 
quest was  vague:  A  more  recent 
quote  may  be  less  than  $3.5  million. 

SBC  maintains  it  has  done  its  best 
to  let  competition  blossom.  As  part  of 
its  apphcation  to  enter  long  distance 
in  Oklahoma,  it  cited  a  new  local  ser- 
vice rival.  Brooks  Fiber,  as  proof  that 
it  had  met  the  FCC:  test  for  open  mar- 
kets. But  Brooks  says  it  had  told  SBC 
it  did  not  have  "a  general  offering"  of 
residential  sei-vice.  Indeed,  Brooks  is 
offering  service  to  four  of  its  employ- 
ees in  a  test. 

Some  Bells  may  soon  gain  entiy 
into  long  distance.  But  the  one  that 
claims  that  prize  fh'st  should  be  one 
that  has  proved  itself  most  wiUing  to 
allow  local  competition.  So  far,  SBC  is 
not  in  the  race. 

Elstrom  is  business  weeks 
telecom )»-  iin ications  editor. 
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TRADE 


THERE  IS  NO 
SILVER  BULLET' 

A  talk  with  Charlene  Barshefsky  on  U.S.-Japan  trade  relations 


While  the  world's  attention  has 
been  focused  on  Hong  Kong, 
and  while  Congress  has  been 
debating  trade  relations  with 
Mexico  and  China,  Japan  has  been 
stoking  its  export  machine.  Japan's  to- 
tal trade  surplus  more  than  tripled  in 
May  as  the  country's  exports  soared. 
Preliminai'y  numbei's 
ft'om  Japan  indicate  an- 
other surge  in  June. 
Meanwhile,  imports  into 
Japan  have  dropped, 
and  many  sectors  of  the 
Japanese  economy  re- 
main protected  by  sub- 
tle barriers.  U.  S.  Ti-ade 
Representative  Char- 
lene Barshefsky  has 
been  working  to  re- 
move those  import  ob- 
stacles since  she  be- 
came a  deputy  U.S. 
Ti'ade  Representative  in 
March,  1993.  Barshef- 
sky, 46,  who  became 
USTR  in  April,  recently 
met  with  business 
WEEK  Washington  Cor- 
respondent Paul  Mag- 
nusson  to  discuss  trade 
between  the  U.  S.  and 
Japan.  Excerpts  from 
that  interview  follow: 


and  wholesale  and  retail  distribution 
systems. 

And  we've  got  four  cases  against 
Japan  in  the  WTO  on  semiconductors, 
insurance,  copyright  laws,  wood  prod- 
ucts. The  number  of  U.  S.  [sawmills] 
allowed  to  ship  to  Japan  has  gone  from 
80  to  1,000.  For  the  first  time  in,  say, 


Q:  With  all  the  atten- 
tion focused  on  China 
and  Latin  America  re- 
centlij,  has  the  U.  S.  ne- 
glected efforts  to  open 
Japan 's  tnarkets:' 
A:  Not  at  all.  We  ai-e 
using  eveiy  opportunity 
and  means  to  open  the 
Japanese  market — direct  negotiations, 
concerted  pressure  with  our  trading- 
partners,  and  prosecuting  cases  in  the 
Woi'ld  Ti-ade  Organization.  In  the  past 
11  months,  we've  concluded  nine  agi'ee- 
ments  with  Japan  in  such  areas 
as  semiconductors,  insurance,  agricul- 
ture, harbor  regulations,  and  wood 
products.  We  have  a  separate  deregu- 
lation initiative  focusing  on  financial 
services,  telecommunications,  housing, 
medical  devices  and  pharmaceuticals. 


ONE  BA|R1ER  AT  A  TIME  i  i  We'll  L 
continue  to  do  this  the  way  it's  most 
effectmce,  which  is  sector  by  sector, 

issue  fey  issue —  charlene  barshefsky 


such  as  the  Structural  Impedimd^ 
Initiative.  Are  you  considering  thi- 
A:  I  think  25  years  of  U.S.  policy.n 
Japan  demonstrates  that  there  isio 
silver  bullet  that  takes  care  of  oiu'  nr- 
ket-access  problems.  Being  diver  d 
into  areas  that  aren't  very  specific  u 
proved  to  be  a  blind  alley.  We'll  ( i 
tinue  to  do  this  the  way  it's  most  i 
fective,  which  is  sector  by  sector,  is 
by  issue.  That's  what's  gotten  us 
portant  export  results  over  the  i 
four  years.  And  that  is  how  we 
judge  the  result  in  each  sector — by 
port  performance,  which  is  ultimal  i 
our  measure  of  success. 

Q:  Are  the  Japanese  living  up  to  fl 
agreements  ? 
A:  We  are  making  s 
they  do.  They  dii 
live  up  to  their  agi 
ment  on  sound  reci 
ings,  so  we  sued  tl 
[in  the  World  Ti-ade 
ganizationl.  They  di< 
do  what  they  s 
they'd  do  in  distil 
spirits,  so  we  si 
them.  And  won. 


Q:   Why  rely  on 

A:  We  have  direct 
gotiations  with 
Japanese  governm 
as  well,  on  such  ai 
as  semiconductors  ■ 
insurance.  But  any  n 
in  the  WTO  is  a  mii 
lateral  win,  which  i 
say,  not  simply  vie\ 
as  a  product  of  [U 
bashing  [of  Japan],  1 1 
a  multilateral  decisii 
.\nd  if  Japan  does 
idmply,  we  can  hav- 
w  ro-aut  horized  ret  a 
liun  with  no  count 
I'etaliation  possible. 


3,000  years,  foreign  tomatoes  can  now 
be  shipped  to  Japan  because  of  one  of 
these  agi'eements.  Antl  Japan's  Nation- 
al Police  Agency,  which  has  decided  to 
buy  $200  million  tfi  $300  million  worth 
of  radios,  has  agreed  to  redo  its  pro- 
curement pi'ocess  [because  it  excluded 
U.  S.  manufacturers]. 

Q:  In  the  past,  U.  S.  negotiators  tried 
to  crack  open  the  Japanese  market 
with  broad,  multi-issue  vegotiations 


Q:  You  have  an  agi 
inenJ  on  opening 
Japanese    market  ( 
U.S.  automobiles  fron)  1994.  Has  f 
been  a  success? 

A:  Yes.  Auto-parts  exports  and  veli 
sales  are  up  substantially.  But  we  li 
senous  concerns  about  the  trends  of 
past  six  months.  Vehicle  sales  in  rer 
months  are  down  sharply.  Certainly, 
haven't  seen  the  number  of  dealersii 
that  we  need.  We're  now  up  to  120  i 
thereabouts,  which  was  below  the 
sired  level  of  200  dealerships  seli 
U.  S.-made  cars  by  last  January. 
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j  the  real  problem,  Japanese  gov- 
;ent  policies  or  private  practices 
dose  out  foreign  competition? 

you  look  at  the  wro  case  we  have 
J.  S.  access  to  the  Japanese  market 
photographic  film,  you  see  that 

of  the  activity  of  restraining  im- 
,  and  competition  is  traceable  to 
Japanese  government  one  way  or 
ler.  As  the  market  is  liberalized 
uccessive  rounds  of  multilateral 
•  deals,  the  Japanese  government 
,utes  "liberalization  countermea- 
i."  That's  their  term  for  it.  The 
m  of  protections  is  rejiggered. 

t  the  recent  Summit  of  the  Eight, 
le  Minister  [Ryutaro]  Hashimoto 
id  to  "enhanced"  negotiations  on 
er  deregulation  in  Japan  but  theyi 
ed  to  back  off. 

le  agreed  to  work  with  us  on 
jmmunications,  medical  equipment, 
truction,  and  financial-services 
^lation.  If  Japan  doesn't  act  on 
it  will  be  a  domestic  political  em- 
issment  for  the  government  and 
temational  embairassment  as  well. 
Hashimoto  himself  is  way  out  in 
.  We  are  calling  liis  bluff  on  this.  If 
read  the  Japanese  newspapers, 
are  filled  with  deregulatory 
)ric.  We  shall  see. 

''our  office  has  been  criticized  by 
?  business  folk  for  having  too 
y  staff  vacancies  in  the  area  of 
in.  The7-e  has  been  no  deputy  for 
,  for  example. 

/e've  filled  most  of  those  jobs.  I'm 
reorganizing  and  creating  separate 
is  for  Japan  and  China,  which  used 
3  combined.  Wendy  Cutler  will  be 
assistant  trade  representative  for 
,n,  and  Byron  Sigel  will  be  her 
ity.  They  are  both  highly  experi- 
d.  The  White  House  will  be  an- 
icing  the  deputy  USTR  for  Asia 
.  It  will  be  a  very  aggi'essive  team. 
1  very  aggressive  on  Japan  issues, 
•e's  been  no  dearth  of  ideas  or  of 
:y  formation  on  this.  And  remem- 
there  are  very  few  novices  in  the 
linistration  on  Japan  anymore  at 
level. 

)o  you  hear  from-  the  business  com- 
lity  thai  you're  not  doing  enough 
'apan? 

■io.  Last  year,  we  had  a  very  nice 
nward  trajectory  on  Japan's  trade 
'lus.  So  the  business  community  it- 
was  somewhat  more  relaxed,  even 
igh  we  persisted  in  terms  of  mar- 
access  agreements.  Now,  as  the 
mese  surplus  is  rising  again,  busi- 
;  realizes  that  perhaps  it  needs  to 
back  in  gear,  but  we  have  never  re- 
let up  over  AY'  years. 
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CAPITAL  GAINS?  Some  of  the  new  money  may  have  come  from  Wall  Street 

THE  BUDGET 


THE  TAXMAN 
ROLLETH  IN  DOUGH 

Income  tax  revenue  is  soaring,  and  economists  can't  say  why 


Where's  all  that  money  coming 
fi'om?  Tax  revenues  are  pouring 
into  Uncle  Sam's  coffers.  Individ- 
ual income  tax  collections  this  June 
were  23%  higher  than  in  June,  1996, 
according  to  tallies  of  the  Ti-easury 
Dept.'s  daily  financial  reports  by  Chase 
Securities  Inc.  Through  nine  months  of 
fiscal  1997,  the  total  is  up  14%  (chart). 
The  result:  Wlien  the  government  clos- 
es its  fiscal  year  on  Sept.  30,  the  budget 
deficit  could  fall  below  $50  billion — less 
than  a  tliird  the  red  ink  projected  only  a 
year  ago. 

Government  economists  are  hard- 
pressed  to  explain  the  tax  flood.  Ti'ue, 
gross  domestic  product  grew  at  a  siz- 
zling 5.9%  pace  in  the  first  quarter,  but 
federal  revenue  is  rising  faster.  "Wash- 
ington is  getting  a  bigger  slice  of  each 
dollar  of  gdp,"  says  Mark  M.  Zandi, 
chief  economist  of  Regional  Financial 
Associates  in  West  Chester,  Pa. 
EXTRA  CASH.  Official  data  don't  shed 
much  light  on  the  subject.  Unpublished 
statistics  fi'om  1995  tax  returns,  which 
produced  a  surprise  revenue  jump  in 
Apiil,  1996,  show  that  wage-earners'  tax- 
es were  gi'owing  along  with  their  com- 
pensation but  that  high- 
bracket  earners  were 
paying  more  than  income 
data  would  predict.  That 
helps  explain  why  tax  re- 
ceipts zoomed  ahead  of 
wages.  But  it  doesn't  tell 
where  those  well-off  fami- 
lies got  the  extra  cash. 

Was  it  in  the  booming 
stock  mai-ket?  The  1995  tax 
returns  seem  to  refute  that 
theory:  Reported  capital 
gains  increased  smartly,  but 
not  by  enough  to  produce 


PAYING  UP 


'94     '95  '96 
▲  BILLIONS  OF  DOLLARS 
•FIRST  NINE  MONTHS  OF  THE  FISCAL  YEAR 
DATA:  CHASE  SECURITIES  INC 


last  year's  $28  billion  revenue  shock. 

Still,  many  private  economists  think 
the  market  solves  the  mystery.  They 
point  out  that  taxpayers  don't  always 
get  their  numbers  on  the  right  lines  of 
forms  for  reporting  capital  gains.  Most 
mutual-fimd  investors  have  little  incen- 
tive to  dig  out  the  figures  needed  to 
separate  gains  from  dividends  when 
they  file  their  returns.  And  one  rapidly 
gi'owing  form  of  pay — stock  options — is 
taxed  as  ordinary  income  even  though 
it's  really  a  way  of  cashing  in  on  the 
market. 

The  biggei'  question:  Ai-e  these  high- 
er revenues  permanent — or  will  they 
disappear  when  Wall  Street  loses  steam? 
The  Congressional  Budget  Office  has 
ah'eady  decided  that  $45  biUion  a  yeai-  in 
extra  revenue  will  survive  but  hasn't 
determined  whether  the  $20  bilhon  that 
has  appeared  since  April  is  lasting.  One 
hopeful  sign:  Taxpayers  have  boosted 
withholding  by  15%-  over  last  year,  a 
signal  that  they  expect  to  have  a  liighei' 
tax  bill  next  Apr  15. 

This  yeai-'s  revenue  svuprise  has  some 
folk  speculating  that  higher  receipts 
could  bring  the  federal  budget  into  bal- 
ance as  soon  as  next  year. 
That's  not  likely.  On  the 
other  hand,  the  gains  may 
be  big  enough  to  weaken 
political  resolve  to  caiTy 
through  on  the  balanced- 
budget  deal  stiiick  by  the 
White  House  and  Con- 
gress. If  that  happens, 
Washington  can  stop  puz- 
zling about  where  the 
"extra"  money  came  from. 
There  won't  be  any. 

By  Mike  McNamee  in 
Washington 
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DEALMAKERS 


CRUISIN' 

FOR  COMPUSERVE 

Will  tech  LBO  firm  Welsh  Carson  bid  for  the  online  service? 

It  has  been  a  big  week  for 
Welsh,  Carson,  Anderson 
&  Stowe.  First  came  the 
news  that  the  New  York 
leveraged  buyout  ftnn  is  in- 
terested in  acquiiing  Com- 
puServe, a  subsidiai-y  of 
Kansas  City-based  h&k 
Block  Inc.  Then  on  July  9, 
Welsh  Carson  signed  an 
agi'eement  to  buy  the  out- 
standing shares  of  Control 
Data  Systems  Inc.,  a  soft- 
ware and  services  company, 
for  $20.25  a  share,  or  $282 
million. 

Tlial's  a  lot  of  liigh-profile 
activity  for  a  company  that's 
almost  unknown  outside  its 
business  niches.  But  in  in- 
formation   services  and 
health  care,  where  it  has 
quietly  been  snapping  up 
businesses  for  years,  Welsh 
Carson  is  a  powerhouse.  Its 
35  companies  have  combined 
revenues  of  more  than  $9 
billion.  It  controls  $4.7  bil- 
hon    in    assets,    and  its 
sweUing  financial-infomiation 
business  makes  it  "a  Bloomberg  com- 
petitor," says  partner  Russell  L.  Carson. 
"Oiu-  goal  is  to  be  a  broad-based  financial- 
information  provider." 
"THE  PIONEER."  That's  where  Com]Hi- 
Serve  may  come  in.  h&r  Block  has 
wanted  to  divest  itself  of  CompuServe 
since  Api-il,  1996,  when  it  sold  off  20% 
of  CompuServe's  stock  in  a  public  of- 
fering. Microsoft  Corp.  and  Amei'ica 
Online  Inc.  have  both  looked  into  a  pos- 
sible deal  for  CompuServe's  online 
service.  CompuServe  will  only  say 
that  it  is  talking  to  buyei's. 

Carson  won't  comment  on  a  possi- 
ble CompuSei've  bid.  But  industry 
execs  say  CompuSei-ve  would  fit  well 
with  its  major  online  asset.  Bridge 
Information  Systems.  Bridge  could 
use  CompuSen'e's  network  to  deliver 
information  more  cheaply  to  its 
clients.  CompuSei-ve's  netwoi'k  is  used 
to  mn  the  online  sei-vice,  but  also  is 
used  by  businesses  for  private  com- 
munications. For  example.  Visa  uses 
(  'ompuServe  to  authoiize  ti^ansactions. 


NO  GLITZ,  PLEASE:  Puftners  Welsh,  Anderson,  unci  Carson 


Welsh  Carson  started  out  in  the 
venture-capital  business  in  1979,  with  a 
$30  million  fund.  Two  co-founders,  Car- 
son and  Patrick  J.  Welsh,  helped  build 
Citicorp  Venture  Capital  Ltd.  Another 
co-founder,  Bruce  K.  Anderson,  spent 
nine  years  at  Automatic  Data  Process- 
ing Inc.  In  1987,  the  firm  moved  from 
venture  capital  into  buyouts.  "They're 
the  pioneer  of  the  technology  lever- 
aged buyout,"  says  Charles  Federman, 

A  GROWING  PORTFOLIO 

Welsh  Carson  bulks  up  m 
information  services  and  health  care 


YEAR  PURCHASED 


KNIGHT-RIDDER  FINANCIAL 
BRIDGE  INFORMATION  SYSTEMS 
ALLIANCE  DATA  SYSTEMS 
PHYSICIANS  HEALTHCARE  PLANS 
QUORUM  HEALTH  GROUP 


1996 
1995 
1996 
1995 
1989 


PRICE  PAID 

MILLIONS 

$275 
178 
160* 
25 
44 


DATA  WELSH,  CARSON,  ANDERSON  &  STOWE,  BUSINESS  WEEK 


chairman  of  Broadview  Associiies 
The  firm's  M.  0.  has  been  to  £bi( 
cutting-edge  technology  and  sticjt 
mundane  but  profitable  areas,  sue 
credit-card  processing.  "They  are 
doing  technological  innovation,  but 
nology  applications,"  says  Steven 
lante,  the  editor  of  Private  Eq%dty\. 
alijst,  a  leveraged  buyout  newsletti 
In  1995,  Welsh  Carson  began  asi 
bhng  a  financial  inform? 
conglomerate   by  pa! 
$178  million  for  Bridge 
liad  a  rich  database  of  ,'- 
))rices  but  was  no  inatcl 
bigger,  richer  rivals.  ' 
same  year,  Welsh  Ca 
bought  Market  Vision,  a 
tern  used  by  trader; 
graph  financial  inform; 
(jn  their  computer  scr€ 
and  EJV,  which  has  a  un 
database  of  bond  pi 
ft-om  eight  top  Wall  St  t 
films.  In  mVo,  Welsh  toj-ei 
it  off  by  acquiring  Kni 
Ridder  Financial,  a  fina 
news  organization.  Tota 
vestment:    $500  mill 
sources  at  Bridge  estin 
Bridge   now  comp^ 
with  Reuters,  Dow  Jn 
and  Bloomberg.  With  4(iiJ 
temiinals  at  the  end  of  U( 
Bridge  was  behind  Reul ' 
272,£K)0,  Dow  Jones  Mai'l' 
102,700,  and  Bloombc 
69,000.  accoi-ding  to  W;i 
Information  Seraces. 
But  Bridge  has  the 
vantage  of  being  an  open  system — b; 
on    PC    technology — in  contrast 
Bloomberg's  proprietary  terminals,  la 
makes  the  system  more  fiexible  i( 
would  ease  integration  with  Comu 
Sei"ve's  network.  "As  a  distribution  cln 
nel,  there  would  be  significant  oppOjU 
nities   for  both   of  us,"   says  E;! 
MacWilliams,  executive  vice-presidena 
Bridge.  He  declines,  however,  to  c 
ment  on  any  possible  deal. 

In  the  meantime,  the  biddin.t^ 
CompuServe  proceeds.  Sources  i 
H&R  Block  may  be  tiying  to  selllt 
CompuServe  in  two  chunks:  y 
money-making  network  and  y 
money-losing  online  service, 
with  CompuServe's  stock  at 
down  ft-om  30  at  its  debut  in  Afjl 
1996,  the  one-time  pioneer  of  onIi( 
sei'vices  is  clear'ly  on  the  ropes.  3f 
the  way  Bridge  was  when  Well 
Carson  bought  it  in  1995.  j 
By  Leah  Nathans  Spiro,  u\i 
Amy  Cortese,  in  Neiv  York  and  » 
rean  reports  ' 
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A  WIDE  SELECTION  OF  HIGHLY  RATED  FUNDS 


EVERYWHERE  YOU  LOOK  IN  THIS  FAMILY 
OF  FUNDS,  THERE'S  AN  OVERACHIEVER. 


HIGHLY  RATED  FUNDS  IN  EVERY  CATEGORY 


Growth  Funds                                       Overall  3  Year 

Fidelity  Dividend  Growth  Fund                              5"^  S'A' 

j  Fidelity  Low-Priced  Stock  Fund'"  |       5*  i  4* 

Growth  And  Income  Funds 


N/A 
5* 


N/A 
N/A 


Fidelity  Equity-lncc.Tie  II  Fund 

5* 

4* 

5* 

N/A 

Fidelity  Growth  &  Inconne  Portfolio 

5* 

5* 

5* 

5* 

International  Funds 

Fidelity  Europe  Fund'^" 

1  5* 

i  5* 

5* 

4* 

Fidelity  Worldwide  Fund' 

5* 

4* 

5* 

N/A 

Sector  Funds 

Select  Electronics  Portfolio'^' 

5* 

5* 

5* 

5* 

Select  Food  &  Agriculture  Portfolio'" 

1  5* 

4* 

4* 

5* 

Select  Home  Finance  Portfolio' '* 

5* 

5* 

5* 

5* 

Fixed-Income  Bond  Funds 

Spartan*  Short-Intermediate 

5* 

5* 

5* 

4* 

Municipal  Income  Fund 

1 

High  Yield  Bond  Funds 

Spartan'  High-Income  Fund" 

5* 

5* 

5* 

N/A 

Morningstar  Ratings  as 

of  3/31/97' 

The  number  of  funds  witfim  llie  domestic  equity  category  tracl<ed  by  Morningstar  as  of  3/31/97  was  1919,  1076  and  601 
on  a  3-,  5-  and  10-year  basis,  respectively;  for  the  international  equity  funds  category,  it  was  478,  219,  and  79  on  a  3-,  5- 
and  10-year  basis,  respectively,  for  the  taxable  bond  funds  category  it  was  1 172,  630  and  258  on  a  3-,  5-  and  10-year  basts, 
respectively,  and  for  the  municipal  funds  category  it  was  1237,  601  and  267  on  a  3-,  5-  and  10-year  basis,  respectively, 
Morningstar  domestic  equity  fund  universe  included  domestic  stock  funds  {which  included,  but  were  not  fimited  to, 
growth,  growth  and  income,  and  equity  income  objectives)  and  specialty  funds  There  is  a  niinimum  3-year  performance 
requirement  before  a  fund  is  rated. 


Fideliiy 


YOU  WORKED  HARD 
FOR  YOUR  MONEY. 

ISN'T  IT  TIME  YOUR  MONEY 
WORKED  HARD  FOR  YOU? 

Before  you  mvesl  with  ]ust  any- 
one, consider  investing  with  the 
company  that  has  highly  rated 
funds  across  every  Morningstar 
category 

Of  course,  past  performance 
is  no  guarantee  of  future  results, 
and  you  may  have  a  gain  or  foss 
when  you  sell  shares.  But  if  you're 
looking  for  the  company  with 
highly  rated  funds,  fook  no  further. 


CALL  TODAY  FOR 

YOUR  FREE 
FUND  FACT  KITS. 


1-800-544-0029 


www.fidelity.com 


Inuestmenis 


FIDEinY  INVESTMENTS® 

3 


NETWORK 


)  Service;  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

more  complete  information  on  any  Fidelity  fund,  including  charges  and  expenses,  call  or  write  for  a  free  prospectus.  Read  it  carefully  before  you  in\esl  or  send  money. 

se  funds  have  a  3%  sales  charge.  'This  fund  has  a  redemption  lee  of  1  50%  on  shares  held  less  than  90  days  'foreign  investments  involve  greater  risks  than  U.S  investments  'This  fund 
a  redemption  fee  of  1%  on  shares  held  less  than  90  days.  Tt  you  sell  shares  of  a  Select  equity  fund  after  holding  them  29  days  or  less,  the  fund  will  deduct  a  redemption  lee  equal  to 
i  of  the  vafue  of  those  shares.  For  shares  held  30  days  or  longer,  the  redemption  fee  is  up  to  $7  50  In  addition,  there  may  be  a  $7  50  fee  for  each  exchange  out  of  a  Select  equity  fund 
:p  in  mind  this  investment  has  potentially  high  nsks'as  well  as  rewards.  This  fund  has  a  redemption  fee  of  1%  on  shares  held  less  than  270  days.  "Lower  quality  securities  offer  higher 
is  but  also  cany  higher  nsk  "Highly  rated  funds  were  defined  as  those  funds  that  have  a  4-  or  5-star  overall  Morningstar  rating.  Morningstar  propnetary  ratings  reflect  histoncal  nsk- 
isted  performance  as  of  3/31/97.  The  ratings  are  subject  to  change  every  month.  Morningstar  ratings  are  calculated  from  a  fund's  3-,  5-  and  10-year  average  annual  return  in  excess  of  the 
lay  Treasury  bill,  including  loads,  il  appropriate,  and  a  nsk  factor  that  reflects  performance  below  the  90-day  Treasury  bill  Of  all  the  lunds  in  each  category,  10%  rate  5-stars  from 
ningstar  and  22  5%  rate  4-stars,  Share  pnces  and  returns  will  vary  Fidelity  Distnbutors  Corporation.  FundsNetwork  is  a  service  pro\ided  by  Fidelity  Brokerage  Semces,  Inc 
nber  NYSE,  SIPC  2d/35593  001 


News:  Analysis  &  Commentary 


SPORTS  BUSINESS 

SPEEDWAYS 
WITHOUT  SMOKE 

Auto  racing  gears  up  for  life 
after  tobacco  sponsorship 

Tobacco  images  are  as  common  in 
auto  racing  as  skid  marks.  The 
Skoal  Bandit  stock  car  is  a  perenni- 
al competitor  in  nascar's  Winston  Cup 
series.  Roger  S.  Penske's  successful 
IndyCar  team  sports  the  red-and-whiti' 
Marlboro  logo.  Formula  One  phenom 
Jaccjues  Villeneuve  is  a  walking  bill- 
board for  Rothmans  cigarettes.  Indeed, 
without  tobacco  sponsorship,  auto  racing 
wouldn't  be  the  billion-dollar,  worldwide 
business  it  is  today. 

Now,  regulators  in  the  U.  S.,  Canada, 
and  Europe  may  be  about  to  put  a 
black  flag  on  tobacco  sponsorship.  Under 
the  tei-ms  of  the  June  20  settlement  be- 
tween the  U.  S.  tobacco  industry  and 
state  attorneys  general,  tobacco  ads 
would  be  outlawed  in  motor  spoils.  The 
pact  would  ban  trackside  billboai'ds,  race 


sponsorships,  and  brand  names  on  cars 
and  clothes.  The  loss  "would  be  of  great 
concern,"  says  Andrew  Craig,  pi'esident 
of  Championship  Auto  Racing  Teams, 
which  runs  IndyCar  races.  Canadian  of- 
ficials plan  drastic  curbs  on  tobacco 
sponsorships  next  year,  and  Britain's 
new  Labour  government  talks  of  back- 
ing a  possible  Europewide  ban. 

Will  racing  find  sponsors  to  replace 
the  tobacco  money — a  total  of  $330  mil- 
lion a  year,  or  about  20%  of  total  spon- 
sorship money?  It's  unlikely  that  any 


RETIRING  THE  UNIFOIil 

The  pact  would  ba 
brand  logos  on  car 
clothes,  and 
trackside  billboan 

new  sponsor  will  be  as  i 
thusiastic  as  R.J.  Reyn 
Tobacco  Co.,  which  sp( 
an  estimated  $30  milli( 
year  at  the  track  and  wl 
Winston  Cup  NASCAR  st 
has  helped  popularize  stik- 
car  racing. 

Still,  racing  execs  1" 
some  leads.  They're  loci 
at  consumer-product  giants  sucl 
Coca-Cola  Co.  as  well  as  financial- 
vices  and  telecom  companies,  mci  C 
munications  Coip.  and  McDonald's  C\i 
are  already  sponsors. 

In  fact,  removing  the  nicotine  st; 
from  racing  may  bring  in  sponsors 
once  boycotted  the  sport  for  fear  ot 
ing  associated  with  tobacco.  Eventu 
kicking  the  tobacco  habit  may  tumjuli 
to  be  a  healthy  move  for  racing. 

By  Bill  Vlasic  in  Detroit,  i 
bureau  reports 


GAMBLING 


CAN  THE  PEQUOTS 
STAY  ON  A  ROLL? 

They're  expanding  with  a  new 
casino  and  facing  up  to  rivals 

One  of  the  biggest  hotels  in  the  U.  S. 
now  rises  in  the  eastem  Connecti- 
cut woods  near  Ledyard.  Pequot 
Tower,  a  $3.50  million  hotel/convention 
center/casino,  wliich  opened  on  July  3,  is 
a  striking  symbol  of  the  Mashantucket 
Pequots'  phenomenal  success  since  en- 
tering the  gambling  business  with  the 
Foxwoods  Resort  Casino  in  1992.  "They 
are  in  an  enviable  position:  They  have 
this  enormous  cash  cow  and  the  only 
cjuestion  is,  are  they  going  to  do  any- 
thing to  screw  it  up?"  says  Steven  H. 
Hochman,  an  analyst  with  Moody's  In- 
vestor Services. 

The  Indian  tribe  is  doing  its  best  to 
make  sure  that  doesn't  happen  as  they 
undertake  major  expansion  and  face  up 
to  increasing  competition.  Foxwoods 
streaked  to  roughly  $1  billion  in  annual 
revenues  when  it  was  the  only  game  in 
town.  Last  October,  the  fii'st  local  rival, 
the  Mohegan  tribe's  Mohegan  Sun  casi- 


no, opened.  It  took  in  almost  $200  mil- 
lion in  its  fii'st  T/i  months  of  operation. 
Meanwhile  Foxwoods'  1996  slot-machine 
revenues — the  only  results  the  casino 
disclose.s — dropped  2%,  to  $581  million. 
Now,  more  competition  looms:  14  tribes 
in  New  England  have  filed  for  sovereign 
nation  status  with  the  Bureau  of  Indian 
Affairs  and  several  are  expected  to  open 
casinos  if  they  get  it. 
FERRY  SERVICE.  So  the  Pequots  are 
shoring  up  their  de- 
fenses. They  have 
hired  new  managers 
from  Xerox,  Pepsi, 
and  Duracell.  And  on 
June  20,  the  tribe  pro- 
moted Floyd  M.  "Bud" 
Celey,  a  31-year  vet- 
eran of  Hilton  Hotels 
Coip.,  to  chief  execu- 
tive. Celey,  who  joined 
Foxwoods  in  April, 
succeeds  G.  Michael 
Brown,  who  quit  in  an 
apparent  dispute  with 
the  tribe.  Neither  he 
nor  the  Pequots  would 
comment. 


HAPPY  HOUR  AT 
FOXWOODS:  Slot- 
niaclniie  revenues 
dropped  2%  in  1990 


Celey  will  oversee  an  expanding  n 
pire  that  includes  the  new  hotel,  a  u 
seum,  and  a  high-speed  ferry  sen 
Pequot  Tower-s,  concedes  Len  Wolm;i 
managing  pailner  in  the  business  gi 
that  runs  the  Mohegan  Sun,  "will 
the  top  facihty  in  the  area."  Foxw( 
already  draws  some  45,000  visitors  i. 
ly.  But  the  tribe  hopes  the  hotel  il 
attract  a  more  lucrative  clientele.  "J" 
the  goal  is  to  expand  our  market  ' 
yond    the  day-ii 
bu.siness,"  Celey  srs 
The  Mohegans  ' 
they're  not  won 
about  the  Pequot  x 
pansion.  "We  don'tjfi 
ticipate  any  changp 
our  revenue  streaf,' 
says     Michael  ^ 
Bloom,  vice-presicjii 
of  marketing  for  in 
At  the  Pequot  W 
er  oj3ening,  20,000  ]|o 
pie  jammed  the  urh 
ished    casino — tv;( 
what  Celey  expect'M 
a  good  day.  So  fa  i' 
looks  like  the  Peqi 
latest  gamble  could' 
ally  pay  off.        |  ; 

By  Susan  Jack» 
in  Mashantucl> 
Conn. 


A  MOTHER  BOARD 


30ESNT  CARE  WHO 


^OU  ARE,  WHAT  YOU 


EED,  OR  IF  YOU  EVEN 


KNOW  WHERE  IT  IS. 


We'll  show  you.  A  mother  hoard  is  made 
oj  metal,  plasiK,  and  solder-  materials  which 
have  yet  to  show  supis  of  human  compassion 
It  doesn't  care  ij  you  need  to  upcjrade  it,  or 
(Jet  at  anythini]  around  it  To  help  out, 
AST'  introduces  the  FlexLhassis  desupi  -  a 
jeature  that  allows  easy  access  to  the  system's 
major  components  m  seconds.  No  tools 
reifuired  Since  even  the  best  techitoloiTy  will 
one  day  need  upijradinil,  AST  is  here  to 
help  you  do  it  rnlht  For  more  mjormation 
about  AST  Bravo  PCs  jeaturnu]  Intel  " 
Pentium"  processors,  call  1-800-945-2278. 


Bravo  MS 
(Desktop  and  Mmi  Tower) 

Up  to  21K1  MHz 
Intel  Pentium  pr()Ce\sot 
with  MMX'^  technology 
Up  to  U_,B  UltraDMA  H 
hard  disk  dnve 

UptoS2Mliol  SDRAM 
eypandahle  to  256  MB 

512  KH  12  eaehe 

2  MB  graphics  memory 
expandahle  to  6  MH 

m/HJO  Ethernet  lor 
high  perlormance 
network  communications 

U>X  maximum  speed  CD-RfJM 

Easy  manageability  with  brand 
name  software  support  utilities 

•  Intel  LANDesk'-  1  (1 

•  McAtce'  ViaisScan ' 

and  WebScan  ' 

Includes  choice  o[  Microsoh" 
i    Windows  <)5  or  Windows  NT"  4 II 


C  O  fVi  --^  I.  •  :  R 
Working  for  your  fjHsltifss' 


©  1 997  AST  Rrifarcli  /nt  All  ri^liK  mm„J  ASTanJ  ll.,  AST  Wo  aft  rrjii'trtj  Ir.iJrmarfc  Woitm  Fc,  Ycu,  Bu«,„u  n  .,  Iml,m„k  oj  AST  R,„j,^k  l,K  Th,  ImI  Lojo  ,.i.J  l'„il.,m  r,fl,slm,(  l,.,Jm,„h  .i.i.il  ANfJrsfc  ,m,l 
MMX,m  haJm.nis  o/ Ifct  /nltl  Coipo/alioii  Microso/t  Wmlom        WmJoun  i\T  air  rrj.stt.rj  Ir.ijnirarfe  of  M.ooiofl  Corforjlioi.  McAjrr  .i  a  rMisltrrif  Irajroiarlt  a«J  Va„,S,.„  m,l  U'cf.So.n  ar,  Irajrmarl-i  o)  AliA/tr  Ai-oiialri  /..t 
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IP  BREAKS  OUT 
THE  SCISSORS 

FINALLY.  INTERNATIONAL  PA- 

per  on  July  8  announced 
plans  for  a  restincturing  that 
had  been  eagerly  anticipated 
ever  since  John  Dillon  took 
over  the  reins  of  the  compa- 
ny last  year.  The  company 
will  shed  $1  billion  in  non- 
core  assets  and  cut  9,000 
jobs,  or  10%  of  its  workforce, 
in  the  process.  The  moves 
are  expected  to  trim  costs  by 
$100  miUion  a  year  and  vdll 
result  in  a  $535  million  pre- 
tax charge.  But,  analysts  say, 
IP  still  hasn't  unveiled  its  en- 
tire restructuring  plan. 
"There  were  some  teeth  in 
this  announcement,  but  it's 
still  not  a  full  mouth,"  says 
Kathryn  McAuley  of  Brown 
Brothers  Harriman.  "There 


CLOSING  BELL 


MIGHTY  AMAZON 

Amazon.com  took  a  giant 
leap  forward  in  cyberspace 
when  it  agreed  to  pay  $19 
million  on  July  8  to  become 
America  Online's  bookseller  of 
choice.  AOL's  8  million  cus- 
tomers will  get  direct  access 
to  the  Seattle-based  retailer 
via  AOL's  home  page  and  Net 
search  service.  Similar  deals 
with  Yahoo!  and  Excite  will 
give  Amazon  prime  space  on 
their  Web  sites  in  return  for 
fees.  Investors  cheered  the 
move,  lifting  Amazon  shares 
15%,  from  24  to  27)^— well 
above  its  May  initial  public 
offering  price  of  $18. 
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is  a  lot  of  vagueness  in  the 
announcement  that  Wall 
Street  was  not  expecting." 
Still,  investors  seem  to  think 
it's  a  good  start:  The  an- 
nouncement drove  IP's  stock 
price  up  4'Xr;,  to  56K. 

NEW  BIG  CHEESES 
AT  MCDONALD'S 

FALLING  ARCHES?  IN  THE 
wake  of  franchisee  discontent 
and  its  abortive  "Campaign 
55"  discount  promotion,  Mc- 
Donald's is  reorganizing  its 
U.  S.  management.  Edward 
Rensi,  a  25-year  veteran  and 
the  chief  executive  of  opera- 
tions in  the  U.  S. — who  was 
leapfrogged  last  October  by 
U.  S.  Chairman  Jack  Green- 
berg — is  retiring.  P'ive  new 
division  presidents  who  are 
supposed  to  be  closer  to  the 
marketplace  will  now  report 
to  Greenberg.  But  will  the 
changes  boost  burgei-  sales? 
Damon  Brundage,  an  analyst 
at  NatWest  Securities,  is 
doubtful:  "This  is  purely  cos- 
metic. The  real  problem  is 
the  food,  and  TJ.  S.  sales 
won't  improve  until  the  food 
does." 


THE  TOBACCO  DEAL: 
ASHES  TO  ASHES? 

THE  $368.5  BILLION  TOBACCO 

deal  may  go  up  in  smoke — 
unless  the  cigarette  industry 
agrees  to  give  the  Food  & 
Drug  Administration  more 
power  to  regulate  nicotine. 
President  Clinton  said  on 
July  9  that  the  June  20 
agreement  contained  a  "to- 
tally imi'easonable  restriction" 
that  hampers  fda  attempts 
to  ciinti'ol  nicotine  in  ciga- 
rettes for  12  years.  Capitol 
Hill  may  demand  concessions, 
too.  But  Clinton  is  optimistic 
a  deal  can  be  reached,  despite 
the  conti-oversy  about  the 
FDA.  "I  cannot  beheve  that 
the  tobacco  companies  or  oth- 
ers would  bring  down  the  en- 
tire settlement  over  that," 
Clinton  said. 


HEADLINER:  HERCULES 


A  98-POUND  WEAKLING? 


On-screen,  animators  have 
turned  him  into  a  hero  for 
the  '90s.  But  Hercules  is 
proving  too  feeble  at  the 
box  office  to  prop 
up  Walt  Disney's 
stock  price. 
Since  the  press 
hoopla  before 
the  June  27 
release  of  Her- 
cules, Disney 
shares  have  fallen 
from  8S%  to  78^.;  on 
July  8.  Other  summer 
blockbusters  have  over- 
powered Hercules,  which 
generated  just  $50.5  mil- 
lion in  its  first  two  weeks. 
Analysts  think  it  could 
eventually  gross  $100  mil- 
lion— but  that's  a  far  cry 
from  the  $313  million  that 
The  Lion  King  generated 
in  1994. 


Hercules  is  the  latest 
animation  disappointmei 
for  Disney,  after  Poca- 
houtas  and  The  Hunci 
hack  of  Notre 
Dame.  That  ha 
some  wonderi^ 
whether  the  ' 
animation  po  - 
erhouse  carri; 
the  same  pun 
it  once  did. 
Hercules'  less 
than-muscular  sho\ 
ing  helped  drop  Disney's 
box  office  market  share  f  • 
June  to  13.7%,  vs.  its  usu 
20%.  But  Disney  Studio 
Chairman  Joe  Roth  pro- 
fesses optimism.  "We're  f 
little  disappointed  domes - 
cally,  but  this  will  still  do 
over  $300  million  interna 
tionally,"  he  vows. 

By  Ronald  Orov  ■ 


A  MORE  REASONABLE 
FACSIMILE  

FREQUENT     FAXERS,  TAKE 

heart,  uunet,  the  Fairfax 
(Va.)-based  Internet  service, 
announced  on  July  8  a 
cheaper  alternative  to  faxes 
transmitted  by  long-distance 
calls.  Starting  this  fall, 
nuNET  will  offer  its  50,000 
business  customers  the  op- 
tion of  faxing  documents 
over  its  Internet  service  for 
20%  to  50%.  less  than  long- 
distance carriers  charge. 
UUNET  CEO  John  Sidgmore 
says  he  would  be  delighted 
to  snag  just  1%  of  the  telcos' 
fax  business — projected  at 
$92  biUion  in  1997.  uuNET  is 
putting  up  100  fax  servers 
around  the  world. 


TALBOTS  GETS 
HEMMED  IN  

FASHION  victim:  e.xcessively 
short  skirts  contributed  to 
disastrous  summer  sales  and 


a  second-quarter  pr 
decline  at  Talbots,  1 
known  for  its  ultraconse 
five  apparel.  Talbots'  se 
shrank  by  7.9%  in  Ji 
because  its  lineup  inclii 
too  many  short  skirts 
other  clothes  styled 
customers  younger  than.. 
35-to-55-year-old  women  i 
bots  usually  targets,  ^' 
CEO  Arnold  Zetchei'.  So 
bots  will  replace  its  c  ^ 
merchandising  officer — ;  > 
of  course,  it  will  lower  t 
hems. 

ETCETERA... 

■  Merger  consolidation  we 
will  keep  Wells  Fargo  slir 
of  quarterly  earnings  go  - 

■  Equitable  is  expectei 
name  former  Chase  Se 
Vice-Chair  Edwaixl  Miller  > 

■  British  Airways  cancc 
half  its  flights  from  Lon  ' 
as  attendants  walked  ou 

■  Detroit  Diesel  is  buv 
Outboard  Marine  for  rou^  I 
$500  million,  including  di  t 
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Data  warehouses  are  becoming 


m 


«**TVoo  long  ago-         stored  « 
^*.ed  data  (nactao«^-  v 


siraiegically  vilal  lo  a  busmess's 
success.  But  the  truth  is,  many  are 
outgrown  right  after  they're  deUvered. 
They're  simply  overwhelmed  by 
ever-mcreasmg  amounts  of  data.  Unless 
you  have  EMC  Enterprise  Storage™ 
It's  the  only  solution  iha 
mission-critical  information  £ 
protected  and  timely,  even  in  the 


at  keeps 
available, 


ala  from 
icmg 


face  of  explosive  growth   And  it's 
the  only  way  to  refresh  da 
multiple  sources  without  sacnfic 
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call  1-800-424-EMC2,  ext.  121,  and 
we'll  send  you  an  interactive  CD-ROM. 
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Corporate  extortionist?  No  way. 
Satoshi  Yamamoto  prefers  to  be 
called  a  shareholder  activist.  His 
small,  Tokyo-based  publishing  company, 
Rondan  Doyiikai,  invests  in  companies 
and  publishes  stories  on  corporate  mis- 
deeds in  a  magazine,  newsletter,  and 
even  a  Japanese-langaiage  World  Wide 
Web  site  (www.iijnet.or.jp/rondan).  In- 
sists Yamamoto:  "We  are  professional 
shareholders." 

Yamamoto  has  not  been  chai'ged  with 
offenses  and  maintains  his  innocence  of 
wi'ongdoing.  But  law  enforcement  offi- 
cials and  criminal  attorneys  say  Ron- 
dan  Doyukai  is  actually  Japan's 
biggest  ring  of  sokaiya,  or 
mobsters  linked  to  ijakuza 
crime  syndicates  specializing  in 
corporate  extortion  (BW — July 
7).  By  threatening  to  disclose 
unsavory  information  through 
magazines  or  at  shareholder 
meetings,  the  sources  say,  Ron- 
dan  has  squeezed  payoffs  from 
some  of  Japan's  biggest  compa- 
nies. "Rondan  Doyukai  is  by  far 
the  most  poweiful  sokaiya  gToup," 
contends   Yoshiaki   Shinozaki,  a 
lawyer  who  advises  companies  pres- 
sured by  racketeers. 

Yamamoto  says  Rondan  did  accept 


hush  money  fi'om  companies  before  the 
practice  was  outlawed  in  1982.  He  adds 
that  two  Rondan  associates  were  ar- 
rested in  connection  with  payoff  scan- 
dals involving  Kirin  Brewery  Co.  in 
1993  and  Ajinomoto  Co.,  a  global  food- 
products  maker  that  pleaded  guilty  to 
taking  part  in  a  global  price- 
fixing  cartel  in  1997.  Both 


■  TOP  DKB  OFFICIALS  BOW 
IN  APOLOGY  AT  A  TOKYO 
NEWS  CONFERENCE  AFTER 
THE  ARREST  OF  FOUR  MORE 
OF  THE  BANK'S 
EXECS 


companies  and  the  Tokyo  Metropol 
Police  decliiied  to  comment  on  the  c;i 
Yamamoto  says  one  Rondan  meni 
was  charged  with  violating  the  c 
mercial  code  and  released  on  bail, 
other  was  fined  and  given  a  suspen 
sentence,  he  says. 


THE  PAYOFF 
SCANDALS 
PUGUING 
JAPAN  INC. 


DATA:  BUSINESS  WEEK 


ITO-YOKADO  (1992) 

FUJI  PHOTO  FILM  (1994 

President  Masatoshi  Ito  resigns  from  the 
big  retailer  after  two  executives  are 
charged  with  malting  $236,000  in  payoffs. 

After  resisting  demands  for  payoffs, 
managing  director  is  stabbed  to  dea 
alleged  crime  syndicate  member 

KIRIN  BREWERY  (1993) 

TAKASHIMAYA(1996) 

Chairman  Hideyo  Motoyama  and  two 
other  executives  at  Japan's  leading 

President  Hiroshi  Hidaka  resigns  a 
four  of  the  upscale  retailer's  top 

brewery  step  down  after  police  claim  four 
managers  paid  $406,000  to  racketeers. 


executives  are  arrested  and  charge 
forking  over  $1.4  million  to  sokaiyc 
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A  rash  of  scandals  is 
showing  how  mob- 
linked  investors- 
the  sokaiya-ipYey  on 
some  of  Japan's 
biggest  companies 


other  industrialized  economy  has 
with  corporate  blackmail  the  way 
1  has.  But  in  Japan,  yakuza  racke- 

have  long  been  an  accepted  part 
i  economy.  In  a  land  where  there 
jlatively  few  attorneys  and  couit 

drag  on  for  years,  mobsters 


have  been  handy  for  settling  eveiything 
from  highway  accident  cases  to  land- 
lord-tenant disputes.  In  the  1960s,  politi- 
cians employed  gangs  to  keep  left-wing 
protesters  in  line.  To  this 
-  day,  gang- 


sters are  glori- 
fied in  the  media  as  misun- 
derstood social  outcasts,  more 
guardians  of  samurai  tradi- 
tions than  crooks. 

Extortion  has  also  thiived 
because  in  Japan's  corporate 
culture,  public  infomiation  is 


given  out  sparingly  and  a  tight  web  of 
cross-shareholdings  among  companies 
leaves  individual  stockholders  out  in  the 
cold.  But  official  tolerance  of  corporate 
blackmail  has  been  waning  evei-  since 
the  mob  began  taking  a  higher  profile  in 
the  easy-money  economy  of  the  late 
1980s.  Nearly  70%  of  the  *45  big  compa- 
nies responding  to  a  recent  poll  by  the 
newspaper  Asa  hi  Shimbun  said  they 
had  received  demands  or  threats  from 
sokaiya  racketeers.  And  for  months,  the 
Tokyo  stock  market  has  been  rocked  by 
disclosui'es  that  Ryuichi  Koike,  who  po- 
lice say  is  a  sokaiya  member,  allegedly 
extorted  $340  million  in  loans  and  mil- 
lions more  in  payments  and  trading 
pi'ofits  ft'om  Dai-Iclii  Kangyo  Bank  Ltd. 
and  Nomura  Securities  Co. 
FAUSTIAN  BARGAIN.  Koike,  former  No- 
mura President  Hideo  Sakamaki,  and 
11  DKB  executives,  including  ex-Chau"- 
man  Tadashi  Okuda,  have  been  arrested 
and  jailed.  Fomier  dkb  Chairman  Kimiji 
Miyazaki  hanged  himself  on  June  29  af- 
ter police  questioned  him  about  his  pos- 
sible involvement  in  the  scandal.  Koike 
has  been  charged  with  vio- 
lating the  commercial 
code.  He  has  not  entered 
a  plea,  and  his  attorney 
dechned  a  request  for  an 
interview.  Sakamaki  has 
also  been  charged  with 
violating  the  code,  while 
Okuda  has  not  been 
charged.  Neither  could  be 
reached  for  comment. 

In  addition  to  the  airests 
of  the  executives,  the  govern- 
ment is  moving  against  their 
companies.     Nomura  was 
chai'ged  with  violating  the  Se- 
curities &  Exchange  law;  it 
says  it  will  try  to  avoid  making  pay- 
offs in  the  future.  And  the  Ministry  of 
Finance  has  banned  Nomura  and  dkb 
ft-om  government  bond  auctions  for  an 
indefinite  period. 

Why  the  crackdown?  Prime  Minister 
Ryutaro  Hashimoto  is  trying  to  reform 
Japan's  inbred  financial  markets  and 


IRA  SECURITIES  (1997) 

AJINOMOTO  (1997) 

DAI-ICHI  KANGYO  BANK  (1997)  | 

0. 1  stockbroker  discloses  top 
had  dealings  with  reputed 
extortionist  Ryuichi  Koike, 
ent  Hideo  Sakamaki  and  two 
execs  are  indicted  for 
giving  $2.8  million  to  the  now- 
ke.  Sakamaki  also  faces 
f  channeling  $440,000  to 
allegedly  illegal  stock  trading. 


Two  executives  are  arrested  for 
allegedly  giving  sokaiya  $90,000  to 
keep  them  from  asking  embarrassing 
questions  in  public  in  the  wake  of  the 
food-product  maker's  1996  guilty  plea 
in  the  U.S.  to  charges  it  took  part  in  a 
cartel  that  fixed  world  prices  for  lysine. 
Chairman  Yasuhiko  Yasuda  and  Presi- 
dent Shunsuke  Inamori  resign. 


Prosecutors  raid  the  $469  billion 
bank  and  an  affiliate  on  suspicion  that 
DKB  steered  $340  million  in  loans 
to  a  property  firm  controlled  by 
Ryuichi  Koike's  brother.  Eleven  bank 
executives  are  arrested.  Former  DKB 
Chairman  Kuniji  Miyazaki  hangs 
himself  on  June  29  after  police 
question  him  about  the  affair. 
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woo  global  investors  interested  in  eveiy- 
thing  from  stock  trades  to  making 
mergers.  Figuring  investors  will  be 
scared  away — and  that  Japan's  fits-and- 
starts  economy  will  suffer — authorities 
have  begun  going  after  the  sokaiya  and 
the  corjiorations  that  support  them.  But 
for  decades,  many  executives  employed 
sokaiya  as  muscle  to  keep  unruly  in- 
vestors in  check  during  their  choreo- 
graphed annual  meetings.  "Companies 
were  never  interested  in  paying  out 
dividends,  and  the  sokaiya  were  an  ef- 
fective way  of  suppressing  shareholder 
dissatisfaction,"  recalls  Manabu  Miyaza- 
ki,  author  of  Breakthrough,  a  best- 
selling  memoii'  about  his  father's  yakuza 
gang  in  Kyoto  in  the  1950s. 

Keeping  cash  to  themselves  helped 
coriiorations  finance  cap- 
ital investment  and  fuel 
the  nation's  postwar  re- 
covery. Yet  executives' 
reliance  on  mobsters 
turned  out  to  be  a 
Faustian  bargain.  By 
the  1970s,  the  sokaiya 
figured  out  how  to  be- 
come stockholders  them- 
selves and  threaten  to 
ask  embarrassing  ques- 
tions at  annual  meet- 
ings. Sony  Corp.  execu- 
tives still  recall  what 
happened  when  a  sokaiya  group 
swooped  down  in  1984.  Sony's  Betamax 
standai'd  for  videocassette  recorders  had 
been  floundering.  As  then-Chairman 
Akio  Morita  watched  with  discomfort, 
the  sokaiya  turned  the  annual  meeting 
into  a  13!^-hour  gi-illing  of  Sony  about  its 
strategy.  Sony  says  it  never  paid  off 
the  sokaiya. 

EASY  PICKINGS.  As  the  stock  market 
took  off,  three  powerful  criminal  syndi- 
cates— the  Kobe-based  Yamaguchi-gTiini 
and  Tokyo's  Inagawa-kai  and  Sumiyoshi- 
kai — moved  into  the  corjDorate-blackmail 
racket.  The  easy  pickings  of  the  bubble 
economy  "really  educated  the  yakuza," 
says  Akira  Moriuchi,  assistant  director 
of  the  National  Police  Agency's  orga- 
nized crime  division.  With  land  prices 
soaring,  many  banks  found  themselves 
lending  to  mob-linked  construction  com- 
panies. Some  hired  gang  members  to 
collect  loans  or  scare  reluctant  tenants 
into  leaving  lucrative  properties.  After 
the  bubble  burst  in  1990,  some  stock- 
brokers felt  obliged  to  compensate  gang- 
land figures  through  under-the-table 
deals  for  losses  they  had  suffered  as 
the  stock  market  declined.  These  bro- 
kers had  mob  ties  stretching  back  to 
the  1960s,  when  companies  preparing 
to  list  their  shares  sought  out  sokaiya 


protection  against  nosy  investors.  Dis- 
closure of  their  underworld  links,  the 
brokers  feared,  would  devastate  their 
reputations. 

Such  fears  are  the  bread  and  butter  of 
sokaiya  blackmailers.  Mob  pressure  on 
corporate  Japan  has  become  so  perva- 
sive that,  asserts  pubhsher  Yamamoto, 
many  large  companies  maintain  budgets 
for  payments  to  sokaiya.  Ten  percent  of 
the  billings  at  Japan's  largest  law  firm, 
Mori  Sogo,  come  from  advising  100  major 
listed  companies  on  dealing  with  sokaiya. 
Hideaki  Kubori,  a  Mori  Sogo  partner, 
produces  videos  on  providing  security 
for  annual  meetings.  He  even  holds  mock 
annual  meetings  at  which  he  plays  the 
role  of  a  mobster  grilling  the  president. 

The  uneasy  relationship  between  ex- 


MOVING  IN 

Koike  allegedly 
used  Nomura 
payoffs  to  buy  a  big 
stake  in  the  broker 


ecutives  and  the  sokaiya  is  turning 
Japan's  annual  meeting  season  into  a 
circle-the-wagons  ritual.  This  year,  more 
than  2,000  major  companies  held  their 
annual  meetings  on  June  27  to  thwart 
potential  blackmailers  interested  in  rais- 
ing a  ruckus.  The  government  dis- 
patched 10,000  cops  to  the  meetings  to 
provide  security.  The  coordinated  meet- 
ings have  reduced  mob  disruptions 
markedly.  In  fact,  the  number  of 
sokaiya  is  estimated  to  have  declined  to 
around  1,000,  from  1,700  just  after  cor- 
porate payoffs  were  banned  in  1982. 

But  Moriuchi  says  mob  blackmailers 
are  now  demanding — and  getting — kick- 
backs from  major  companies  for  steering 
business  to  yakuza-related  waste-haul- 
ing, vending-machine,  and  construction 
contracts.  Executives  are  also  being 
pressured  to  purchase  costly  subscrip- 
tions to  sokaiya  publications  that  are 
little  more  than  shams. 

The  latest  crop  of  sokaiya  scandals 
shows  that  extortion  can  pass  from  one 
generation  to  another  Back  before  its 
1971  merger  with  Nippon  Kangyo  Bank 
Ltd.,  Dai-Ichi  Bank  Ltd.  had  a  long- 
running  relationship  with  legendary 
sokaiya  and  magazine  publisher  Rikiya 
Kijima.  For  years,  Kijima  kept  the 
bank's  annual  meetings  short  and  sweet. 


He  took  particular  care  that  sharehd 
ers  didn't  question  management  or 
closely  about  absorbing  Kangyo,  tei 
Japan's  lOth-biggest  bank.  As  earl  a 
1985,  says  a  dkb  spokesman,  Kijimiii 
troduced  Ryuichi  Koike  to  senior  \& 
cials  at  the  merged  bank.  An  attoie; 
familiar  with  the  underworld  says  Kki 
described  himself  as  the  successo  - 
Kijima,  who  died  in  1993.  The  attoi 
says  Koike  also  suggested  he  had  1 
sponsored  by  a  yakuza  gang. 
"RISKING  ONE'S  LIFE."  In  1988,  w 
DKB  was  facing  questions  over  $30 
Hon  in  dubious  loans,  Koike  helped  t 
investor  queries  at  an  annual  meei 
Then,  starting  in  1992,  he  began  rei 
ing  loans,  some  of  which  were  funn 
into  a  property  company  owned  hy 
brother.    A  Non 
spokesman  says 
funds  were  ultima 
used  to  buy  share 
Nomura  and,  poss 
other  brokers.  A  lav 
for    Koike's  brot 
Yoshinori,  dechnec 
comment. 

After  buying  301 
Nomura  shares  outi 
and  through  his  bi' 
er's  company,  pros 
tors  say,  Koike  ma( 
move   on  the  bro 
With  the  stock  market  slumping  a 
the  cost  of  its  European  expansion  si'> 
ing,  Nomura  announced  a  record  ; 
million  loss  in  1995.  At  the  same  tiir 
reinstated  ex-Chairman  Setsuya  Tab 
and  ex-President  Yoshihisa  Tabuchi 
relation)  to  the  company's  board.  1 
men  had  been  disgraced  and  force 
resign  in  a  1991  scandal  revol' 
around  helping  a  mob  boss  make  w 
fall  profits.  But  they  remained  powi 
behind  the  scenes.  Sakamaki,  who 
been  pushing  to  clean  up  Nomura's 
age,  would  have  been  embarrassed) 
pubhc  questions  about  the  Tabuchis  n 
Nomura's  ties  to  Koike.  To  win  Ko 
silence  during  the  1995  annual  meei 
prosecutors  say,  former  President  S 
maki  approved  a  $2.8  million  payof 
Will  Japan  ever  break  free  of  :c 
intrigue?    Hashimoto's  governn 
promises  to  come  up  with  tough  i 
sures  to  fight  blackmail  in  legislau 
next  year  But  in  the  end,  standing 
to  the  mob  "will  come  down  to  ris 
one's  fife,"  figures  Citizen  Watch  CI 
man  Michio  Nakajima,  who  says  he 
never  paid  the  sokaiya.  After  decad( ' 
blackmail,  isn't  it  time  for  Japan's  l|fi 
ers  to  fight  back? 

By   Brian   Bremner   and  Ei 
Thornton  in  Tokyo 
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Helping  12  million  Americans 

do  better  financially  can  be  very  rewarding. 

We're  American  General. 


No  one  becomes  a  teacher 
to  get  rich.  Or  a  fireman 
or  a  nurse.  The  job  has 
rewards  all  its  own.  At 
American  General  we  believe  those  rewards  should 
also  include  financial  security.  We're  helping  millions 
of  people  with  retirement  services,  life  insurance,  and 
consumer  loans.  And  today,  we've  grown  to  become 
a  corporation  with  $75  billion  in  assets  and  $6.2  billion 
in  shareholders'  equity.  By  doing  what  we  do  best, 
we're  helping  people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life 
United  States  Life  •  All  American  Life  •  Old  Lme  Life  •  USLIFE  Credit  Life 
American  General  Life  of  New  York  •  American  General  Finance  •  VALIC 


For  information  call:  1  (800)  AGC  -  1111 
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CHINA 


GUANXI  IS  HIS 
MIDDLE  NAME 

The  Chinese  Hke  U.S.  Ambassador  Jim  Sasser's  connections 


Between  coiu'ses  of  cluck  and  chicken- 
and-ginseng  soup  at  a  June  dinner 
in  Beijing,  an  influential  Chinese  of- 
ficial perks  up  at  the  mention  of  U.  S. 
Ambassador  James  R.  Sasser  In  a  re- 
frain now  common  in  Beijing  conidors  of 
power,  he  praises  the  former  Temiessee 
senatoi"  "He's  straightforward  and  sin- 
cere. And  he  knows 
Clinton  veiy  well." 

Human  rights,  trade 
frictions,  China's  de- 
fense spending.  Donor- 
gate — the  sources  of 
friction  between  Bei- 
jing and  Washington 
seem  endless.  Many 
Americans  regard  Chi- 
na with  deep  suspicion,  while  the  Chi- 
nese routinely  lash  out  at  America's 
meddling  ways.  But  in  Beijing,  policy- 
makers agTee  on  one  thing:  Jim  Sasser  is 
a  helluva  guy.  They  don't  cai'e  that  many 
people  in  Washington  see  Sasser  as  a 
partisan  politician  with  Hmited  foreign 
policy  e.xperience.  Here  in  Beijing,  the 
60-year-old  diplomat  is  something  else:  a 
peacemaker  and  the  man  who  can  in- 
tei'pret  America's  byzantine  foreign  pol- 
icy practices  to  Beijing's  often-bewil- 
dered cach'es.  Says  Sasser:  "I'm  out  here 


trying  to  explain  how  we  do  things." 

Sasser's  approach  has  been  to  work 
his  Beltway  connections  for  all  they're 
worth.  Since  taking  his  post  in  early 
1996,  he  has  been  retiuiiing  to  Washing- 
ton every  two  to  thi"ee  months  to  pi'ess 
for  more  U.  S.-China  contacts.  As  a  re- 
sult, Secretaiy  of  State  Madeleine  K.  Al- 


"STRAIGHTFORWARD" 


To  Beijing,  the 
diplomat  is  a  peacemaker  and  the  man 
who  can  help  them  make  sense  of  America's 
often-bewildering  foreign  policy  practices 


bright,  Vice-Pi'esident  Al  Gore,  and  Fed- 
eral Reserve  Chairman  Alan  Greenspan, 
as  well  as  one  in  five  members  of  the 
House  of  Representatives,  have  all  visit- 
ed Beijing  this  yeai".  Similai'ly,  Chinese  of- 
ficials such  as  foreign  minister  Qian 
Qichen  and  Defense  Minister  General  Chi 
Haotian  have  been  tlirough  Wasliington. 

In  a  siuprising  display  of  accessibility, 
Beijing's  top  leaders  have  been  meeting 
with  almost  eveiy  Ameiican  visitor,  right 
down  to  the  lowliest  junior  congi-essional 
representative  in  town.  That's  a  result 


OPENING  A  CAR  PLANT:  Sasser  (lefi 
"really  takes  business  seriously" 

of  Sasser's  efforts  to  convince  Beijin;ot 
the  importance  of  Congi-ess  and  of  ho;  it 
can  hold  China  policy  hostage.  "[The  iii- 
nese  leadership]  has  learned  a  lot  aliir 
how  America  woi-ks  recently,"  says  Jjir 
Holden,  chainnan  of  the  American  Gib- 
ber of  Commerce  in  Beijing.  • 
PUSHOVER?  Tlie  local  U.  S.  business 
munity  is  especially  gi'ateful  to  Sas 
He  regularly  passes  business  conci 
on  to  the  Chinese  ministries  and  t 
visits  far-flung  provinces  to  pron 
American  interests.  Earlier  this  yeai 
successfully  pressed  foreign  minister  ( 
and  executives  at  Air  China  to  buy 
Boeing  777  jetUners. 

What's  dogging  Sasser  is  his  rep 
tion  as  a  pushover  at  home.  The 
nese  like  Sasser  because  "they  figrt 
he's  nice  and  he's  weak.  He  won't  c<'-  i 
problems,"  says  one  former  U.  S. 
ministration  official.  And  many  still  \ 
Sasser  as  simply  a  political  appointe 
Sasser  defends  his  approach:  "I  di 
think  it's  the  role  of  any  ambassado  t' 
gi'atuitously  offend  the  countiy  he  is 
dentialed  to."  And  he  feels  he  lean; 
the  Chinese  when  necessaiy.  In  a  spid 
earlier  this  summer,  he  warned  the  'li 
nese  to  watch  their  step  diuing  then 
portant  period  of  Hong  Kong's  handcsr 
And  he  binshes  off  the  Beltway  critut 
that  he's  nothing  but  a  politician.  "C ' 
welcomed  a  pohtical  appointee,"  he  s 
"They  were  pleased  to  get  someone  m 
could  commmiicate  theii'  views  directl  t< 
the  Administration." 

One  danger  with  Sasser's  approac 
that  with  guanxi,  or  connections — wci; 
ai'e  often  seen  as  all-imiMilant  in  Chii— 
his  own  reliance  ar 
contacts   back  hibi 
could  backfire, 
overemphasizing  S'ss- 
er's  role  in  the  ovtal 
relationship,  China 
feel  safe  in  ignoiingtii 
many  demands  con 
out  of  Washington. 
Meanwhile,  Sas; 
biggest  test  is  coming,  as  the  hearing' - 
Donorgate  get  under  way  in  Washg 
ton.  "I  don't  think  these  hearings  il 
make  things  any  easier  for  us,"  if. 
Sasser,  who  for  now  is  skeptical  that  )j 
solid  evidence  will  emerge  of  direct  in 
nese  efforts  to  influence  U.S.  electiis 
But  even  if  Donorgate  produces  a  d^o 
matic  fracas,  Sasser  will  keep  tryinlti 
smooth  the  way,  using  all  the  tricks  in 
learned  from  18  years  of  Capitol  polibs 
By  Dexter  Roberts  in  Beijing,  with  tt) 
Crock  and  Amy  Bomis  in  Wash  ing^ 
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What  size  neighborhood  does 
your  eiectric  company  serve? 

As  the  largest  generator  of  low  cost  electricity  in  America  we've  taken  our  resources,  expertise  and  customer 
service  to  6  continents  and  26  countries.  Which  translates  into  satisfied  customers  all  over  the  world. 
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International  Business 


COiVilViENTARY 

By  Stanley  Reed 


TONY'S  SECRET  WEAPON:  BILL'S  EXPERIENCE 


During  his  election  campaign, 
Britisii  Prime  Minister  Tony 
Blair  often  heard  himself  com- 
pared to  President  Bill  Clinton.  Peo- 
ple called  him  a  Clinton  clone,  or 
Clinton  Lite.  But  paying  close  atten- 
tion to  his  U.  S.  counterpart  is  prov- 
ing to  be  a  clever  strategy  for  Blair. 
After  10  weeks  in  office,  his  popular- 
ity rating  is  a  record  72%. 

The  two  Anglo-Saxon  leaders  have 
some  built-in  similarities.  Both  rode 
to  office  on  a  wave  of  voter  ennui  af- 
ter many  years  of  conservative  gov- 
ernment. Both  capitalized  on  their 
youth  and  personal  charisma.  And 
both  reshaped  their  parties'  plat- 


off  course.  Distracting  battles  over 
gays  in  the  military,  personal  scan- 
dals, and  controversial  Cabinet  ap- 
pointments damaged  his  credibility. 
Meanwhile,  his  massive  health-care 
reform  plan  scared  away  business 
supporters  and  finally  collapsed. 
A  HOT  ECONOMY.  Blair  seems  to  be 
making  sui-e  he  doesn't  swerve  from 
his  focus  on  economic  gi'owth.  He 
won  applause  after  just  foui'  days  in 
office  by  ending  government  influence 
over  the  Bank  of  England  on  inter- 
est-rate poUcy.  Cutting  top  corporate 
tax  rates  from  33%  to  31%  in  the  re- 
cent budget  also  came  as  a  pleasant 
surprise.  And  executives  approve  of 


Clinton  was 
distracted 
almost 
immediately. 
Blair  is 
keeping  his 
focus  where  it 
ought  to  be 


forms  with  pro-growth       THINKING  ALIKE 

pro-busmess  agendas.  But 

Blair  had  one  big  advan-     Blair  IS  hoping  tO  COOl 
tage— the  chance  to  study  growth  and  keep 
Clinton's  failures  and  sue-  inflation  tame 
cesses.  That  has  allowed 
him  to  avoid  the  embaiTassing  mis- 
takes that  dogged  Clinton's  fii'st  term 
and  led  to  the  Repubhcans'  congres- 
sional sweep  in  1994.  It  has  also  let 
Blair  learn  valuable  lessons  fi-om  the 
playbook  that  has  made  the  U.  S. 
economy  the  world's  strongest. 

When  Clinton  first  came  to  the 
White  House,  Corporate  America 
welcomed  his  focus  on  the  economy. 
He  broke  the  Democratic  Party  mold 
by  emphasizing  deficit  cuts,  free- 
trade  pacts,  and  streamlined  govern- 
ment. But  a  mix  of  poUcy  and  pubhc- 
relations  blunders  knocked  Clinton 


Blaii"'s  plans  to  boost 
education  and  training. 

In  fact,  Blair's  main 
goal  is  to  dupUcate 
America's  long-inmning 
expansion.  So  before 
the  election,  his  designated  Chancel- 
lor of  the  Exchequer,  Gordon  Brown, 
went  to  Washington  for  .skull  ses- 
sions with  U.  S.  Treasury  Secretary 
Robert  E.  Rubin  and  Federal  Re- 
serve Board  Chair-man  Alan 
Greenspan.  The  Americans  advised 
him  that  Britain  couldn't  boost  busi- 
ness investment  without  lower  inter- 
est rates — and  rates  wouldn't  fall  un- 
less Labour  remained  vigilant 
against  inflation.  They  ui'ged  Brown 
to  follow  the  U.  S.  example.  "Clinto- 
nomics  is  a  good  U.  S.  export,  be- 
cause it  has  worked,"  says  Deputy 


Treasury  Secretary'  Lawrence  H. 
Summers,  another  adviser  to  Labou 
Blair  and  Brown  listened  carefully 
They  inherited  a  hot  economy  from 
the  Tories,  with  growth  expected  to 
approach  4%  this  year  and  inflation 
creeping  to  2.7%.  So  Blair  hopes  thai 
an  interest-rate  hike  from  the  newly 
independent  central  bank,  plus  tight 
fiscal  policy,  will  cool  the  economy  an 
burnish  his  reputation  even  further. 

The  no-nonsense  budget  unveiled 
on  July  2  could  also  be  an  inflation- 
buster.  It  will  raise  a  net  $9  billion 
through  tax  incr-eases.  Economists 
think  Brown  achieved  his  main  goal',j 
of  keeping  long-term  interest  rates- 
now  6.75% — from  surging 
into  the  9%  or  10%  rang< 
To  be  sure,  challenges 
will  arise  to  distract  Blai 
The  three-day  strike  by 
British  Ail-ways  PLC  fligh 
attendants  that  began  on 
July  9,  for  instance,  is  a 
potential  minefield.  Blair 
could  find  himself  caught 
in  the  crossfire  between  ) 
friendly  captain  of  indus- 
try, BA  Chief  Executive 
Robert  Ayling,  and  the 
Tr-ansport  &  General 
Workers  Union,  a  major 
Labour  backer. 

But  Blair  is  unUkely  tc 
let  such  controversies 
grow  into  major  obstacles 
to  his  oven-iding  economic  agenda. 
And  he  benefits  enormously  by  not 
having  to  contend  with  a  hostile  leg 
islatui-e.  By  definition,  Britain's 
Prime  Minister  is  majority  leader  o; 
Parliament.  With  his  179-seat  majorj 
ty,  Blair  enjoys  near-dictatorial  powjj|| 
ers.  That  has  already  let  him  do  j 
things  Chnton  could  never  dream  of 
For  example,  Blair  passed  a  bill  ban  si 
ning  large-caliber  handguns  and  ear-  |e 
marked  $300  million  to  compensate  8 
owners  for  tui'ning  them  in. 

Blair  is  sure  to  continue  looking 
across  the  Atlantic  for  ideas.  And  if 
he  keeps  up  his  early  pace,  Chnton 
may  start  taking  cues  from  London 
as  well. 


Reed  manages  Business  Week's 
London  burea^i. 
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international  Outlook 


TED  BY  JOHN  TEMPLEMAN 


EXIGO:  NOW  THE  RULING  PARTY 
riLL  GRUMBLE  EVEN  FASTER 


Iexican  voters  broke  the  Institutional  Revolutionary 
Party's  (pri)  seven-decade  lock  on  power  in  a  political 
earthquake  on  July  6.  By  splitting  control  of  Congress 
een  three  parties  and  handing  two  governorships  and  the 
Drship  of  Mexico  City  to  opponents  at  mid-term  elec- 
,  they  projected  Mexico  into  a  new,  fractious  policy  era. 
)r  the  first  time  ever,  two  opposition  parties,  the  leftist 
yr  of  the  Democratic  Revolution  (pro)  and  the  center-right 
mal  Action  Party  (pan),  have  a  fighting  chance  of  winning 
dential  elections,  next  due  in  2000.  By  wielding  then*  new, 
■ly  urban  power,  they  will  expedite  the  ci-umbling  of  the 
)hthic  PRI  state  and  its  tightly  con- 
id  economy.  Opponents  have  the  clout 
allenge  policies  once  rammed  through 
)ut  concessions. 

le  main  battle  zone  will  be  the  lower 
3  of  Congress.  With  the  loss  of  the 

majority  there,  President  Ernesto 
lo  Ponce  de  Leon  will  have  to  forge 
ces  to  pass  legislation.  He'll  face  stiff 
tance  from  the  opposition  over  the 
et.  There  may  be  bitter  fights  if  the 
ries  to  stymie  opposition  efforts  to 
3  years  of  pri  graft.  And  pressure 
Tfiount  to  revise  parts  of  the  North 
-ican  Free  Trade  Agreement  seen  as  being  unfairly  ap- 

such  as  access  to  the  U.  S.  by  Mexican  trucks. 
BLOOD.  Opposition  leaders  are  out  to  prove  they  can 
■n.  PRD  leader  Cuauhtemoc  Cardenas  Solorzano,  63,  who 
xico  City's  fii'st  elected  mayor,  for  instance,  wants  to  re- 
ie  the  capital  with  low-cost  housing,  better  mass  transit, 
I  cultural  revival.  FoiTner  Coca-Cola  Co.  executive  Vi- 

Fox,  with  a  shoot-from-the-hip  style,  is  the  pan's  most 
jmatic  figure.  And  now  that  one  in  three  Mexicans  lives 
;ity  or  state  controlled  by  pan,  governors  such  as  Fox 
the  clout  to  push  for  clean  government  and  job  creation, 
some  analysts,  erosion  of  the  old  pri  state  will  bring  pol- 


AFTER  THE  VOTE:  Optimism  soars 

icy  gridlock.  Others,  though,  see  Mexico's  easy  transition 
from  ari'ogant  autocracy  to  i-ambunctious  democracy  as  a 
big  plus.  "This  pohtical  transformation  will  have  a  very  pos- 
itive influence  on  the  economy,"  says  Juan  Sanchez  Navarro, 
vice-president  of  brewer  Grupo  Modelo. 

The  stock  market  soared  after  the  election,  and  econo- 
mists are  betting  that  $8  bilhon  in  stalled  investments  will 
now  go  ahead.  "People's  irrational  fears  about  what  this  po- 
litical transition  was  going  to  look  like"  had  stimted  foreign  in- 
vestment, says  Chip  Brown,  economist  at  Morgan  Stanley 
Dean  Witter  Discover  &  Co.  in  New  York.  Deregulation  and 
a  more  open  market  could  pump  those 
trends.  With  pan  support,  technocrats  may 
be  able  to  further  open  banking  and  the 
natural  gas  industry  to  foreigners. 
BLOWOUT?  Indeed,  with  the  economy  ex- 
pected to  surge  5%  this  year,  euphoria 
could  be  the  danger  as  Mexico's  new 
democracy  flexes  its  muscles.  For  the  fii-st 
time  since  the  December,  1994,  peso  de- 
valuation, consumer  spending  and  indus- 
trial wages  are  picking  up.  Even  so,  the 
I'KU  is  likely  to  push  for  more  social  spend- 
ing, wage  hikes,  and  a  cut  in  the  15%  val- 
ue-added tax  to  bolster  consimiption,  while 
pan  wants  lower  corporate  taxes  to  help  small  business. 

Zedillo,  of  course,  wants  to  keep  a  lid  on  the  economy  to 
prevent  a  blowout.  His  officials  want  to  hmit  wage  increases 
to  avoid  sharp  consumption  binges  that  worsen  the  trade 
balance.  But  even  that  won't  be  a  snap  any  more.  The  elec- 
tion-eve death  of  veteran  union  boss  Fidel  Velazquez  robbed 
the  PRI  of  much  of  its  sway  over  organized  labor. 

Workers  were  starting  to  time  out  strongmen  like  Velazquez 
anyway.  Now,  even  disillusioned  pri  troops  in  Congi-ess  seem 
detennined  to  stop  being  i-ubber  stamps.  The  decline  of  the  pri 
state,  often  corrupt  and  incompetent,  seems  well  under  way. 

By  Geri  Smith  in  Mexico  City 


GLOBAL  WRAPUP 


HG  KONG  WAGES  RISE 

'  ong  Kong  workers  used  to  dream 
'  arning  U.  S.-size  pay  packages.  No 
'  ;ei-.  Salaries  in  Hong  Kong  are 
1   among  the  highest  in  the  world, 
i  irding  to  a  survey  by  management 
:  mltants  Watson  Wyatt  Worldwide. 
1  average  sales  manager,  for 
1  ance,  earns  a  hefty  $105,400  there, 

pared  with  $73,400  in  the  U.  S. 
[  gap  with  mainland  China  is  even 
)  ,er.  The  same  sales  manager  in 
3  aghai  rakes  in  just  $23,300. 

sia's  economic  boom,  high  inflation. 


and  strong  demand  for  skilled  workers 
have  pumped  up  Hong  Kong  salaries 
30%  over  the  last  three  years.  Although 
mainland  wor-kers  are  far  less  produc- 
tive than  those  in  Hong  Kong  and  are 
starting  from  a  lower  base,  they're 
catching  up.  Over  the  same  thr*ee-year 
period,  their  salaries  soared  92%. 

TURKEY  SETS  REFORM  GOALS 

►  Turkey's  new  secular  government  is 
promising  eariy  elections  next  year, 
but  Prime  Minister  Mesut  Yilmaz  is 
not  in  caretaker  mode.  On  July  7,  the 
leader  of  the  Motherland  Party 


announced  measur-es  to  speed  privati- 
zation, curb  budget  deficits,  and 
restructure  the  bankrupt  social  secu- 
rity system.  His  top  priority  is  to 
slash  the  country's  76%  inflation  rate. 

Yrhnaz'  plans  ftieled  gains  in  the  Is- 
tanbul Stock  Exchange,  up  22%  since 
June  18,  when  Tur'key's  mihtary  forced 
Necmettin  Erbakan,  leader  of  the  Is- 
lamist Welfare  Party,  to  r*esign.  With 
backing  from  his  coaUtion  partner's — the 
Democratic  Left  Party  and  the  Demo- 
cratic Turkey  Party — and  votes  from 
smaller  parties,  Yilmaz  is  expected  to 
win  a  vote  of  confidence  on  July  12. 
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apan-Amenca  institute  or  ivianagemen" 
Science.  Established  by  Fujitsu  in  1972,  JAIMS 
gives  future  global  managers  the  skills  to  succeed 
1  other  cultures,  and  provides  them  with  a  network 
f  like-minded  professionals.   cP  In  cooperation 
:h  the  University  of  Hawaii,  JAIMS  offers  15-month 
}A  programs  focusing  on  Japan  or  China  as  well 
4-month  intercultural  management  certification 
)grams  with  optional  2-month  business  exchange 
portunities.   cP  In  25  years,  over  14,000  JAIMS 
jdents  from  more  than  40  countries  have  proven  the 
alue  of  crossing  cultures  for  mutual  benefit,  the 
same  philosophy  that  has  helped  to  make  Fujitsu  a 
$36  billion  company.  <P  For  information  contact: 
JAIMS,  6660  Hawaii  Kai  Drive,  Honolulu, 
HI  96825.  Phone:  (808)  395-2314. 
Fax    (808)    396-7112.  E-mail 
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People 


ENTREPRENEURS 


WHAT'S  BETTER  THAN  A  PRIVATE  PUNE? 
A  SEMIPRIVATE  PLANE 

Rich  SantuUi's  Executive  Jet  is  booming  by  selling  fractional  interests  and  service 


Richard  T.  Santulli  has  more  pri- 
vate jets  at  his  disposal  than  any- 
one in  the  world — 100,  at  last 
count — yet  he  travels  as  seldom  as  pos- 
sible. It's  not  that  he  doesn't  hke  to 
fly.  He  just  isn't  comfortable  wandering 
far  from  his  corner  office  at  Executive 
Jet  Aviation  Inc.  (eja)  in  Montvale, 
N.J.  The  company's  success  has  made 
Santulli,  a  mathematics  professor 
turned  entrepreneur,  a  wealthy  and 
very  busy  man.  "I  guarantee  you  I  get 
moi'e  urgent  calls  on  Sunday  night  than 
any  doctor  in  America,"  says  Santulli, 
chief  executive  officer  and  majority 
owner  of  eja. 

In  commercializing  the  idea  of  sell- 
ing private  jets  in  one-eighth  and  one- 
quarter,  shares,  Santulli  has  lifted  the 
fortunes  of  his  own  company,  and  those 
of  the  entire  small-jet  industry,  to  new 
heights.  "Rich  Santulli  is  truly  a  pio- 
neer," says  Arthur  E.  Wegner,  ('EO  of 
Raytheon  Aircraft  Co.,  one  of  e.ja's  prin- 
cipal suppliers  and  its  newest  rival.  "He 
demonstrated  tremendous  vision." 


"  I  guarantee  you  I  get 
more  urgent  calls  on 

Sunday  night  than  any 
doctor  in  America  " 

RICHARD  SANTULLI 

Chairman,  Executive  Jet  Aviation 

Nearly  bankiTipt  in  the  early  1990s, 
privately  held  E.JA  booked  revenues  in 
excess  of  $500  million  in  the  fiscal  year 
ended  Apr.  30,  up  from  $65  million  in 
1992.  Over  the  past  two  yeai's,  the  com- 
pany has  placed  .$2  bilhon  in  orders, 
making  it  the  biggest  customer  of  each 
of  the  three  leading  U.  S.  business-jet 
manufacturers:  Raytheon,  Cessna  Air- 
craft, and  Gulfstream  Aerospace.  So  suc- 
cessful is  Santulli's  innovative  scheme 
that  next  month  Raytheon  will  launch  a 
subsidiary  to  do  battle  with  him  in  the 
emerging  "fractional"  market.  Raytheon 
predicts  that  the  total  number  of  planes 


sold  fractionally  will  quadruple  by  ;  [) 
eja's  fractional  shares  progrsl* 
dubbed  NetJets — is  broadening  the  ^ 
ket  for  private  jets  by  selling  them  li 
fi-action  of  the  prices  offered  by  m  s 
facturers.  Obviously,  many  more 
ers  can  afford  $389,000  for  a  on^ 
teenth   share   of  eja's  lowest 
model — the  Citation  5  Ultra — tha: 
afford  to  pay  $6  million  or  so  to 
the  whole  plane  direct  from  Cessn 
But  the  real  beauty  of  NetJe 
that  fractional  ovmere  don't  have  to 
their  tui-n  or  put  up  with  group  tr| 
Their  planes  stay  with  eja,  which 
ates  them — for  a  fee,  of  course 
company  guarantees  fractional  ow 
that  it  will  make  a  plane  availabljic 
four  to  six  hours  notice  at  any  or';* 
5,000  airports.  This  is  only  possibkUf 
cause  EJA  maintains  a  "core  fleet" 
planes  that  it  owns  and  makes  aU 
able  to  NetJets  customers  as  needl. 

Relying  mainly  on  referrals,  Sarul 
has  built  a  roster  of  700  fractional  (/i 
ers.  About  70%  of  them  are  compaj© 
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HIT-THE-ROAD, 

CONVERTIBLE 

OF  NOTEBOOKS. 

Blow  past  everybody.  With  a  4.41b.  notebook  that's 
open  to  anything.  Revel  in  the  options.  The  ability  to 
travel  light.  The  freedom  to  have  full  desktop  capability 
vi'ith  the  snap-in  Enhancement  Unit.  Experience  the 
power  of  a  150MHz  or  l33MHz  Intel  Pentium"-  processor 
with  MMX "  technology.  The  control  of  a  "no  learning" 
keyboard. The  clarity  of  a  12.1"  active-matrix  windshield. 
There  are  no  worries  here-hot-swappable  Lithium  ion 
batteries  and  a  built-in  33.6  modem  see  to  that.  Only  the 
pleasure  that  comes  from  seeing  startled  faces  look  up  as 
you  zip  by  Their  eyes  full  of  envy,  their  lips  unconsciously 
forming  one  word:  cool.  Drive  on. 

Fujfrsu 

FUJITSU  PC  CORPORATION 
Built   for    H  u 


mans. 


LifeBook,  Fujitsu  and  the  Fujitsu  logo  are  trademarks  of  Fujitsu  Ltd  imt  I  and 
Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel 
Corporation.  Microsoft  and  Windows  are  registered  trademarks  of 
Microsoft  Corporation  All  other  trademarks  are  property  of  their  res^iec- 
tive  companies.©  1997  Fujitsu  PC  Corporation.  All  riglits  rejerved 
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Microsoft" 
Windows  95 


RAIN 

DOESN'T  KNOW 

WHAT  KIND 


YOU  ARE 


It  doesn't  know  if 
you're  driving  alone 
or  with  your  family. 
It  doesn't  know  if 
you're  driving  a  minivan 
or  a  sports  car. 
We  happen  to  make  both 
and  a  lot  of  other 
vehicles  as  well. 
The  last  we  looked, 
weather  happens 
to  all  of  them. 
So  we  try  to  make 
them  all  safe  no  matter 
what  the  weather. 
You  can  count  on  every 
GM  car  and  truck, 
wherever  life  takes  you. 


GM  vehicles 

with  over 
100  standard 
safety  features: 
All 

GM  vehicles 
with  Rainsense™ 
automatic 
wiper  system 
available: 
Cadillac  DeVille 
Cadillac  Seville 
Buick  Park  Avemie 

www.gmxom 


GM 


People 


but  NetJets  recently  has  attracted  a 
flying  parade  of  celebrities.  Tiger  Woods 
bought  a  one-eighth  share  of  a  Citation 
10  after  his  Masters  victory.  Don  Imus 
picked  up  a  quarter-share  in  a  Gulf- 
stream  IV  last  fall  and  has  been  working 
EJA  into  his  radio  show  ever  since.  But 
perhaps  the  most  striking  testimonial 
has  come  fi'om  Pete  Sampras,  who  owns 
a  one-eighth  share  in  a  Hawker  1000 
and  expects  the  sheer  convenience  of 
NetJets  to  extend  his  playing  career 
by  a  year  or  two.  "Buying  a  plane  was 
one  of  the  best  decisions  I  ever  made," 
Sampras  says. 

GALLOPING  PASSION.  Although  Santulli 
goes  to  gi'eat  lengths  to  accommodate 
the  special  ti'avel  needs  of  all  his  cus- 
tomers, making  himself  available  by 
telephone  24  hours  a  day,  he  keeps  his 
distance  socially.  Hobnobbing  with  the 
rich  and  famous  is  just  not  his  style, 
he  says:  "The  people  I  deal  with  in  this 
business  are  a  Who's  Who  in  America. 
But  my  parish  priest  is  as  much  of  a 
celebrity  to  me  as  Don  Imus." 

For  all  his  devotion  to  EJA,  Santulli 
has  no  great  affection  for  aiiplanes.  "I'm 
not  a  plane  nut,"  he  says.  "Horses  are 
my  passion."  Santulli  has  ridden  since  he 
was  a  boy,  galloping 
around  Brooklyn's 
Prospect  Park  with 
his  bi'other  on  rented 
steeds.  In  1982,  he 
co-founded  -Jayeff 
Stables,  a  Kentucky- 
based  commercial 
breeder  that  keeps  a 
half-dozen  racehors- 
es stabled  near  San- 
tulli's  New  Jersey 
home.  Most  work- 
days, eja's  chief  rises 
at  six  and  spends  an 
hour  or  two  watch- 
ing his  "babies"  go 
through  their  paces  before  heading  to 
the  office. 

The  son  of  a  federal  government 
worker,  Santulli  was  raised  in  a  work- 
ing-class Italian  neighborhood  in  Brook- 
lyn. He  sailed  through  Catholic  school 
and  enrolled  at  Polytechnic  University 
of  New  York,  where  he  majored  in  ap- 
plied mathematics.  After  eaniing  a  BS 
and  two  MS  degi-ees,  he  moved  on  to 
the  math  faculty  while  working  on  his 
PhD.  "I  loved  the  freedom  of  math," 
says  Santulli,  who  left  Polytech  when 
the  birth  of  his  son  in  1967  forced  him 
"to  get  a  real  job." 

After  a  stint  at  Shell  Oil  Co.,  Santul- 
li lucked  into  a  job  at  Goldman,  Sachs  & 
Co.,  which  was  perhaps  the  first  major 
Wall  Street  house  to  begin  applying 


BAD  TIMES 


EJA  flirted  with  disaster  in  the  19 
recession,  but  SantulU  kept  the  company  going  b 
personally  guaranteeing  $125  million  in  bank  lo 


computer-based  modeling  to  investment 
banking.  As  an  early  "quant,"  SantuUi 
wrote  the  first  progi'ams  for  many  of 
Goldman's  specialized  finance  gi'oups  and 
proved  himself  as  adept  at  making  deals 
as  cmncliing  numbers.  He  resigned  from 
Goldman,  Sachs  in  1979  despite  assur- 
ances that  he  would  have  been  named  a 
pailner  the  next  year.  "At  times  in  my 
life,  I  was  insecure,"  he  explains.  "Was 
Goldman  making  me  good  at  what  I 
did,  or  was  I  really  good?" 

Santulli  founded  his  own  transporta- 
tion leasing  company,  rts  Capital  Ser- 
vices Inc.,  which  soon  became  the  lead- 
ing hehcopter  lessor  in  the  countiy.  In 
1984,  he  branched  out  by  acquiring  Ex- 
ecutive Jet  Aviation,  a  charter  business 
based  in  Columbus,  Ohio,  eja  was  run- 
ning at  a  loss,  but  its  assets 
included  a  first-class  repu- 
tation and  a  colorful 
history. 


EXECUTIVE  JET'S 
SOARING  GROWTH 


'93 

A  HUNDREDS 


'96  '97* 
*DA  PROJECTION 


DATA  EXECUTIVE  JET  AVIATION 


Founded  in  1964  by 
a  group  of  retired 
U.  S.  Air  Force  gen- 
erals, eja's  board  in- 
cluded actor  Jimmy 
Stewart  and  enter- 
tainer Arthur  God- 
frey, proficient  pilots 
both.  Paul  W.  Tib- 
bets  Jr.,  the  pilot 
who  dropped  the 
Hiroshima,  was  the 


atomic  bomb 
president. 

While  pondering  ways  to  energize 
E.IA,  Santulli  hit  upon  the  idea  of  frac- 
tional ownership.  Fortunately,  the  mili- 
tary minds  at  E.JA  had  kept  records  of 
every  trip  the  company  had  ever  flown. 
Santulli  pulled  the  records  for  four  dif- 
ferent years  and  was  delighted  to  find  a 
high  degTee  of  predictability  in  temns  of 
destination  and  length  of  stay.  It  took 
him  nearly  five  months  to  work  out  the 
mathematical  underpinnings  of  NetJets 
and  reconcile  the  seemingly  contradic- 
tory featui'es  of  fractional  ownership 
and  guaranteed  access. 

Santulli  launched  NetJets  in  1986, 
shelling  out  $4  million  as  a  down  pay- 
ment on  eight  Cessna  Citation  iis  and 


hiring  dozens  of  pilots,  dispatchers 
other  employees  to  ensure  high-qu 
service  from  the  start.  However, 
tulU's  powei's  of  persuasion  were  tf 
as  never  before  when  corporate  i 
department  managers  accused  hii 
plotting  to  usurp  their  jobs,  and 
plane  manufacturers  of  trying  to 
their  customers.  e.ja's  own  charter 
tomers  were  skeptical  that  Net 
would  work  as  advertised. 

To  get  NetJets  airbome,  Santulli 
to  offer  prospective  owners  a  mo 
back  guarantee.  e.ja  was  just  net 
the  break-even  point  when  the 
economy  tumbled  into  the  1990  n 
sion.  Santulli  kept  the  company 
with  borrowed  funds,  putting  ev 
thing  he  owned — and  more — in  hoc 
personally  guaranteeing  $125  miUic 
bank  loans.  "If  the  company  went  b 
had  no  right  to  have  any  money, 
says.  The  sale  of  fi'actional  shares  pi 
up  smartly  in  1993  as  E.JA  broad' 
its  product  line  to  include  larger  pi; 
The  company  was  breaking  evei 
1994  and  then  soared  into  the  blac 
GROWING  PAINS.  EJA  did  not  have  a 
competitor  until  mid-1995,  when 
Montreal-based  jetmaker  Bombai 
Inc.  joined  forces  with  amr  Combs 
the  charter  affiliate  of  American 
lines  Inc.,  to  found  Business  JetS 
tions,  based  in  Dallas.  And  begin 
in  August,  Raytheon's  new  subsi 
will  go  head  to  head  with  eja  in  seTi 
the  new  Hawker  800  xp.  Santulh 
that  he  welcomes  Raytheon's  entry 
confirms  the  validity  of  our  produc 

By  all  accounts,  the  challenge  f; 
Santulh  is  not  competing  for  custoi 
but  managing  eja's  growth.  Before 
ing  a  25%  stake  last  year,  Goldj 
Sachs  had  to  convince  itself  that 
was  not  a  one-man  company.  "Most 
pie  don't  have  the  ability  or  the  prv 
sity  to  do  it  all  by  themselves,  but 
does,"  says  Chai'les  A.  Davis,  a  Goli 
limited  partner.  In  Davis'  estima 
Santulli  has  learned  to  delegate  t(- 
strong  management  team  he  ha^ 
sembled.  Still,  it  was  just  a  few  mo 
ago  that  eja's  chief  finally  agree 
stop  bringing  his  cellular  phone  it 
the  golf  course.  Now,  if  someone  oil 
only  get  Santulli  to  take  his  phoma 
the  hook  on  Sunday  night. 

By  Anthony  Biant 
Montvale, . 
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Government 


ATiON 


AN  JANE  GARVEY  PULL 
ME  FAA  OUT  OF  ITS  DIVE? 

iton's  choice  as  chief  is  short  on  experience.  Does  it  matter? 


rhen  President  Clinton  tapped 
Jane  F.  Garvey  to  take  over  the 
Federal  Aviation  Administration, 
whispering  began.  Her  predecessor, 
ler  airline  exec  David  R.  Hinson, 
Mr.  Insider  in  the  aviation  world, 
fey,  acting  administrator  of  the  Fed- 
Highway  Administration,  would 
•ly  be  Ms.  Outsider  For  one  thing, 
doesn't  fly.  That  would  make  her 
the  third  faa  chief  in  histoiy  with- 
a  pilot's  license. 

ut  the  questions  run  deeper.  If 
iJTned,  Garvey  will  preside  over 
igency  whose  military  mind-set 

pro-industry  sympathies  have 
irted  previous  modernization  ef- 
>.  "They  [the  faa  bureaucracy] 

try  to  eat  her  alive,"  says  one 
ier  Transportation  Dept.  official. 
Dill,  Garvey — who  declined  to 
k  with  BUSINESS  WEEK  until  after 
is  confirmed — is  set  for  takeoff. 
June  24,  she  weathered  sharp 
(tioning  fi'om  a  Senate  panel  and 

likely  be  approved  by  August 
a  five-year  stint.  "Garvey  will 
,"  says  Senator  John  McCain  (R- 
:.),  chairman  of  the  Commerce 
imittee.  "But  I  have  significant 
rvations  about  her  ability  to  do 
job."  And  even  Democrats  seem 
iued  in  their  support.  "It's  not 
1  to  figure  out  the  direction  to 
1  in,"  Ernest  F.  Hollings  (D-S.  C), 
dng  minority  member  on  Com- 
ee,  told  Garvey,  "but  it  is  ex- 
lely  difficult  to  get  there." 
*DY  CLIMB.  Garvey,  53,  got  her 
t  in  politics  as  an  organizer  for 
^lael  Dukakis'  1982  bid  for  the 
sachusetts  governorship.  In  1983, 
fornier  English  teacher  and  wife 
[ampshii-e  County  Sheriff  Robert 
arvey  was  named  associate  com- 
moner of  the  Massachusetts  Public 
ks  Dept.  Six  years  later,  she  be- 
e  commissioner.  She  ran  Boston's 
an  International  Aiiport  for  two 
-s,  from  1991  to  1993,  before  be- 
ing the  No.  2  official  at  the  fha. 
'here,  Garvey  worked  for  Clin- 
s  longtime  Arkansas  buddy, 
asportation  Secretary  Rodney  E. 


Slater  It  was  Slater,  insiders  say,  who 
pushed  Chnton  to  tap  Garvey  for  the 
FAA  post.  "That  place  is  a  snake  pit," 
says  one  fha  official.  "Slater  needed 
someone  he  could  tinst." 

Wliile  Slater  can  sm-ely  tnist  her  as  a 
political  ally,  gop  critics  on  the  Hill  won- 
der whether  he  can  rely  on  her  to  han- 
dle a  nearly  $9  billion  budget.  They 
point  to  Garvey's  oversight  of  Boston's 
Central  Aitery  and  Ted  Williams  Tim- 
nel — a  construction  project  that  soared 

TROUBLE  BEHIND. 
TROUBLE  AHEAD? 

The  FAA  stuggles  as  air  travel  grows 


May  1996 


 A  ValuJet 

DC-9  crashes  in  the 
Everglades,  killing  110 
aboard.  After  initially 
defending  the  airline, 
the  FAA  does  an  about-face:  It  grounds 
ValuJet  and  sacks  a  top  safety  official. 


FLYING 
BLIND, 
FLYING 
SAFE 

MARY  SCHIAVO 


July  1996 


lary  Schiavo 
abruptly  quits  as  Transporta- 
tion Dept.  inspector  general. 
She  writes  a  blistering  book 
that  finds  the  FAA  "incompe- 
tent at  virtually  all  of  its 
inspection  responsibilities." 


November  1996 


Former  airline  executive 
David  R.  Hinson  resigns 
after  three  years  as  Federa 
Aviation  Administrator. 


January  1997 


The  FAA  launches  a 
$2  billion-a-year  effort  to  upgrade  the 
long-neglected  air-traffic-control  system, 
which  has  logged  hundreds  of  hours  of 
breakdowns  in  recent  years. 


June  1997 


President  Clinton 
nominates  Jane  Garvey,  a  rela- 
tive novice  in  aviation,  as  the 
first  woman  to  head  the  agency. 

DATA:  BUSINESSWEEK 


fi'om  an  estimate  of  $2.5  billion  in  1985 
to  $10.5  biUion  today.  "At  any  point,  did 
you  say:  'Wait  a  minute — this  cost  is 
getting  out  of  control?' "  asked  McCain 
at  the  nomination  hearing.  Replied  Gar- 
vey: "It  was  a  change  in  scope,  the  in- 
flation costs,  and  some  changes  through 
construction  and  design." 

In  Massachusetts,  Garvey  is  not 
blamed  for  the  overruns,  but  her  an- 
swer troubles  Mary  Schiavo,  the  for- 
mer Transportation  Dept.  inspector  gen- 
eral who  quit  last  year  to  protest  lax 
standards  at  the  faa.  Says  Schiavo, 
whose  book  Flying  Safe,  Flying  Blind 
has  made  her  one  of  the  agency's  harsh- 
est critics:  "At  fha,  she  and  Slater 
couldn't  manage  big  projects.  I  fear  that 
will  be  a  problem  again." 
WAKE-UP  CALLS.  And  the  FAA  problems 
are  legion.  For  one,  agency  boosters  and 
critics  agTee  that  the  air-traffic-conti'ol 
system  needs  an  overhaul.  Yet  as  com- 
muter and  regional  flights  crowd  into 
commercial  airspace,  the  faa's  efforts 
at  modernization  remain  largely  un- 
successful. Agency  officials  have  I'elied 
heavily  on  industry  views  in  making 
crucial  safety  decisions.  And  some 
safety  experts  complain  that  the  faa 
acts  only  after  tragedies,  such  as  the 
Valu-Jet  DC-9  crash  in  the  Everglades 
and  the  Ti'ans  World  Airline  Flight 
800  disaster  off  Long  Island. 

That  assessment  may  be  harsh, 
but  few  would  deny  that  the  faa  is 
falUng  further  and  further  beliind  the 
curve.  While  the  agency's  budget  is 
set  to  rise  a  total  of  only  15%  over 
the  next  five  years,  it  projects  pas- 
senger gi'owth  of  35%  over  the  same 
period.  At  the  cuiTent  rate  of  aii'Une 
mishaps,  aviation  experts  project  a 
major  accident  somewhere  in  the 
world  each  week  by  2015.  "The  chal- 
lenge is  how  to  do  more  with  less," 
says  Senator  Wendell  H.  Ford  of 
Kentucky,  top  Democrat  on  the  avia- 
tion subcommittee. 

Garvey  is  up  to  that  challenge,  in- 
sist supporters  such  as  ,J.  Randolph 
Babbitt,  president  of  the  Aii-  Line  Pi- 
lots Association  International.  "If  we 
were  talking  about  her  in  the  ab- 
stract, yes,  her  resume  and  qualifica- 
tions would  be  a  concern.  But  Logan 
is  a  tough  au'port  to  run,  and  she  did 
a  gi'eat  job.  She  has  terrific  manage- 
ment skills,"  says  Babbitt.  Even  some 
industry  leaders  welcome  her  charm- 
ing yet  no-nonsense  style.  Gai-vey  "is 
no  cream  puff,"  says  one.  She  had 
better  not  be.  And  she  probably 
ought  to  invest  in  a  sturdy  seat  belt. 

By  Mary  Beth  Regan  in  Washing- 
ton, with  Geoffrey  Smith  in  Bonton 
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Successfully 

Todays  workers  must  cover  more  of  the  costs 
themselves.  But  they  have  neiv  tools  for  the  job 

L 


ately,  we  are 
working  hard- 
er and  longer 
and  sui-ren- 
dering  more  in 
taxes — yet  are 
still  lamenting  that 
we'll  never  retire  as 
comfortably    as  our 


SPEGim  REPIRT 


Investment  Strategies  - 
Living  It  Up  ■  70 
Where  To  Live  ■  70 
Generation  X  •  76 


ment  is  a  luxury  only 
the  rich  can  afford." 
Meanwhile,  the  rest  of 
us  fret  that  we'll  be 
spending  our  golden 
years  flipping  burgers 
at  the  golden  arches. 

But  just  because  a 
guaranteed  safety  net 


parents.  With  fewer      .    no  longer  exists  does 

workers  supporting  a        TnnAv'c  IiupcTvirc  .  7!f  "ot  mean  that  we  will 

larger  cohort  of  elderly   '  "'^^''  ^^''^'^^^''^''A  free-fall  into  old  age 

dependents,  Social  Se-      SANDWICH  GENERATION  •  84  fPoverished  and  in- 

cimty  IS  unsustamable,    firm.  A  financially  se- 


and  Medicare  costs  ai-e 


Avoiding  Ripoffs  ■  85 


cure  retirement  is  still 


out  of  control.  Despite    within  reach  if  you're 


a  lifetime  of  paying  for 


Planning  By  PC  ■  88 


willing  to  maximize  the 


both,  most  of  us  are    numerous  savings  and 

Life  After  Work  ■  92 


unlikely  to  receive  our 
full  share  of  either. 
Guai'anteed  pensions  and  retii'ee  medical 
coverage  are  becoming  obsolete.  Per- 
sonal savings  are  at  a  record  low.  The 
message  is  constant  and  comes  from  all 
corners — economists,  investment  advis- 
ers, politicians,  and  the  press:  "Retire- 


mvestment  opportuni- 
ties available,  and  ad- 
just your  expectations. 

To  be  sure,  today's  workers  must  cov- 
er moi'e  of  the  cost  of  retirement  them- 
selves. But  the  baby-boom  generation 
has  several  advantages  that  current  re- 
tirees did  not.  Baby  boomers  have  big- 
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I 


ger  incomes,  greater  pension  entitle- 
ment, and  higher  net  worth  than  their 
parents  and  grandparents  did  at  com- 
parable ages,  according  to  the  Employ- 
ee Benefits  Research  Institute  (ebri)  in 
Washington.  For  much  of  the  past 
decade,  many  boomers  have  climbed 


RETIREMENT  fiUIDE 


aboard  a  raging  bull  on  Wall  Street, 
leaving  many  of  them  with  far  gi'eater 
nest  eggs  than  they  expected.  And  em- 
ployment rates  are  up  for  women,  thus 
boosting  their  pension  coverage,  sug- 


able  to  maintain  their  current  standard 
of  living  in  retirement. 

What's  more,  when  you  add  in  the 
money  invested  in  equities,  the  situation 
seems  even  less  dire.  Since  the  person- 
al savings  rate  measui'es  only  the  share 
of  income  not  spent,  it  does  not  give  a 
completely  accurate  picture  of  Ameri- 
cans' financial  well-being.  It  ignores  the 
paper  profits  that  employees  hold  in 
stocks  and  stock  mutual  fimds  and  the 
ultimately  positive  effect  that  capital- 
gains  buildup  has  had  upon  many  peo- 
ple's net  worth.  "You  have  a  situation 
where  workers  are  saving  more  than 
ever  from  their  perspective,  yet  the 


gests  William  G.  Gale 
in  a  report  for  the 
Brookings  Institution. 

Moreover,  today's  em- 
ployees have  multiple 
sources  of  reth-ement  in- 
come. Individual  retire- 
ment accounts  (iras),  a 
variety  of  stock-owner- 
ship progi'ams,  and  in- 
siu'ance  provide  benefits 
unavailable  to  workers 
of  yesteryear.  Folks  are 
investing  smarter  and  earlier.  Retire- 
ment planning  no  longer  takes  place  in 
the  employee  cafeteria  at  age  64,  says 
Jerry  Potts,  marketing  director  for  MFS 
Funds  in  Boston.  "Now,  companies  are 
offering  much  younger  employees  a 
wide  range  of  educational  and  financial- 
planning  services." 

EMPTY  PIGGY  BANKS.  Even  though  baby 
boomers  are  more  knowledgeable  about 
saving  and  investing  and  can  use  a  wide 
array  of  vehicles  to  manage  their  as- 
sets, the  personal  savings  rate  has  de- 
clined from  more  than  7%  throughout 
the  1960s  to  just  under  5%  in  1996.  But 
the  savings  crisis  may  be  overstated. 
In  a  study  for  Merrill  Lynch  &  Co., 
Stanford  University  economist  Douglas 
B.  Bernheim  found  that  excluding  the 
equity  in  their  houses,  baby  boomers 
were  saving  only  about  one-third  of 
what  they  will  need  in  retirement.  Yet 
when  housing  wealth  is  included,  more 
than  two-tliirds  of  boomers  Hkely  will  be 


GREAT  EXPECTATIONS? 

C()lle<fe  grads  expect  a 

12%  amual  return 
from  stock  investments; 
hijfli  scliool  dropouts 
predict  29% 


savings  rate  is  low," 
says  EBRI  President 
Dallas  L.  Salisbury. 
Similarly,  the  oft-pre- 
dicted collapse  of  Social  Security  is  not 
quite  as  cut  and  dried — nor  as  cata- 
strophic— as  it  appears.  According  to 
economic  forecasts,  the  Social  Security 
trust  fund  will  be  exhausted  by  2029 
unless  benefits  are  reduced  or  taxes  in- 
creased. Yet  this  shortfall  is  predicated 
on  assumptions  of  slower  economic 
growth  than  the  U.  S.  has  enjoyed  for 
the  past  several  years. 
In  contrast,  higher  pro- 


ing  Social  Security  is  not  the  number  f 
older  people  but  the  cost  and  level  f 
their  medical  care,  says  Sandra  . 
Reynolds,  an  assistant  professor  f 
gerontology  at  the  University  of  Soui 
Florida  in  Tampa. 

ADDED  BENEFITS.  Since  few  employfj 
offer  retirees  medical  insurance,  met 
rely  on  Medicare,  the  taxpayer-fund! 
insurance  progi-am  for  the  elderly  ai 
disabled.  By  the  time  today's  workes 
retire,  the  financially  troubled  Medics* 
system  will  look  veiy  different.  Not  ori; 
is  the  eligibility  age  likely  to  be  rais' 
to  67,  but  richer  seniors  may  also  ul 
mately  pay  higher  premiums. 

The  good  news  is,  ftitui'e  retirees  m' 
actually  receive  more  benefits — such  ,i 
'•^^    coverage  for  prescription  drugs,  visii 
and  healing  tests — for  less  money  ' 
joining  one  of  the  grovring  number  f 
I  Medicare  health  maintenance  organii- 
I  tions  (HMOs).  Theii'  signing-on  will  ah 

Think  the  shrinking  safetyn 
Thanks  to  a  robnst  econor 
savings  plans,  you've  gn 

negate  the  expense  of  supplementa 
Medigap  insurance  policies,  which  cov 
most  of  the  hefty  fees  Medicare  wor. 
Era-ollment  will  be  optional,  and  parti 
pants  maintain  the  right  to  switch  ba 
on  a  monthly  basis  into  the  tradition 
fee-for-seivice  Medicare  system  if  diss;- 
isfied.  Since  these  HMOs  ai'e  still  relatix- 
ly  new,  patients  may  not  be  able  to  pi: 
a  doctor  they  like,  and  facihties  may  ' 
limited.  But  as  competition  intensifi«, 
Medicare  hmos  will  develop  stronger  r 
tional  networks  with  improved  covera- 
and  service,  figures  Heniy  S.  Moyer.i 
partner  at  the  employee-benefits  co 
suiting  firm  of  Hirschfeld,  Stern,  Moy 
&  Ross  in  New  York. 

With  life  expectancies  on  the  rit 
however,  the  biggest  threat  to  retii- 
ment  savings  will  be  the  cost  of  Ion 
term  care.  Since  Medicare  offers  on 
limited  nursing-home  coverage,  mo 
and  more  young  ei 
ployees  are  plannii' 


FRAYED  NET 


ductivity  resulting  from  iiiitiiiW  iitii  ahead  and  buying  Ion 


efficient  use  of  infonna- 
tion  technology  means 
greater  wealth,  which 
should  make  funding  So- 
cial Security  easier. 

Doomsayers  contend 
that  even  an  exception- 
ally strong  economy  vrill 
not  be  enough  to  offset 
the  anticipated  age 
wave.  But  in  fact,  the 
greatest  challenge  fac- 


Tlie  average  respondent 
wlio  attended  some 
college  believes  only 
20%  oj  fiis  retirement 
income  will  come  from 
Social  Security 


term-care  msuran 
policies  on  their  own 
through  the  handful 
employers — sucli  as  IB 
Alamo  Car  Rental,  ai 
Wells  Fargo — that  i 
fer  a  group  plan. 

Until  recently,  the 
pohcies,  which  foot  ti 
bill  for  a  variety  of  st 
vices  ranging  from  hor 
health  care  to  nursii 
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imes,  were  expensive  and  often  under- 
ritten  by  financially  troubled  insurers, 
bday,  policies  are  more  affordable  and 
ailable  fi'om  solvent  companies  [such  as 
•avelers,  unum,  and  John  Hancock]," 
ys  Potts  of  MFS.  As  of  this  year,  em- 
oyers  and  individual 
lyers  may  be  able  to 
•duct  some  or  all  of 
ig-teiTn-cai"e  premiums 
:d  expenses  fi'om  their 
deral  income  taxes, 
le  tax  break  will  dra- 
itically  increase  the 
imber  of  companies 
at  offer  coverage,  pre- 
3ts  William  Steinberg, 
consultant  at  Hirsch- 
Id,  Stern,  Moyer  & 
5SS.  In  the  meantime, 
usurers  are  coming  up 
,th  novel  options  for 
ople  who  do  not  have 


AN  EDOCATED  SAVER 

37%  of  college  grads 
save  at  least  10%  of 

their  incomes  for 
retirement,  but  22%  of 
those  with  some  college 
haven  t  invested  or  saved 
for  retirement  at  all 


Another  fallacy  is  this:  Because  fewer 
folks  have  access  to  defined  benefit 
plans — which  guarantee  a  fixed  annuity 
for  life — their  chances  of  retiring  com- 
fortably vdll  be  reduced.  Yet  prior  to 
the  passage  of  the  Employee  Retire- 
ment Income  Security 
Act  (ERISA)  in  1974, 
workers  who  left  a  com- 
pany before  age  65 — re- 
gardless of  their  years 
of  service — often  forfeit- 
ed their  pension  entire- 
ly. As  a  result,  20  years 
ago  only  50%  of  deftned- 
benefit-plan  participants 
actually  received  any 
money,  Salisbury  says. 
Today,  thanks  to  re- 
duced vesting  recjuire- 
ments  and  pension 
portability,  that  number- 
has  climbed  to  85%. 


shifting  all  your  assets  into  bonds  near 
r'etir-ement.  Financial  adviser's  ar'e  r'ec- 
ommending  that  60-  to  70-year-old  in- 
vestors allocate  as  much  as  25%  to  eq- 
uities, says  David  J.  Castellani,  senior 
vice-pr-esident  at  cigna  Retirement  & 
Investment  Services  in  Hartford. 
CATCH-UP.  An  extended  bull  mar-ket  has 
increased  assets  in  401(k)  plans — at  a 
compoimded  annual  r-ate  of  18%.  over-  the 
past  decade — to  ar'ound  $810  billion,  ac- 
cording to  Access  Resear'ch  Inc.  in  Wind- 
sor, Conn.  Participation  among  employees 
who  wer-e  eligible  to  contribute  to  their 
company's  401(k)  plan  rose  from  64%  in 
1986  to  78%  in  1996,  Access  reports. 
Those  numbers  are  likely  to  grow  if  a 
pr-oposal  in  Congr-ess  becomes  law,  al- 
lowing wor'ker's  who  take  extended  leave 
due  to  illness  or-  cliildbiith  to  make  catch- 
up contr-ibutions  to  their-  r-etir-ement  plan. 

Futur-e  r-etir-ees  will  also  benefit  from 
stock  owiier-sliip  incentives  such  as  stock 


ins  you'll  be  impoverished  in  your  old  age?  Think  again, 
wming  market,  and  an  abundance  of  investment  and 
fer  shot  at  a  comfortable  retirement  than  your  parents 


cess  to  a  gr-oup  long-term-care  insur- 
ce  plan.  For  example,  a  long-ter™  dis- 
ility  policy  from  unum  converts  to 
ig-term-care  insur-ance  once  the  poli- 
holder  enters  retirement.  But  what 
:ikes  the  insurance  additionally  appeal- 
y  is  that  you  won't  need  to  provide 
idence  of  insm-ability,  and  the  poUcy  is 
rtable  if  you  change  jobs. 
JDEN  DAYS.  In  spite  of  an  abimdance  of 
w  employee  benefits  and  more  flexible 
d  affor-dable  insm-ance  cover-age,  many 
Trericans  still  pine  for  the  way  things 
ed  to  be.  But  they  miss  the  point, 
ren  given  the  possibility  that  Social 
•curity  and  Medicare  benefits  will  be 
duced  and  that  individual  contributions 
11  be  increased,  the  gover-nment's  r-ole 
retir-ement  is  over-emphasized.  "Arner- 
urs  fixate  on  Social  Secmity's  stability, 
id  they  forget  that  it  was  never  in- 
nded  to  be  the  sole  som-ce  of  retii-e- 
3nt  income,"  says  Neal 
Cutler,  professor-  of  fi- 
incial  gerontology  at 
idener  University  in 
lester.  Pa.  Even  so,  6 
it  of  10  curr-ent  re- 
'ees  use  it  as  such, 
'art  of  the  pr-oblem  is 
at  people  mistakenly 
sume  that  Social  Secu- 
cy  provides  an  ade- 
late  retir-ement  in- 
me,"  says  ebri's 
Jisbm-y.  "Tire  reahty  is, 
rrever  did." 


EDUCATION  MATTERS 

31%  of  college  gra  ds 
have  saved  more  than 
$50,000  toward 
retirement,  vs.  only 
11%  for  their  high 
school  counterparts 


Even  if  the  only  re- 
th'ement  plan  that  yom- 
company  offer-s  is  a 
defined-contribution  or 
401(k)  plan,  you  may  be 
better  off  than  you 
think.  Unhke  tr-aditional 
pensions,  wlrich  pay  in- 
vestor-s  a  fixed  r-etur-n  r-e- 
gardless  of  mar-ket  j^er-- 
forTnance,  defined-contri- 
bution plans  let  you  con- 
trol the  risk  and  reward, 
says  Ward  Armstrong, 
pr-esident  of  Amer-ican 
E.xiDr-ess  Retu-ement  Ser-- 
vices  in  Minneapolis. 

Encouraged  by  str-ong  stock  market 
performance,  employees  of  all  ages  are 
shifting  mor-e  of  their-  r-etirement-plan 
assets  into  ecjuities,  says  Mar-y  Rudie 
Barnaby,  pr-esident  of  the  National  De- 
fined Contribution  Corm- 
cil,  an  association  of 
401(k)  plan  jjr-oviders.  In 
the  401(k)  plans  admin- 
istered by  American  Ex- 
pr-ess,  there  has  been  a 
dr-amatic  shift  toward 
stocks:  In  1987,  65%  of 
assets  were  allocated  to 
fixed  income  and  35%  to 
equity.  Ten  years  later, 
that  ratio  has  been  re- 
versed. Today's  longer 
life  expectancies  even 
challenge  the  wisdom  of 


HOME  SWEET  HOME 

67%  of  those  age 
30  to  39  cite  hefty 
housing  expenses  as 
an  obstacle  to  their 
saving  for  retirement 


Survey  of  1,026  adults  conducted 
June  11-17.  1997,  for  BUSINESS  WEEK  by 
Louis  Harris  &  Associates  Inc. 


option  and  employee 
stock  owner-ship  plans 
(ESOPs).  Today,  ther-e  ar-e 
an  estimated  10,000 
ESOPs,  a  fivefold  incr-ease 
in  the  past  20  year-s,  r-e- 
por-ts  the  esop  Assn.  in 
Wasliington.  "Giving  em- 
ployees a  few  hundr-ed 
shares  of  stock  her-e  and 
ther-e  over-  time  adds  up 
to  a  sigrrificant  cash  ben- 
efit," says  Castellani. 
Just  ask  employees  at 
Lowe's  Cos.,  a  lar-ge 
chain  of  home-impr-ove- 
ment  centers  in  Nor-th 
Wilkesbor-o,  N.  C.  The  company  makes 
additional  contributions  of  up  to  17%.  of 
employees'  gi'oss  income  in  Lowe's  stock 
to  their  employee  stock  ownership  ac- 
counts. Many  lower'-level  employees — 
including  janitors — have  r*etir'ed  with  six- 
fig-ure  accounts,  says  ceo  Bob  Tillman. 

Indeed,  preparing  for  a  comfortable 
and  financially  secur-e  retirement  can  be 
a  ftrll-time  job.  Whether  you  want  to 
loll  by  the  pool  at  your  condo  in  Boca 
Raton,  Fla.,  or-  cr-uise  to  Br-anson,  Mo., 
in  an  RV,  getting  on  the  right  r-oad  to 
r-etir-ement  isn't  as  daunting  as  it  once 
appeared.  With  more  investment  op- 
tions and  benefits  than  ever  before,  and 
a  progr-ess  report  just  a  mouse-click 
away,  it's  unlikely  we'll  become  a  na- 
tion of  octogenarian  slave-laborer's. 

By  Kerry  Capell  in  New  York 
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Securing  Your  Future: 
A  Self-Help  Guide 

\  BUSINESS  WEEK  and  leading  financial  planners  clear  a  path  tlirougli  the  thicket  of  choices 


Life  would  be  much  simpler  if  there 
were  one  formula  that  everyone 
could  use  for  retirement  invest- 
ing. But  there  isn't — and  so  we 
labor  over  asset-allocation  ratios,  scour 
mutual-fund  reports,  and  endure  guilt- 
inducing  financial  sales  pitches.  Alter- 
natively, we  hire  a  planner  to  do  the 


RETIREMENT  fiUIDE 


work  or  put  our  fate  in  the  hands  of, 
urn,  a  trusted  stockbroker  friend. 

BUSINESS  WEEK  has  another  idea:  a 
self-help  guide  to  retirement  investing 
that  can  get  you  well  on  your  way  to  a 
sensible  plan.  Once  you  figure  out  how 
much  you'll  need  to  save — a  task  made 
easy  by  personal  computers  and  the  In- 
ternet (page  88) — you'll  be  set  to  select 
among  model  portfolios  fi'om  the  tables 
below.  We  developed  these  models  with 
the  help  of  Alpha  Group,  a  network  of 
eight  of  the  nation's  leading  financial- 
planning  firms,  collectively  managing 
$1.4  billion.  Together,  we  also  selected  a 
complementary  group  of  mutual  funds, 
suitable  whether  your  portfolio  is 
$20,000  or  $2  million.  Each  fund  is  a 
leader  in  its  class,  widely  available,  and 
inexpensive:  None  levies  a  sales  charge, 
and  oui-  model  portfolios  cost  only  half 
the  fund  industi'v's  tyjiical  expense  rate 
of  1.3%. 

Assemble  youi-  owii  portfolio  by  pick- 
ing fimds  fi'om  the  table  as  needed.  If 
your  emjjloyer's  plan  has  a  good  stock- 
index  fund,  use  it,  and  when  your  ac- 
count gi'ows  large  enough,  suj^plement  it 
with  oui'  actively  inanaged  equity  funds. 
If  you'i'e  self-employed  and  building  an 
investment  plan  from  scratch,  pick  an 
entire  portfolio.  Likewise,  if  you're  re- 
tired and  figuring  where  to  stash  your 
nest  egg,  oiu-  table  offers  a  fiill  plan  or  a 
way  to  bolstei-  your  cuiTent  holdings. 
"GOLD  TO  LEAD."  Buying  funds  such  as 
these  through  a  brokei'age  account  of- 
fers clear  advantages  to  a  variable  an- 
nuity. This  increasingly  popular  tax-de- 
ferred savings  vehicle  is  essentially  a 
fund  or  menu  of  fimds  put  inside  an  in- 
siu'ance  policy.  The  problem  is  that  the 
lui"e — tax-deferred  investment  gi'owth — 
is  outweighed  by  high  fees  and  commis- 
sions, penalties  charged  for  taking  out 
yoiu"  money  eai'ly,  and  higher  taxes  down 
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the  line.  Wlien  you  begin  withdrawals, 
your  annuity  earnings  are  taxed  not  at 
lower  capital-gains  rates  but  at  the  liigh- 
er  rates  imposed  on  ordinary  income. 
"I've  run  scenarios  upside  down  and 
backwai'ds,  but  it  just  doesn't  work  out," 
says  Harold  Evensky  of  Evensky, 
Brown,  Katz  &  Levitt,  a  Coral  Gables 
(Fla.)  financial-planning  fii-m.  "You  end 
up  turning  gold  to  lead." 

You  can  set  up  various  accounts  for 
retirement  savings  at  banks,  insurance 
companies,  and  brokerage  firms.  But 
discount  brokers,  with  their  low  trans- 
action costs  and  diverse  products,  may 
be  the  best  way  to  go.  Deena  Katz,  a 
partner  at  Evensky,  Brown,  thinks  full- 
sei-vice  brokers,  insurers,  and  moi-e  lim- 
ited mutual-fund  companies  should  be 


Pick  Your  Ideal 
Risk-Return  Balance 
And  Find  Funds  That 

Fit  Your  Goals 

Each  allocation  below  offers 
a  different  expected  return 
at  a  different  level  of  risk. 
Aim  for  no  more  return  than 
you  need  while  taking  no  more 
risk  than  necessary. 


RISK* 


PORTFOLIO 
VOLATILITY 

EQUITIES/ 
FIXED- 
INCOME 

EXPECTED 
RATE  OF 
RETURN* 

LOW 

50%/50% 

MEDIUM 

60%/40% 

7.8% 

HIGH  > 

70%/30% 

8.2% 

•Assumes  3^ 

inflation 

*Probable  worst-case  loss  in  any  12-month  period 

DATA:  EVENSKY,  BROWN,  KATZ  &  LEVITT;  BUSINESS  WEEK. 


avoided  because  they're  either  riddle 
with  commission  schemes,  have  otht 
sales  incentives  to  steer  you  towar 
their  own  mutual  fimds — which  may  nc 
be  the  best  ones  for  you — or  offer 
shorter  list  of  investment  choices.  Sh 
suggests  turning  to  such  discount  brc 
kers  as  Charles  Schwab  (800  694-9449 
Waterhouse  Securities  (800  934-4410 
and  Quick  &  Reilly  (800  533-8161 
which  have  a  wide  range  of  product 
and  many  offices  nationwide.  Fidelit 
Investments'  brokerage  arm  (800  54- 
8888)  has  a  smaller  office  network  but  i 
also  a  good  choice  because  of  the  e> 
tensive  list  of  mutual  funds  it  cairies. 

The  sections  below  detail  how  an 
when  to  use  the  retirement-savings  ac 
counts  that  are  best  for  you,  dependin 

FIXED  INCOME 
MATURITY  RANGE 

3-5  YRS  5-10  ^' 


SAMPLE  INVESTMENTS* 
PHONE  (800) 


SOLON  3-YR  BOND 
4S7-6566 


LOW  VOLATILITY 
MEDIUM  VOLATILITY 
HIGH  VOLATILITY 


SAMPLE  INVESTMENTS- 

SOLON  3-YR  BOND 

VANS 

PHONE  (800) 

467-6566 

GNM/P 

662-: 

LOW  VOLATILITY 

33% 

17% 

MEDIUM  VOLATILITY 

26% 

14% 

HIGH  VOLATILITY 

20% 

10% 

SAMPLE  INVESTMENTS* 
PHONE  (800) 


SOLON  3-YR  BOND      VANG  ' 
467-6566  GNM/ 
662- 


LOW  VOLATILITY 
MEDIUM  VOLATILITY 
HIGH  VOLATILITY 


33% 
26% 
20% 


17% 
14% 
10% 


SAMPLE  INVESTMENTS* 
PHONE  (800) 

SOLON  3-YR  BOND 
467-6566 

VANG 
GNM/ 

662-, 

LOW  VOLATILITY 

33% 

17% 

MEDIUM  VOLATILITY 

26% 

14% 

HIGH  VOLATILITY 

20% 

10% 

•Fund  choices  developed  by  Alpha  Group  with  BUSINESS  WEEK 

n  your  situation.  If  your  employer  of- 
irs  a  401(k)  or  some  other  savings  plan, 
ou'U  want  to  implement  your  retire- 
lent-savings  program  very  differently 
lan  if  you're  self-employed  and  doing  it 
n  your  own.  And  if  you've  already  re- 
red,  you'll  have  another  batch  of  ques- 
ons,  including  perhaps  the  most  press- 
ig  one:  How  will  I  ensure  I'll  have  the 
ash  flow  I  need  to  live  on?  For  an- 
wers  to  that  and  more,  look  for  the 
ituation  that  most  closely  fits  your  life. 

'OILING  In  The  Fields 
)f  Corporate  America 

i\  Workers  at  big  companies  with 
fancy  retirement  plans  may  feel 
I  T  secure  in  the  expectation  that 
leir  employers  are  looking  out  for 
lem.  Not  Babak  Banapour,  a  36-year- 
Id  research  biologist  who  has  had 
etirement  accounts  at  Harvard  Uni- 
ersity  and  drugmaker  Rhone-Poulenc 
'.orer.  What  galls  him  is  "how  the 
mployers  dictate  our  401(k)  choices," 
e  says.  "I  look  forward  to  a  day  when 
01(k)  plans  become  much  more  self- 


■  Babak 
Banapour 

What  galls 
Ike  36-year-old 
bioresearclier  is 
"how  employers 
dictate  our 
401(k)  choices'' 


directed."  That's  why,  since  leaving 
Rhone-Poulenc  Rorer  a  few  months 
back,  Banapour  has  rolled  over  most  of 
his  $47,000  in  savings  into  an  individ- 
ual retirement  account  (ira)  at  T. 
Rowe  Price  Associates,  which  he  favors 
for  its  low  costs,  wide  selection  of 

EQUITIES 


funds,  and  flexibility. 

Do  you,  like  Ba- 
napour, feel  under- 
whelmed by  the 
investment  options 
in  your  company's 
retirement  plan? 
Unfortunately,  you 
won't  be  able  to  lib- 
erate your  savings 
until  you  and  your 
employer  part.  Yet 
you  can  set  up  spe- 
cial accounts  on  your  own  to  supple- 
ment your  employer's  plan.  You  may 
want  to  do  that  even  if  you  like  the 
investment  choices  you  have  at  work 
but  find  yourself  bumping  up  against 
the  $9,500  annual  ceiling  on  pretax 
contributions. 

To  get  the  most  from  all  your  re- 
tirement accounts,  the  trick  is  to  fund 
them  systematically.  Think  of  all  the 
options  as  a  cascading  series  of  savings 
pools  that  you  want  to  fill  each  year 
according  to  your  ability  and  in  the 
right  order. 

First,  regardless  of  how  cheesy  your 
employer's  plan  may  be,  keep  ftmding  it 
to  the  annual  maximum  of  $9,500  as 


DOMESTIC 


INTERNATIONAL 


LARGE-COMPANY 

SMALL-COMPANY 

DEVELOPED 
WORLD 

EMERGING 
MARKETS 

REAL  ESTATE 

VALUE 

GROWTH 

INDEX 

VALUE 

GROWTH 

REITS 

\                        $25,000  PORTFOLIO 

0 

VANGUARD 
SMALL  CAP 
652-7447 

WARBURG  PINCUS 
INTl  EQUITY 

927-2874 

0% 

0% 

10% 

0% 

0% 

16% 

0% 

0% 

0% 

0% 

12% 

0% 

0% 

19% 

0% 

0% 

0% 

0% 

17% 

0% 

0% 

20% 

0% 

0% 

$100,000  PORTFOLIO 

VANGUARD 
SMALL  CAP 
862-7447 

WARBURG  PINCUS 
INT'L  EQUITY 
927-2874 

0% 

0% 

10% 

0% 

0% 

16% 

0% 

0% 

0% 

0% 

12% 

0% 

0% 

19% 

0% 

0% 

0% 

0% 

17% 

0% 

0% 

20% 

0% 

0% 

$300,000  PORTFOLIO 

DODGE  & 
COX  STOCK 
621-3979 

HARBOR  CAPITAL 

APPRECIATION 

422-1050 

VANGUARD 
SMALL  CAP 
662-7447 

VANGUARD 
INTl  GROWTH 
662-7447 

MONTGOMERY 
EMRGING  MKTS 
572-3863 

COHEN  &  STEERS 

REALTY 

437-9912 

11% 

9% 

7% 

0% 

0% 

12% 

4% 

7% 

14% 

11% 

9% 

0% 

0% 

14% 

5% 

7% 

19% 

14% 

11% 

0% 

0% 

15% 

5% 

6% 

$1  MILLION  PORTFOLIO 

DODGE  & 
COX  STOCK 
621-3979 

HARBOR  CAPITAL 

APPRECIATION 

422-1050 

LONGLEAF PARTNERS 
SMALL  CAP 
445-9469 

N/l  MICRO 

CAP** 

686-3742 

VANGUARD 

INT'L  GROWTH 
662-7447 

MONTGOMERY 
EMRGING  MKTS 
572-3863 

COHEN  &  STEERS 

REALTY 

437-9912 

12% 

8% 

0% 

5% 

2% 

12% 

4% 

7% 

14% 

11% 

0% 

6% 

3% 

14% 

5% 

7% 

19% 

14% 

0% 

7% 

4% 

15% 

5% 

6% 

•Fund  expects  to  close  after  8/31/97 
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long  as  your  contributitjns  are  matched. 
If  your  employer  gives  you,  for  exam- 
ple, 50?  for  every  dollar  you  invest  in 
your  401(k),  that's  free  money.  Take  it. 

Once  you've  gi'abbed  eveiy  free  buck, 
keep  saving  in  your  401(k)  with  un- 
matched contributions.  But  as  soon  as 
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you've  saved  as  much  that  way  as  you 
can — or  if  your  employer's  investment 
options  are  wholly  uninspiring — your 
next  step  is  to  open  an  ira.  Do  this 
even  though  none  of  your  contributions 
($2,000  a  year  maximum,  plus  $2,000  for 
a  spouse)  will  be  deductible  from  cur- 
rent income,  as  they  are  for  iras  funded 
by  people  who  don't  have  employee- 
sponsored  I'etirement  plans  or  who  earn 
less  than  $50,000.  Do  it  because  your 
savings  will  compound  without  being 
taxed  until  you  begin  taking  with- 
drawals, which  you  needn't  do  until  age 
lOV^.  Do  it  also  because  it  gives  you  a 
chance  to  invest  in  better  funds  than 
those  available  in  your  401(k).  Finally, 
do  it  even  though  you  may  be  able  to 
contribute  more  in  aftertax  dollars  to 
your  company  p\an  than  the  $9,500  pre- 
tax limit.  Yes,  your  money  would  gi'ow 
thei'e  under  the  company  plan's  tax  shel- 
ter, but  you'll  be  putting  still  more  mon- 
ey in  an  account  . . 
you  have  limited   ■  MYRA  AND 

control  over.  SAMUEL  GREEN 

What  should 

you  do  next?  If  StF-l HAs  alloW 
you've  put  all  you  ^^y,,^^,,.^ 
can     mto  your 

401(k)  and  you've  tO  (U'JCr  tOXCS  OH 
maxed  out'  your        /^/jo,^^  ^nfj^-^. 
annual  ira  contn-     '  . 

bution,  your  next  eaniilip,  Of 

move  is  simply  to   S24.000  mUX 
open  a  regular  m- 
ve.stment  account 

with  a  discount  broker  In  this  account, 
you  needn't  ti'ade  stocks  and  bonds — 
though  those  are  available  to  you — but 
you  will  be  able  to  purchase  and  hold 
mutual  funds,  such  as  those  in  oiu'  table, 
which  complement  the  funds  in  your  iRA 
and  401(k).  For  example,  if  your  401(k) 
offers  a  good  growth-stock  investment 
option,  don't  attempt  to  duplicate  that  in 
your  br'okerage  account.  Try  instead  to 
fill  the  gaps  in  your  employer's  plan. 

The  difference  between  qualified  re- 
tir-ement  plans  and  this  regular  broker- 
age account  is  that  you'll  be  (jbliged  to 
pay  taxes  each  year  on  any  dividends 
or  capital  gains  generated  by  the  funds 
in  the  account.  To  minimize  the  tax 
bite,  Jane  King,  president  of  Fairfield 
Financial  Advisers  in  Wellesley,  Mass., 
suggests  sticking  to  stock  funds  that 
don't  turn  over  their  holdings  very  of- 


ten. One  fund  in  our  table  that  trades 
infrequently  and  generates  little  in  an- 
nual capital  gains  is  Dodge  &  Cox 
Stock,  which  holds  its  shares  for  an  av- 
erage of  10  years  before  selling.  An- 
other low-turnover  choice  is  Schwab 
1000,  a  stock-index  fund  that,  like  all 
funds  that  track  indexes,  sells  rarely. 
Little  trading  activity  also  lowers  the 
fund's  commission  costs.  Those  savings, 
plus  lower  taxes,  let  your  gains  com- 
pound more  swaftly. 


Saving  When 
You're  Self-Employed 

The  janitorial  business  Myra  and 
Samuel  Green  are  building  in 
Austin,  Tex.,  is  barely  more  than  a 
year  old.  Still,  the  Greens  know  they 
should  be  setting  aside  some  of  the  rev- 
enue from  Sammee's  Cleaning  Service 
for  their  retirement.  They  just  don't 
know  how.  "There  is  so  much  informa- 
tion out  there,"  says  Myra  Green.  "I'm 
just  looking  for  a  good  place  to  start." 

Well,  Ms.  Green,  remembei'  this 
acronym:  sep-ira,  or  Simplified  Em- 
ployee Pension-Individual  Retirement 
Account.  With  a  sep-ira,  the  self-em- 
ployed can  put  aside  as  much  as  15%  of 


their  earnings  each  year,  to  a  maxitan 
of  $24,000.  And  you  can  do  this  evi  i 
you  or  your  spouse  works  for  a  coi^J 
ny  with  its  own  retirement  plan,  as  jiei 
Ms.  Green,  an  office  manager  at  a  ^ 
conductor  maker  The  key  is  havii^ ; 
profitable  business,  whether  it's  a  il, 
time  occupation,  as  the  janitorial  ai 
vice  is  for  Mr  Green,  or  a  consuljn" 
practice  you  maintain  alongside  a  b: 
porate  career. 

Setting  up  a  sep-ira  is  httle  n 
difficult  than  ope 
a  regular  ira. 
fact,  the  main  t 
plication  to  a  si:i 
is  the  wicked  I  , \ 
cular  calculatmn 
Internal  Re\t 
Service  demands 
fore  you'll  kmiu 
much  in  tax 
earnings  you 
ceived  from  \ 
business  in  the  ] 
year  and  how  1 1 
you  can  contnlmi 
your  retirenic'it 
count.  One  dept 
on  the  other.  R; 
K.  Grant,  an  acc< 
tant  at  Miami's  P 
risen,  Brown,  A 
&  Co.,  says  poji 
income-tax  softv 
programs  such 
TLU'boTax  crunch 
numbers  in  a  si 
so  if  you  havi 
computer  or  an 
countant  does  > 
taxes,  don't  d: 
yourself  nuts  d( 
it  by  hand. 
ASSET  POOL.  C 
you've  set  up  a 
ira,  the  more  im 
If  tant  issue  will 

how  to  allocate  your  savings  among 
ferent  investments.  Here  is  where 
table  on  page  62  comes  in.  For  sm; 
portfolios  of  $25,000  or  less,  no  n 
than  four  mutual  funds  are  needed,  i 
deed,  the  smallest  accounts  can  get 
with  a  short-term  bond  fund  an 
large-company  index  fund,  such  as 
Solon  Short  Duration  Three-Year  R 
and  Schwab  1000  funds  in  our  tabU 
As  your  business  grows  and  youi' 
tirement  account  swells  along  vnth  it 
should  the  number  of  funds  in  y 
portfolio.  You  also  should  view  the  fij 
in  your  SEP-IRA  as  one  piece  of  a  fii 
cial  puzzle  that  might  also  include  fu 
you've  rolled  over  fi'om  a  previous 
into  an  ira  or  investments  held  in  y 
spouse's  401(k).  "You  want  to  loot 
these  as  a  whole  pool  of  assets,"  s 
King,  and  choose  funds  to  suit 
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I^E  for  a  Limited  Time. .  A  CD  ROM  Preuiew  of 

rhe  Tod  New 


Now 

Web  Enabled 


Data  Warehousing 
oftware 


> 


When  20(1000  IS  mxinagers  were  asked  to 
cfmose  the  top  software  for  data  warehousing, 
their  answer  had  a  familiar  ring: 

SAS"  software  from  SAS  Institute. 

As  the  only  end-to-end  solution  for  ra\nd  data 
warehousing,  SAS  software  delivers  eveiytliing 
you  need  to  manage,  organize,  and  exjjloit  yoiu- 
business  data.  The  tools  you 
use  to  build  a  data  ware- 
house ai'e  the  same  ones  used 
to  mainttiin  it... mm  it... and 
change  it.  And  what's  more, 
eveiythmg's  scalable.  Jimip 
iTglit  bito  youi'  enteii)rise- 
wide  intonnation  delivery 
applications... or  start  small 
and  build  on  yom*  success.  ' '  " ' 

SAS  software  doesn't  consimie  overhead  f<tr 
<latal)ase  featmes  you  don't  need.  And  once  you 
have  data  ui  die  warehouse,  you'll  find  eveiytliing 
you  need  for  data  (pieiy  and  reporting,  OLAP/ 
multi-dimensional  analysis,  data  mining,  datal)ase 
mai  keting,  data  visualization,  and  much  more. 
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Protluct 

'i/"""'Year 
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PRODUCT 

OF  THE 

YEAR  1996 


SAS  Institute 

Software  for  Successful  Decision  Maldng 

Phone  919.677.8200    In  Canada  1.800.363.8.397 

Yon  can  also  re([iiest  your  free  CD  ROM  by  visiting; 
us  on  the  World  Wide  Wei)  at  http://wMW.sas.coni/ 


E-mail:  bw@sas.com 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.  Copyngtit  c  /997  by  SAS  Institute  Inc. 


Institute. 


whole,  not  any  one  account.  All  told, 
you  need  no  more  than  9  or  10  funds  of 
the  kind  our  table  shows  for  portfolios 
of  $1  million  or  more. 

For  the  self-employed  whose  busi- 
nesses soar,  Keogh  plans  make  a  better 
choice  because  they  allow  higher  levels 


RETIREMENT  GUIDE 


of  pretax  annual  savings— 25%  of  earned 
income,  up  to  $30,000  a  year.  That  can 
be  especially  helpful  to  older  business- 
people  who  find  themselves  trying  to 
catch  up  on  their  retirement  savings 
with  a  limited  number  of  years  to  do  it 
in.  P'or  the  self-employed  with  plenty 
of  free  cash  flow,  Keoghs  "are  still  a  li- 
cense to  steal,"  says  Cincinnati  finan- 
cial planner  Michael  Hengehold. 

Making  Your  Holdings 
Go  The  Distance 

In  his  37  years  as  a  Procter  &  Gamble 
exec.  Bob  Beiring  counted  himself 
lucky,  the  beneficiary  of  one  of  Amer- 
ica's most  generous  retirement  plans.  So 
how  come  in  the  months  after  his  1994 
retirement,  he  became  a  nervous  wreck? 

Like  many  retirees,  Beiring  left  the 
corporate  fold  with  a  multimiUion-dollai' 
nest  egg — in  his  case,  a  pile  of  p&c 
stock.  At  first,  he  played  the  options 
market,  deriving  extra  income  by  selling 
eovei'ed  calls,  which  works  well  in  a  flat 
or  falling  market.  But  soon,  p&r,  shares 
began  climbing,  and  Beiring  was  forced 
to  sell  stock  to  make  good  on  the  op- 
tions contracts  he  had  sold.  "I  had  all 
this  money  in  my  hands,  and  I  couldn't 
sleep  at  night,"  he  says.  That's  when 
he  decided  to  find  a  financial  planner  to 
help  him  reallocate  his  holdings  among 
an  array  of  mutual  funds  and  cori)orate 
bonds.  "I'm  not  an  expert,"  he  says.  "I 
was  happy  to  turn  it  over." 
COSTLY  COUNSEL.  If  you  have  retired— 
or  are  planning  to  soon — you  might  do 
the  same.  But  be  prepared  to  pay.  Some 
planners  charge  as  much  as  $2,500  for 
an  initial  plan  and  then  1%  of  your  as- 
sets annually.  For  a  $1  million  portfolio, 
that's  $12,500  in  the  first  year  and 
$10,000  or  more  thereafter.  Likewise, 
bank  trust  accounts  and  brokerage 
"wrap"  accounts  often  cost  at  least  1% 
of  assets.  All  fees  are  negotiable — it 
never  hurts  to  ask  for  a  discount — but 
the  point  is,  truly  customized  planning 
doesn't  come  cheap. 

Still,  investing  your  retirement  sav- 
ings is  not,  despite  what  some  planners 
will  tell  you,  brain  surgery.  "None  of 
what  we  do  is  beyond  the  ability  of  a 
person  who  has  been  able  to  bank  a 


milhon  bucks  in  their  lifetime,"  concedes 
Hengehold,  Beiring's  adviser. 

If  you  do  decide  to  manage  youi-  own 
savings,  the  first  thing  you  must  do  is 
get  control  of  the  money.  That  means 
having  however  much  or  little  you've 
built  up  in  your  employer's  plan  paid 
to  you  in  a  lump  sum  and  moving  it 
via  what's  called  a  trustee-to-trustee 
transfer  into  a  custodial-rollover  ira. 

To  do  that,  fii'st  open  a  rollover  ira 
at  a  discount  broker.  Then,  tell  your 


employer  you  plan  to  move  your  retire- 
ment savings  into  an  ira,  and  supply 
the  account  nimnber  Employers  ty]Dical- 
ly  will  prepare  a  check  made  out  to  the 
ira  tnistee  "fbo" — For  the  Benefit  Of — 
the  employee.  This  could  take  as  little 
as  five  days,  but  some  slowpoke  em- 
ployers need  nudging.  Once  you  get  the 
check,  mail  it  or  carry  it  to  the  bro- 
ker's office  with  youi"  account  application 
and  instiTictions  to  place  the  proceeds  in 
a  money-market  account  within  60  days 
after  the  check  was  issued.  (Wait  too 
long  and  the  government  will  consider 
the  check  a  retirement  distribution  and 
tax  you  on  it.)  After  the  check  clears, 
you  can  move  funds  from  the  money- 
market  account  into  a  variety  of  mutual 
fimds,  such  as  those  on  page  62. 

When  you  retire,  you'll  also  have  the 
chance  to  take  the  money  directly.  But 
you'll  be  obliged  to  pay  taxes  on  it. 
And,  even  though  tax  law  lets  you 
spread  that  pain  over  the  fii'st  five  years 


of  your  retii-ement,  you'll  still  windip 
worse  off.  Planners  say  that  stratty 
rarely  leaves  you  with  more  money  tm 
if  you  keep  sheltering  youi"  savings  fitn 
taxes  while  letting  it  grow  in  an  ir.' 

Focus  next  on  setting  up  your  ot 
investments.  First,  place  your  n('st 
in  a  money-market  account  at  your  1 
ker.  If  your  federal  tax  rate  is  28*^^ : 
higher,  a  tax-exempt  fund  is  very  lil- 
the  best  choice.  Next,  choose  om 
the  mutual-fund  portfolios  outlined: 
our  table. 

How  do  you  di' 
on  your  accou 
Planners  suggest  t 
you  estimate  1 
much  you  will  w 
to  withdraw  in  y 
first  two  years  of 
tirement.  That's 
amount  you  th 
you'll  need  for  al 
your  early  retii'eni 
expenses  that  wi 
be  covered  by  p 
sion  payments,  So 
Security,  or  incc 
from  rental  pro] 
ties  or,  perhaps, 
part-time  job.  Ki 

■  Bob  BeiriniI 

'7  had  all  this  ' 


money'  in  my 
hands,  and  I 
couldn  't  sleep 
at  night, "  says 
the  ex-P&G  exec. 
'I'm  not  an  exp\ 


that  much  in  your  money-market 
count.  Also,  don't  opt  to  reinvest  the 
terest,  dividends,  and  capital  gains  y 
mutual  fimds  will  distribute.  Instead, 
rect  those  cash  flows  into  yom-  mon 
mai-ket  accoimt.  Each  yeai;  you  can  e 
uate  your  spending  and  decide  whet 
you're  flush  enough  to  plow  those  e£ 
ings  on  your  nest  egg  back  into  mul 
fimds  or  whether  your  spending  is  hih 
er  than  you  estimated. 

Eventually,  you'll  probably  also  ni 
to  cash  in  some  stock-  or  bond-fil 
shai'es  to  pay  for-  a  vacation  home,  ni. 
gifts  to  kids,  meet  unexpected  expen.' 
or  simply  to  refill  youi-  cash  account, 
those  cases,  says  Minneapolis  plan 
Robert  Markman,  penise  yom-  funds  : 
sell  some  of  those  that  have  done  \)< 
"You  can  wander  the  fields  of  your  pit 
folio  and  ask:  'Which  fruit  is  ripe  ad 
ready  for  picking?'"  he  says.  "Oncep" 
twice  a  year,  you  pick  some  to  eat." 

By  Robert  Barker  in  New  Yir. 
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After  all,  people  are  different.  Jobs  are  different.  Companies  are  different.  And  people 
need  different  types  of  computers  to  get  their  jobs  done.  Some  need  powerful  PC's  and 
workstations.  Some  need  light  and  powerful  laptops.  Some  need  hand-held  devices.  Some 
need  simple  terminals  running  off  a  network.  And  some  need  a  combination  of  machines. 

Computers  must  be  different  to  meet  the  different  demands  people  have  in  their  jobs. 

And  the  reason  computers  can  be  different  is  because  Microsoft"  Windows"  is  the  same. 

This  benefits  everyone  in  your  organization.  If  you're  the  one  actually  using  the  computer, 
for  example,  Windows  looks  and  acts  the  same  familiar  way  wherever  you  see  it,  so  you 
can  move  from  one  device  to  another  without  having  to  learn  anything  new. 

If  you're  the  one  managing  the  computer  system,  the  Windows  platform  makes  your 
life  automatically  simpler;  you  can  deploy  different  systems  in  different  departments  for 
different  jobs  and  maintain  them  as  if  they're  the  same. 

And  if  you're  the  one  paying  for  the  system,  you  spring  for  just  as  much  computing  power 
as  you  need  for  each  employee.  Not  less,  not  more.  And  your  employees  end  up  with  the 
tools  they  need  to  get  their  jobs  done. 

Windows  is,  above  all,  flexible. 

So,  let's  rephrase  the  question.  Can  you  plug  all  types  of  people  into  one  operating  system? 
Yes. 


Where  do  you  want  to  go  today?"  www.microsoft.com/windows/ 


There's  Never  Any  Reason 
For  Us  To  Be  Bored' 

You  can  he  as  active  and  mobile  as  ever  in  retirement- if  you  plan  for  it 


When  Edna  Cohen  first  logged 
on  to  the  Internet  a  few  years 
ago,  she  was  too  ovei-whelmed 
to  use  it.  But  Edna,  79,  and 
her  husband,  Aai-on,  80,  a  retired  De- 
fense Dept.  statistician,  are  giving  it 
another  shot:  The  Delray  Beach  (Fla.) 
couple  is  signing  up  for  a  one-week  In- 
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ternet  course  at  an  elder  hostel  at 
Mary  Washington  College  in  Freder- 
icksburg, Va.  After  that,  they're  off  to 
Baltimore  for  a  class  on  the  paintings 
of  Marc  Chagall.  Such  trips  are  mere 
jaunts  for  the  Cohens,  who  regularly 
travel  to  Africa  on  safari.  "I  am  mad 
for  wild  animals,"  says  Edna.  "There's 


never  any  reason  for  us  to  be  bored." 

More  and  more  retirees  like  the  Co- 
hens, in  good  health  and  with  their  fi- 
nances in  ordei;  are  packing  their  days 
full  of  learning  and  adventure.  And  they 
are  doing  it  with  more  energy  and  en- 
thusiasm than  college  kids  on  summer 
break.  Others,  pursuing  lifestyles  once 
reserved  for  the  rich  and  famous,  are 
settling  into  bicoastal  I'outines  to  share 
time  wath  far-flung  fiiends  and  relatives. 
MORE  CHOICES.  Then  there  are  those 
who  really  don't  retire  at  all.  Instead, 
they  an-ange  to  go  right  on  doing  what 
they've  always  enjoyed,  albeit  at  lower 
pay  or  through  volunteer  work.  "When 
my  father  retired,  he  put  his  feet  up, 
turned  on  the  TV,  and  waited  to  die," 
says  Eugene  Slevin,  74.  a  retired  mar- 
keting consultant  in  Peoria,  111.  "I  want 


to  die  with  my  boots  on."  Slevin 
volunteers  several  hours  a  week  to 
low-income  families  prepai'e  their  U 

Sure,  there  will  be  time  to  kick 
if  that's  what  you  really  want.  Bu' 
retirement  game  has  changed  drast 
ly  in  recent  times.  That's  mostly  g 
but  it  can  also  make  planning  for  t 
golden  years  vastly  more  complic 
than  in  generations  past.  Cai'eful  pr 
ration  is  the  key.  "For  the  fii'st  tire 
history,  older  people  have  a  plethor 
choices,"  says  Ruth  Cohen,  a  Bea 
ton  (Ore.)  geriatric  specialist  (no  relj 
to  Edna  and  Aaron).  "But  unless 
have  a  plan,  you're  not  likely  to 
what  you  want." 

For  starters,  do  your  homework 
fore  you  pack  it  in.  "Try  to  sche( 
out  how  long  youi'  funds  will  last," 


Hot 
Retirement 
Locales 

The  vital 
statistics, 
advantages,  and 
drawbacks  of 
some  of  the 
most  popular 
communities 


PUCE 

FAIRHOPE,  ALA. 


POPUUTION 

BY  COUNTY 


PER  CAPITA 
INCOME 


LEISURE 
ACTIVITIES 


CRIME  RATE* 

PER  100,000 


CLIMATE 


127,C 


$21,000      Golf,  boating,  beaches 


3,277  T 


Subtro 


PRESCOTT,  148,600       $18,800      Golf,  hiking, 

PRESCOTT  VALLEY,  ARIZ.  Sightseeing 


DURANGO,  COLO. 


40,000  $22,700 


Skiing,  hiking,  resident 
symphony 


3,662  V 


5,047 1 


Semi-a| 
mountcl 

Seasonlf 
tern  per  Br 


PORT  CHARLOTTE,  FLA. 


140,000  $21,750 


Golf,  coastal  boating,  3,194  V  Subtrofl 
beaches  i 


CAMDEN,  ME. 


38,500 


$23,600 


Coastal  and  inland 
water,  parks 


3,225  T 


Season^' 
temperiiff' 


PETOSKEY,  28,300 
HARBOR  SPRINGS,  MICH. 


OXFORD,  MISS. 


34,600 


$25,300 


$17,300 


Great  Lakes  boating,  4,641  T  Seasonj 
beaches,  fishing  tempera 


University  arts,  hiking,  7,227  A 
parks 


Almost  1 
subtropSI 


BRANSON,  MO. 

35,300 

$21,900 

Lakes,  hiking,  national 

5,740  A 

Hot, 

forests,  country  music 

continei 

LAS  VEGAS 

1,060,000 

$26,400 

Gambling,  golf,  theater 

6,936  A 

Arid,  de 

and  symphony,  parks 

TRYON,  N.C. 


16,000  $26,300 


SAN  JUAN  ISLANDS,  WASH.     12,400  $32,500 


Lake  Lanier,  national  1,975  ▼ 
forest 

Boating,  beaches,  3,519  V 

parks 


SeasonJ 
tempera 

Marine  ' 
climate 


*▼  means  the  figure  is  below  the  national  average  by  10%  or  more;  ▲  means  it  exceeds  the  average  by  at  least  10%;  ■  indicates  it's  v«ithin  plus  or  minus  10 

DATA:  DAVID  ^AVAGEAU,  AUTHOR  OF  RETIREMENT  PLACES  RATED:  WOODS  &  POOLE  ECONOMICS  INC 


■  BiCOASTAL 
Thanks  to  smart 
planning,  Boh 
and  Terr)' Ball 
are  able  to 
maintain  houses 

'/  Florida  and 

alifornia 


are  you'll  be  glad  to 
get  back  home  after 
a  few  months  in 
that  cramped  Rv. 
And  if  you  don't 
need    that  much 
house,  you  still  have 
the  option  to  sell 
and    move.  "The 
truth  is,  most  re- 
tired Americans 
don't  really  want  to 
spend  the  rest  of 
their  lives  traveling  in  a  motor  home — 
even  if  many  think  they  do,"  says  Dale 
Preator,  a  Los  Angeles  financial  planner 
for  American  Express  who  teaches  re- 
tirement seminars. 

One  populai-  option  for  retirees  ready 
to  trade  in  the  old  famOy  homestead  is  a 
continuing-care  community,  a  soit  of  all- 
in-one  solution  for  gi'owing  older  (BW — 
Feb.  17,  1997).  For  a  hefty  entry  fee 
or  endowment — typically  $100,000  to 
$300,000 — retirees  are  guaranteed  a 
range  of  options  from  completely  inde- 
pendent li\ing  right  tlirough  to  the  time 
they  require  full-time  nui'sing  care. 
That's  why  dozens  of  such  communities 
are  spilnging  up  fr-om  CalifoiTiia  to  Con- 
necticut. Evergreen  Woods  in  North 
Branford,  Conn.,  for 
instance,  boasts  246 

AVAILABILITY  _   apartments  and  a  50- 


1(1  Kahn,  an  accountant  who  spe- 
zes  in  retirement  at  Goldstein,  Gol- 
Kessler  in  New  York.  If  you  don't 
!  enough,  keep  working  and  saving, 
a  there  is  the  issue  of  health  care: 
long-term-care  insurance  while  it  is 
affordable — well  before  you  reach 
That  way,  you'li  be  able  to  enjoy 
tever  way  of  living  you  choose  well 
old  age. 

nee  you  retii-e,  the  biggest  dilemma 


IS  whej'e  to  live.  For  many,  the  urge  to 
cash  in  the  house  and  move  to  some 
exotic  locale  or  finally  take  that  deluxe 
around-the-world  cruise  is  irresistible. 
But  even  aside  fi'om  financial  consider- 
ations, that's  a  huge  mistake.  A  much 
better  plan  is  to  hold  on  to  your  house 
for  a  few  years,  even  if  it  seems  too 
big.  Instead,  rent  it  out  while  you  tiy 
your  fantasy  life.  Then,  if  you  tire  of 
the  fantasy,  you're  not  stuck.  Chances 


HEALTH  CARE 


PROS/CONS 


4  hospitals,  82  office-based 
physicians 


+  Near  Mobile,  Ala.;  good  arts  scene;  low  crime 
-  Hurricane-prone;  rising  housing  costs 


2  hospitals,  99  office-based 
physicians 


+  Victorian  architecture;  low  crime;  growing  economy 
-Traffic  congestion;  few  restaurants 


1  hospital,  51  office-based 
physicians 


+  Mountain  college  town;  Victorian  architecture 

-  Cold,  snowy  winters;  high  housing  costs;  remote  location 


3  hospitals,  110  office-based 
physicians 


+  Low  crime;  growing  economy;  Gulf  locale 
-Torrid  summers;  few  cultural,  artistic  amenities 


1  hospital,  51  office-based 
physicians 


+  Coast  location;  low  crime;  good  arts 

-  Cold  winters;  costly  housing;  dim  employment  forecast 


1  hospital,  81  office-based 
physicians 


+  Low  crime;  wonderful  outdoor  recreation 

-  Severe  winters;  far  from  major  cities;  slow  job  growth 


1  hospital,  38  office-based 
physicians 


+  College  town;  good  arts  and  culture;  low  taxes  on  retirement  income 
-  Humid  summers;  high  property-crime  rate;  limited  outdoor  recreation 


1  hospital,  13  office-based 
physicians 


+  Low  cost  of  living;  nearby  water  recreation;  growing  economy 
-  High  property  crime  rate;  wet  winters 


7  hospitals,  743  office-based 
physicians 


+  Mild  winters,  expanding  economy;  big-city  amenities  like  public 

transportation;  lots  of  performing  arts 
-  High  crime;  congestion  and  sprawl;  scorching  summers 


1  hospital,  12  office-based 
physicians 


+  Mild  climate;  low  crime;  horse  country 

-  Lack  of  big-city  arts;  poor  employment  outlook 


0  hospitals,  16  office-based 
physicians 


+  Unspoiled  environment;  low  crime;  no  congestion 
-  Isolation;  accessible  only  by  ferr^;  rising  housing  costs 


**  Forecasts  are  for  new  jobs  in  finance,  insurance,  real  estate,  retail  trade,  and  services — Industries  in  which  older  adults  find  most 
opportunities,  ■  means  roughly  the  same  growth  rate  as  the  U  S.  average  of  11.3%;  ▲  is  at  least  twice  the  average;  ▼  is  slower. 


bed  nursing  home  on 
an  88-acre  complex. 
The  campus  includes 
a  bank,  beauty  salon, 
library,  swimming 
pool,  and  gym. 

If  nonstop  travel 
or  a  deluxe  retire- 
ment community  is 
beyond  your  reach, 
consider  ways  to 
lighten  your  financial 
load.  One  obvious  so- 
lution is  to  move  into 
a  smaller  house. 
"You  have  to  look  at 
your  principal  resi- 
dence and  ask  your- 
self: Do  I  really  need 
that?  If  you  need 
more  income,  it's 
time  to  shift  your 
portfolio,"  says  Kahn. 
If  you  are  deter- 
mined to  keep  your 
house,  consider  a  re- 
verse mortgage — 
borrow  against  the 
equity  in  the  house 
and  use  the  monthly 
payments  to  live. 
The  rub:  Over  the 
years,  you'll  deplete 
your  equity,  so  you 
may  wind  up  leaving 
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■  Doww  East 

(kimdm.  Me.,  is 
a  postcard-pretty 
Airw  England 
town  with 
dazzling  autumn 

ge,  nearby 
mountain  trails, 
and  a  rich 
maritime  history 


In  Country 


little  to  your  heirs. 
Tax  planning  is 

another  concern.  Ob-  ^/-^^^j.^O//,  Mo.,  is 
viously,  those  tree 

and  clear  of  a  mort-  Convenient  tO 

gage  are  in  the  best  /^•/.-  ^^^m 
position.  But  II  you  o  .       .  o' 

have  a  small  mort-  and  swimming- 

gage,  almost  all  of  it  ^ 
IS  paying  tor  princi-  , 
pal,  so  you  are  los-   lotW  S  parudisc, 
ing  tax" deductions.  ifsaCOUUtr}^ 
It  may  pay  to  in- 
crease your  deduc-   COUSm  lO 
tions  with  a  home- 
equity  loan.  With 
the  money  you  save 
in  deductions,  you 
could  take  a  vacation 
or  luit  a  new  roof  on 
the  house.  And  if 
you    have  savings 
in  Treasury  bonds, 
spend  that  money  as 
it   matures  before 
dipping  into  taxable 
pension  assets. 

The  trick,  howev- 
er, is  to  go  beyond  fi- 
nancial considerations 
in  mapping  out  your 
golden  years.  Don't 
think  strictly  in 
terms  of  selling  your 
house  for  monetary  gain.  Instead,  make 
sure  to  focus  equally  on  the  all-impor- 
tant issue  of  what  it  is  you  actually 
want  to  do  and  how  you  want  to  spend 
your  time.  Then  ask  yourself  how  much 
money  you'll  need  to  do  it.  The  secret  to 
success,  in  all  cases,  is  to  develop  deep 
interests  outside  work — years  before 
the  boss  hands  over  the  gold  watch. 
"Playing  golf  sounds  wonderful,"  says 


Jeff  Rosenfeld,  a  New  York  geriatric 
specialist.  "But  that  doesn't  last  long. 
Successful  retirees  have  passions  out- 
side of  work." 

But  remember:  One  person's  dream 
I'etirement  is  another's  nightmare.  Take 
Eric  Daniel,  a  retired  Memorex  execu- 
tive who,  with  his  wife,  Ai'lene,  raised  a 
daughter  and  a  son  in  a  five-bedroom 
house  in  Woodside,  Calif.  The  Daniels 


don't  enjoy  traveling  and  aren't  mr- 
ested  in  playing  endless  rounds  of  oil 
and  tennis.  Ti-ained  as  a  physicist,  it 
has  always  been  passionate  about  pat- 
ing.  So  the  Daniels  sold  then-  aging  Jn- 
ily  house  "when  the  dooi-ways  sta  ^ 
looking  like  parallelograms  instcai 
rectangles."  Now,  the  couple  lives  ; 

much  smaller  hcst 
five  minutes  a  ' 
in  Redwood  ( 
where  Daniel 
converted  the  ; 
room  into  a  21-1 
by-12-foot  stu 
The  renovation 
easily  coveicil 
the    capital  i 

foliage,  nearby     pocketed  uixm  : 

ing  their  old  I  in 
And  they  got  a 
tax  break  to  b 
The  first  $125, 
was  tax-free 
cause  the  Danl 
were  over  55. 

FAMILY  MATTERS.?! 

creasingly  for  mr 
older      Americ; ; 
where  and  how  n 
live  is  dictated  ii 
much   by  com] 
family  situations 
by  per'sonal  intert 
And  in  an  age  ol 
vorce  and  increa 
longevity,  mult 
marriages  seem 
rule  rather  than  : 
exception.  That 
mean  step-gi'andc 
dren  and  count  I 
other  relatives  to 
it.   For  Terry  ; 
Bob  Ball,  both  v 
owed    when  ti 
maiTied  in  1995, 
dilemma  of  hav 
families  and  lifeli 
friends  on  differ 
sides  of  the  coun 
nearly  proved  a  d 
breaker.  So  Teny, 
and  Bob,  74,  com) 
mised:  They  live 
ternate  months 
Melbourne,  Fla.,  ; 
Malibu,  Calif. 
Balls  are  not  mc 
stars  with  deep  pockets.  But  thank> 
savvy  investments  and  smart  planni 
they  are  able  to  swing  this  pattern  v 
ease — and  with  frequent-flier  miles 
spare. 

Bob,  a  retired  Lockheed  engin  i 
with  thi'ee  sisters,  tlii'ee  sons,  and  v;i 
ous  grandchildren,  all  in  California,  Id 
been  living  in  an  upscale  trailer  p;i? 
in  Mahbu's  Paradise  Cove,  one  of  e 


■Waterworld 

San  Juan 
Islands,  Wash., 
offer  a  temperate 
'  I i mate- and  the 

dendid 

olation  of  a 
community 
reachable  by 
ferij  only 
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V  4?  ^  if 
c  <3^-   ^  4>  ^ 


Introducing  The  Extremely  Smart,  Highly  Personalized, 
Remarkably  Simple  Retirement  Planning  Analyzer  From  T.  Rowe  Price. 


s  powerful  software  not  only  calculates 
ether  you're  saving  enough  for  retirement  — 
3kes  a  smarter  approach. 

yeloped  with  the  assistance  of  Lynn  Hopewell,  one 
:he  country's  most  respected  independent  financial 
nners,  only  our  software: 

!ccurately  treats  nondeductible  IRAs,  variable 
innuities,  and  after-tax  contributions  to  401(k)  plans 

illows  for  tiered  matching  schedules  for  401(k) 
lians  —  up  to  three 

Hjtomatically  calculates  your  retirement  tax  rates 


•  maximizes  your  projected  retirement  account's 
cash  flow  through  proprietary  smart  logic 

The  cost?  Just  $19.95  —  and  available  only  from 
T.  Rowe  Price  —  the  company  recognized  for 
developing  highly  acclaimed  retirement  planning 
tools.  Call  today. 

1-800-541-6007 

www.troweprice.com 

Software  availabk'  on  both  CI)  and  diskette. 


hwest  With  Confidenre 

T.RoweRrice 


'Ik 


n  iIk'  T.  Rowe  Price  Retirement  Phmning  An;dyzer,  you  need  an  IBM "  -compatible  PC  running  Windows  31  or  above.  A  486  processor  or  greater  is  recommended,  tou  also  need  8  MB  free  space 
<  MB  of  RAM.  AVGA  monitor  with  256  color  or  better  video  card  is  required,  .\llow  4  to  6  weeks  delivery.  T.  Rowe  Price  is  a  registered  trademark  of  T,  Rowe  Price  Associates,  Inc.,  and  all  other 
marks  are  the  property  of  their  respective  owners.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  Lynn  Hopewell,  president  of  The  Monitor  Group,  Inc.,  is  a  consultant  for  T,  Rowe  Price. 


the  net  is  all  about  breaking  cl  o  w  n  walls,  how  do  yon  make  sure  a 
V  still  remain?  The  Internet  promises  accessibility.  That  is  also  its 
:  e  a  t .  But  with  HP's  P  r  a  e  s  i  cl  i  u  m  enterprise  s  e  c  u  i'  i  t  y  solutions  like 
"tualVault,  exportable  encryption  and  the  latest  smartcard  technology, 
ly  the  people  you  designate  have  access  to  your  information.  Our 
jurity  solutions  span  any  environment.  And  secure  any  enterprise, 
me  on  in  and  see  at  www.hp.com/go/security  Capitalize  on  chaos. 


most  scenic  spots  on  the  California 
coast.  Terry  lived  in  the  three-bedroom 
Jacksonville  (Fla.)  house  she  had  long 
shared  with  her  late  husband.  Terry 
sold  the  house,  and  the  Balls  bought  a 
condo  in  Melbounie,  Fla.,  at  Indian  Riv- 
er Colony  Club,  a  retirement  communi- 
ty for  former  military  officers.  (Both 


RETIKEMENT  6UIDE 


Bob  and  Terry's  ftrst  husband  were  foi- 
mei-  officers.) 

To  save  about  $5,000  a  year  in  Cali- 
fornia income  taxes,  Bob  switched  his  le- 
gal residence  to  Floiida.  With  income  of 
about  $7,000  a  month,  made  up  of  Bob's 
pension  and  some  stock  dividends  plus 
.$2,000  from  Terry's  survivor's  benefit 
package,  the  couple  has  no  trouble  pay- 
ing the  condo  fees  and  the  $715  rent 
for  the  space  in  the  Malibu  tr-ailer  i^ark. 
And  with  so  much  travel,  they  use  fre- 
quent-fiier  iniles  to  upgTade  to  fii'st  class 
and  to  helj)  pay  for  Eiu-opean  vacations. 

For  countless  others,  the  best  plan 
of  action  is  simply  to  stay  put.  That's 
what  John  and  Vii'ginia  Wolf  decided  to 
do  after  John  took  early  retirement 
from  his  job  as  service  manager  of  a 
Van  Nuys  (Calif.)  Ford  dealership  in 
the  late  1970s,  at  47.  Even  though  the 
couple  had  already  paid  off  the  mort- 
gage on  theii-  small  tliree-becb-oom  ranch 
house  and  could  have  leveraged  into  a 
bigger  or  fancier  place,  all  John  wanted 
to  do  was  tinker  in  the  garage  and  dab- 
ble in  the  stock  market. 
MOONLIGHTING.  Wolf,  now  69,  has  ex- 
panded his  interests  to  include  car  rac- 
ing and  antique  auto  collecting.  Wolf 
has  about  $400,000  tied  up  in  his  hobby, 
mostly  in  a  single  drag  race  car  he  built 
from  scratch.  He  and  a  team  of  techni- 
cians and  a  driver  travel  the  West  thi-ee 
or  foul'  times  a  year  to  enter  races.  The 
Wolfs  also  take  a  couple  of  other  trips  a 
year  in  one  of  their  nine  antique  Fords, 
as  iTiembers  of  an  auto  touring  club. 

To  indulge  in  tliis  hobby.  Wolf  worked 
a  second  job  at  night  for  19  years  and 
saved  like  mad,  investing  every  spare 
penny  in  the  stock  market.  For  40  years 
he  has  put  a  little  here  and  a  little  there 
into  such  holdings  as  Lockheed,  Boe- 
ing, and  Ford.  He  even  swoi-e  off  life  in- 
surance to  have  more  to  put  into  the 
market.  And  Wolf  has  no  jjension,  living 
strictly  off  his  dividends. 

With  so  many  choices,  figuring  out 
where  to  retire  is  itself  turning  into  a 
time-consuming  job.  But  whether  you 
want  to  race  cai's,  go  on  safari,  or  stay 
home  to  paint,  the  goal  is  to  end  up 
like  Edna  Cohen.  "Don't  feel  bad  if  I  die 
tomorrow,"  she  says.  "I've  had  a  won- 
derful life."  Who  could  ask  for  more? 

Bij  Eric  Scliiiie  in  Los  Angeles 


Generation  X 

To  Be  Young,  Thrifty, 
And  In  The  Black 


Ann  Farrell,  a  28-year-old  hydro- 
geologist,  is  one  of  the  lucky 
ones.  As  a  senior  at  Smith  Col- 
lege in  1991,  Farrell  attended  a  sem 
inar  on  investing  early  foi'  retire- 
ment. "I  remembered  the  figures  if 
you  started  saving  when  you  were 
young,"  she  says. 
Indeed,  the  payoff  is 
huge.  Through  com- 
pounding, 25-year- 
olds  who  invest 
$2,000  a  year  and 
stop  at  34  will  earn 
$142,000  more  by 
the  time  they  are  65 
than  someone  who 
begins  investing 
$2,000  at  35  and  con- 
tributes $2,000  each 
year  for  the  next 
30  years,  according 
to  T.  Rowe  Price 
Associates. 

Farrell  already 
has  $22,000  in  her 
401(k).  That's  a  nice 
start  compared  to 
most  of  her  peers. 
Public  Agenda,  a 
New  York-based 
market  research  finn,  found  that 
nearly  70%  of  polled  adults  aged  22 
to  32  had  saved  less  than  $10,000  for 
retirement. 

When  Farrell  was  a  new  employee 
in  1991  at  Roux  Associates,  an  envi- 
ronmental consulting  fiiTO  in 
Methuen,  Mass.,  she  was  baired  for 
a  year  from  the  company's  Fidelity- 
managed  401(k)  plan.  Once  eligible, 
she  committed  8%  of  her  paycheck  in 
the  two  most  aggi'essive  stock  funds 
offered  (retirement  growth  and  asset 
manager).  The  company  matched 
50%  of  her  pretax  contributions,  up 
to  5%  of  her  $28,000  salary. 

Of  course,  it  helped  that  her  ex- 
penses were  low.  After  gi-aduation, 
Farrell— with  only  $500  to  her 
name — moved  back  in  with  her  par- 
ents, who  charged  her  $200  a  month 
for  rent.  She  also  traveled  three  out 
of  every  four  weeks  for  woi"k.  "There 
is  nowhere  to  spend  money  on  the 
road,"  she  claims.  Still,  she  had  to  re- 
pay a  $10,000  school  loan  and  a 
$4,000  car  loan.  She  also  wanted  to 
build  an  emergency  slush  fund.  Once 


SUPER  SAVER:  Farrell  already 
has  $22,000  in  her  iOl(k) 


she  began  making  headway  on  thes- 
goals,  Fan-ell  moved  to  her  own 
place  and  gi'adually  increased  her 
pretax  contribution  to  10%.  Last 
year,  she  upped  it  to  13%  (the  maxi 
mum)  of  her  annual  salai-y,  which  h: 
hit  $40,000.  The  government  allows  1 
employees  to  make! 
a  pretax  contribu- 
tion of  up  to  $9,500 
a  year.  Farrell  is 
currently  chipping 
about  $5,000  a  yeai 
Oddly,  the  lack  o 
growth  in  environ- 
mental consulting 
has  woi'ked  to  Far- 
rell's  benefit.  While 
most  GenXers  find 
themselves  job-hop 
ping  every  two 
years  or  so  to  get 
ahead,  Farrell 
stayed  put  because 
there  wasn't  much 
movement  in  her  ir 
dustry.  So  she  will 
become  fully  vestec 
in  her  401(k)  this  0 
tober,  after  five 
years  in  the  plan. 
But  Farrell  hasn't  exhausted  all 
her  retirement  savings  possibilities. 
Even  though  ira  contributions  are 
fully  tax-deductible  only  if  a  single 
person  makes  less  than  $35,000  a 
year  ($50,000  for  joint  filers).  Farrel 
can  still  benefit  from  the  tax-de- 
ferred gi'owth  of  the  interest  on  hei 
annual  $2,000  contribution.  For  ex- 
ample, if  she  contributes  $2,000  a 
year  for  30  years,  Farrell  will  earn 
$47,000  more  in  a  nondeductible  ira 
than  in  a  taxable  account,  assuming 
28%  federal  tax  rate,  accoi-dmg  to  T 
Rowe  Price  Associates. 

Farrell  has  done  a  lot  right,  but 
she  has  a  long  road  ahead  of  hen 
When  she  makes  her  next  move — 
she  may  leave  her  company  and  go 
to  B-school — she  needs  to  recognize 
the  potholes  that  exist  when  protect 
ing  her  retirement  assets.  For  in- 
stance, if  she  decides  to  roll  over  he 
401(k),  she'll  have  to  examine  all  of 
the  investment  options  and  rollover 
requirements.  If  she  messes  up,  she! 
could  lose  her  head  start  on  retire- 
ment savings.  Toddi  Gutnt 
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"TKis  may  te  ttie  one 
time  you  can  juage 
a  DOOR  ty  its  cover. 


Check  in  and pay  witfi  your  J^nierican  Express"'  Cai'J  and  receive  a 
\^fcome  Rewaids"  Gift  Book  wiih  over  $1,000  in  merchandise  and  travel  certificates. 

Consider  Welcome  Rewards  an  extra  thank  you  from  Hyatt  and  American  Express  for  your  business 
this  sununer.  Clieck  in  at  a  participating  Hyatt  hotel  between  June  1,  1997 
and  September  1,  1997  and  check  out  our  gift  book  when  you  pay  with  your 
American  Express  Card. 

Valuable  offers  from  a  variety  of  quality  merchants  and  travel  companies 
are  your  rewards  to  enjoy.  With  page  after  page  of  great  offers,  this  is  one 
book  you  II  read  cover  to  cover.  For  reservations,  contact  your  travel  planner 
or  call  Hyatt  at  1-800-233-1234. 


.LAMO 
T&T 
.VIS* 

;OMP  USA- 

lARTMANN  LUGGAGE" 
lERRlNGTON 

lYATT  HOTELS  &  RESORTS 
JEVADA  BOB'S' 
'RP  WINE  INTERNATIONAL 
lOYAL  CARIBBEAN'  INTERNATIONAL 
'HE  LEARNING  COMPANY 
JNITED  AIRLINES 


AMERICAN 
EffiBESS 


Cards 


l-ct'l  the  Hyatt  Touch' 


The  Welcome  Rewards  ^ift  book  offer  is  valid  between  June  1,  1997  and  September  i,  1997  for  registered  guests  paymgfor  their  stay  with  any  American  Express  Card  at  a  participating 
Hyatt  hotel  m  the  U.S.  or  Canada.  This  offer  is  not  vaUd  at  any  Hyatt  Resort  or  the  Hyatt  Regency  St.  Louis.  Limit  of  one  Welcome  Rewards  booklet  per  guest  per  stay.  Redemption  of 
each  certificate  offer  will  be  subject  to  the  terms  and  conditions  listed  on  the  back  of  each  certificate.  Other  restrictions  may  apply  Hyatt  Hotels  and  Resorts  encompasses  hotels  and 
resorts  managed,  franchiscd  or  operated  by  two  separate  groups  of  companies -Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ©1997  Hyatt  Corp. 


Nest-Egg  Planning 
For  The  Not-So-Average  Joe 

Start  early  and  consult  with  pros,  as  the  law  is  filled  with  pitfalls 

m 


■  any  retirement-planning  strate- 
gies nicely  accommodate  the 
traditional  husband-wife-kids 
.family  unit.  But  times  have 
changed,  and  millions  of  nontraditional 
households  have  decidedly  noncookie- 
cutter  retirement  needs.  Nearly  half  of 
all  American  marriages  end  in  divorce, 
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ci-eating  headaches  for  millions  of  adults 
thinking  about  their  retirement  years, 
t  Likewise,  single  parents,  gays  and  les- 
£  bians,  and  those  who  choose  to  live  to- 
^  gether  outside  of  mariiage  all  have  for- 
S  midable  retu'ement-planning  challenges. 
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Financial  planners  and  estate  attor- 
neys universally  offer  such  households 
the  following  self-serving,  but  smart, 
advice:  Plan  early,  and  get  expert  help. 
The  law  provides  plenty  of  protections 
for  married  couples,  but  it's  filled  with 
pitfalls  for  almost  eveiyone  else. 

Indeed,  corporate  benefits  I'outinely 
extend  to  spouses  of  employees,  but  do 
not  always  pi'otect  unmariied  partners. 
That's  why  people  with  nontraditional 
living  an-angements  need  to  set  up  theii- 
own  safety  nets,  prepare  special  legal 
documents,  and  plan  independently  for 
retirement.  "It's  important  in  these  sit- 
uations to  get  all  your  i's  dotted  and 
t's  crossed  far  in  advance  of  retirement 
so  nothing  goes  wi'ong  or  is  challenged 


after  death,"  says  Elizabeth  S.  he\ 
author  of  Financial  Fitness  for  Liv 
Together  ($14.95,  Facts  On  File). 

Divorced  working  mothers  are  am 
those  most  in  need  of  careful  ret: 
ment  planning,  says  Bird  Patrick,  pi 
ident  of  Seciuity  General  Financial 
agement  in  Boston,  which  specializei-T 
financial  j^lanning  for  women  Onc' 
woman  emerges  from  a  divorce,  I . 
household  budget  tyj^ically  becomes  bl- 
ly  stretched,  and  savings  start  to  disr- 
pear.  Patrick  advises  these  women  c 
quickly  estabhsh  a  household  bud.it 
that  allows  for  automatic  monthly  s  - 
ings,  and  develop  specific  retiremit 
goals.  "Usually,  it's  impossible  to  le 
at  the  same  standard"  as  before  the  - 


9  FIND  THE  GRtAT  THING  IN  THIS  WORLD 
IS  NOT  SO  MUCH  WHERE  WE  STAND,  AS  IN  WHAT  DIRECTION  WE  ARE  MOVING.  -Ohvc- WcmL-O  Holmes,  (r. 


^kew'"  Talioe"  knows  tlie  journey  itself  is  lile's  Liiggest  adventure,  so  it  refuses  to  let  its  255  horses  just  stand  still.  www.cKevrolet.coni  1-80(TQ50-TAHOE 


T  A  H  O  E 
EIRE  A  ROCK 

1^ 


vorce,  Patrick  says.  But  for  most  di- 
vorcees to  retii-e  in  comfort,  they'll  need 
more  than  just  Social  Security  and  the 
proceeds  of  their  company  retirement 
plan,  she  cautions. 

One  critical  matter  facing  divorced 
women  as  they  plan  for  their  golden 
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years  is  whether  they're  entitled  to  50% 
of  their  ex-spouse's  company  retii'ement 
plan,  an  issue  not  always  dealt  with  in 
divorce  settlements,  Patrick  says.  While 
the  money  could  come  in  handy,  it 
would  likely  take  a  couil  battle  to  get 
it.  Another  option,  though  not  always 
recommended  because  of  the  expense 
and  hassle,  is  to  take  out  life  insurance 
on  your  ex-spouse  if  he  or  she  is  re- 
sponsible for  child  support.  You'll  need 
the  consent  of  your  ex,  of  course,  which 
may  not  be  possible  if  yoiu-  parting  was 
acrimonious. 

EXCITED.  Once  the  smoke  from  the 
breakup  has  cleared,  divorced  women 
should  plan  for  i-etirement  much  the 
same  way  maiTied  people  should:  Con- 
tribute the  maximum  to  the  company 
retirement  plan,  set  up  an  emergency 
fund  through  automatic  deductions  from 
theii"  checking  account,  and,  if  there  are 
children,  properly  providing  for  them 
thi'ough  a  will  and  by 
getting  insurance 
that  takes  care  of 
them  if  neither  par- 
ent is  able. 

Following  this 
strategy  has  Bridget 
Marron,  a  37-yeai-old 
single  mom,  excited 
not  just  about  retir- 
ing— but  about  retir- 
ing early.  After  her 
divorce  10  years  ago, 
Marron  never  man- 
aged to  save  any 
money  beyond  her 
7%  contribution  to 
the  401(k)  plan  of- 
fered by  the  Boston 
health-care  provider 
she  works  for.  The 
employer  matches 
100%  of  her  contri- 
bution. Although 
MaiTon  receives  child 
support  fi'om  her  ex, 
her  $42,000  annual 
salary  left  her  wor- 
ried about  paying  for 
both  her  daughter's 
college  education  and 
her  own  retii-ement. 

But  last  year,  she 
cut  back  on  day-to- 
day expenses  and  be- 


gan a  savings  plan.  She  set  up  a  college 
fund  for  her  12-year-old  daughter, 
bought  whole  life  and  disability  insur- 
ance, and  began  putting  $100  a  month 
into  savings.  Along  with  $37,000  in 
401(k)  money  already  saved,  "it  proba- 
bly means  I  can  retu"e  at  59^,"  she  says. 

Single  parents,  divorced  or  not, 
should  also  face  the  morbid  business  of 
planning  for  their  demise  as  part  of  re- 
tirement planning.  David  Scott  Sloan, 
chairman  of  trusts  and  estates  at  Sher- 


lack  any  legal  right  to  their  comjin- 
ion's  assets  upon  their  disabilityor 
death,  or  if  the  partnership  breaks  ip. 
No  divorce  coiul  exists  to  handle  a  iii 
between  live-in  partners.  UnmariBd 
couples  also  lack  the  so-called  maijal 
deduction,  which  allows  spouses  to  jks 
on  everything  they  own  to  their  jt- 
viving  spouse  tax-free.  Only  the  ist 
$600,000  of  an  unmamed  partner's  s 
sets  is  exempt  from  estate  taxes. 
Indeed,  it's  important  to  underst^s 


■  Some  gays  and  lesbians  wrongly  think  that  sine 
they  don  t  have  massive  child- rearing  expenses,  \ 
retirement  planning  is  "the  straight  mans  burden' 


burne.  Powers  &  Needham,  a  law  firm 
in  Boston,  says  simply  leaving  money  to 
your  kids  can  result  in  a  huge  estate  tax 
bill,  shaiply  decreasing  funds  available  if 
your  estate  is  worth  more  than 
$600,000 — the  amount  you  can  leave  to 
heirs  tax-free.  Although  Congress  is 
considering  legislation  to  raise  that  hm- 
it  to  $1  miUion,  Sloan  recommends  set- 
ting up  a  trust  for  the  children's  benefit 
in  the  event  of  yoiu*  disability  or  death. 

Unmarried  couples  face  formidable 
i-etii'ement-planning  challenges.  Partners 


Retirement  Planning  For  Today's  Lifestyles 


DIVORCEES 


■  Maximize  contributions  to  your  retirement  plan  at  work,  and  begin 
separate  savings  account  to  protect  retirement  assets. 

■  Consider  taking  out  life  insurance  on  your  ex-spouse  if  he  or  she  is 

responsible  for  child  support.  Buy  disability  insurance. 

■  Revise  your  estate  plan  after  the  divorce.  In  some  states,  a  divorce  doesn't 
automatically  revoke  your  will  or  certain  trusts  if  your  ex-spouse  is  a  beneficiary. 


UNMARRIED  COUPLES 


II  Determine  early  if  your  employer  allows  a  joint-and-survivor  benefit  for  a 
nonspouse.  If  so,  inform  your  plan  administrator  while  you're  still  employed, 
since  the  method  of  distribution  can't  be  switched  after  you  retire. 

■  Blood  relatives  will  usually  win  out  in  disputes  over  assets  that  arise 
after  death.  Clearly  spell  out  your  intentions  in  legally  binding  documents. 
At  a  minimum,  have  a  will. 

■  Unmarried  couples  don't  receive  an  unlimited  exemption  from  estate 
taxes  as  do  wedded  couples  when  the  first  partner  dies.  Therefore,  consider 
techniques  to  minimize  estate  taxes,  such  as  a  charitable  remainder  trust. 


GAYS  &  LESBIANS 


■  Consider  saving  more  than  the  usual  75%  to  85%  of  gross  pre-retirement 
income  if  family  relations  are  strained  and  relatives  may  not  provide  support. 

■  A  partner  has  no  right  to  the  proceeds  from  his  or  her  companion's 
defined  benefit  pension  plan  if  the  companion  dies  before  distributions 
begin. 

■  Unmarried  partners  are  not  entitled  to  their  partner's  Social  Security 
checks  after  their  partners  die. 
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the  legal  implications  of  not  being  n 
ried.  If  you  own  a  home  together,  sh 
property  or  debts,  or  have  assets 
want  to  pass  on  to  your  partner  rat 
than  children  from  prior  man-iages 
other  relatives,  having  legally  bind 
agi'eements  in  place  is  crucial  to  en> 
ing  each  partner's  secure  retirem* 
experts  say.  Out-of-wedlock  cou] 
should  also  plan  well  in  advance  for 
disposition  of  company  retirement  pi; 
Rules  vary,  so  there's  no  hard-and-i 
way  to  handle  the  issue.  The  first  st 
says  Jane  King,  pi 
ident  of  Fairfield  i 
nancial  Advisers' 
Wellesley,  Mass.,  h 
decide  on  a  beneti 
ry  and  a  distribut 
method. 

HOSTILE.  If  no  be 

ficiary  is  named  ; 
your  pension  pi  u 
the  plan  sponsors 
required  to  give 
proceeds    to  yi 
closest  blood  rt 
fives.  So  if  you  w; 
your  partner  to 
ceive  the  plan  p 
ceeds  after  you  ( 
make  sure  he  or  : 
is  named  the  ben.- 
ciary.  Also,  checkif 
the  plan  allows  \- 
married  partners 
receive  so-called  jot 
and  siu-vivor  benef^. 
That    would  all 
plan  distributions 
your  partner  afii' 
you  die.  When  see- 
ing   a  distributivi 
method,  it's  cintical  > 
tell  your  emplo.\ 
how  you  want  to 
it  before  you  reti . 
because    the    p;  - 
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Before  you  invest, 
measure  our  success. 


When  choosing  investments  to  fund  a  company's 
ement  plan,  brand  names  don't  always  measure  up. 
lys  to  look  past  big  name  mutual  funds  to  the  retire- 
it  accounts  of  The  Principal?  And  for  good  reason. 
Based  on  overall  performance  for  the  last  three 
rs,  our  retirement  accounts  outperformed  mutual 
is  with  the  most  401  (k)  and  defined  contribution 
1  assets  in  eight  major  categories.*  This  is  the 
lit  of  disciplined,  long-term  strategies  and  some 
he  lowest  expenses  in  the  industry. 
You  get  fully  integrated  retirement 
1  services,  plus  a  satisfaction  guaran- 
AU  this  from  a  company  committed 
alfilling  customers'  needs  for  118  years 


thei 


The  Principal  outperforms 

BIG  NAME  MONEY  MANAGERS 

•Average  annual  return  after  investment  expenses  1994-1996 

3-Year 

3-Year 

Categorv 

Mutual  Fund 

Nel  Return" 

Pnncipal  Retiremenl  Account 

Nel  Return" 

Growth 

Fidelity  Magellan 

14.48% 

Medium  Company  Blend 

18-69% 

Growth  &  Income 

Vanguard  Windsor 

17.98 

U  S  Stock 

18.33 

Equity-Income 

Fidelity  Equity-Income 

16  94 

Medium  Company  Value 

18.26 

Small  Company 

Janus  Venture 

12.93 

Small  Company  Blend 

16.33 

Foreign  Slock 

Templelon  Foreign 

9.60 

International  Stock 

11.59 

Corporate  Bond 

Fidelity  Intermed  Bond 

4.64 

Bond  &  Mortgage 

643 

Gov't  Mortgage 

Fidelity  Ginnie  Mae 

6.22 

Government  Securities 

5.38 

Balanced 

Fidelity  Puritan 

12.49 

Stock  Emphasis  Balanced 

12.39 

AVERAGE 

11.91% 

13.43% 

No  wonder  more  employers  choose  us  to  administer 
their  401(k)  plans  than  any  mutual  fund,  bank  or 
insurance  company.** 

To  learn  more  about  what  can  make 
your  retirement  plans  work  best,  give  us 
a  call  at  1-800-255-6613.  Or  contact  us  at 
www.principal.com  on  the  Internet. 


Financial 
Group 


401(k)  and  Pension  •  HMO/PPO  •  Mutual  Funds  •  Securities  •  Annuities 
Life,  Health,  Dental  and  Disability  Insurance  •  Home  Mortgages 

©1997  Principal  Mutual  Life  Insurance  Company,  Des  Moines.  lA  50392.  'Pensions  &  Investments,  Febnjary  1 1994,  "Mutual  Funds  With  TTie  Most  Defined  Contribution  Assets." 
^FO  magazine,  April/May  1996,  Senior  Financial  Executive  Ranking.   The  Principal  retirement  accounts  referenced  are  used  with  our  group  annuity  contracts  and  sold  to  qualified  retirement  plans, 
jcts  and  services  offered  through  Pnncipal  Mutual  Life  Insurance  Company  (The  Principal)  and  its  subsidiaries.  Mutual  funds  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC). 
Securities  through  Principal  Financial  Secunties,  Inc.  Securities  and  health  care  products  not  available  in  all  states. 


Sound,  promising  pa 
research.  From  Hoec 


Hoechst  Marion  Roussel 

The  Pharmaceutical  Company  of  Hoechst 


actives  in  rheumatism 


Things  are  moving. 

Scientists  at  Hoechst  Marion 
Roussel,  our  pharmaceutical  company, 
are  currently  working  on  the  discovery 
and  development  of  new  substances 
that  may  help  bring  rehef  to  sufferers 
of  rheumatoid  arthritis. 

Searching 
for  new  active 
substances. 

Many  medical  researchers  beUeve 
this  disease  is  triggered  by  a  disorder  of 
the  immune  system.  Our  target  is  to 
find  rehable  treatments  that  interact 
with  the  immune  system. 

As  soon  as  our  efforts  are  successful, 
the  solution  could  help  rheumatoid 
arthritis  sufferers  and  will  be  available 
all  over  the  world.  This  is  one  of  the 
many  ways  we  are  doing  research  today 
for  a  healthier  tomorrow. 

Hoechst  AG,  D-65926  Frankfurt 
http://www.hoechst.com 

Hoechst  is  an  international  group  of 
companies  spearheading  innovation 
in  Life  Sciences  and  Industry.  With 
more  than  140,000 people  worldwide, 
last  year's  sales  totalled  $  34  billion. 


Finding  new  ways. 


Hoechst 


merits  can't  be  changed  once  they  begin. 

Gays  and  lesbians  face  similar  legal 
hui'dles.  Peter  M.  Bei-kery  Jr.,  authoi'  of 
Personal  Financial  Planning  for  Gays 
and  Lesbians  ($24.95,  Irwin  Profession- 
al Publishing),  warns  that  the  U.  S.  fi- 
nancial infrastnictiu'e — including  the  tax 
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code,  the  investment  process,  and  the 
probate  process — is  hostile  to  the  re- 
tirement needs  of  gays  and  lesbians. 
Another  problem,  Berkery  says,  is  that 
some  gays  and  lesbians  think  that  since 
they  don't  have  massive  child-rearing 


expenses,  retirement  planning  is  "the 
sti'aight  man's  burden." 

But  Berkery  says  the  opposite  is 
true.  Retirement  planning  for  gays  is 
even  more  critical  because  they  face  so 
many  obstacles.  It's  not  uncommon  for 
hostile  blood  I'elatives  to  launch — and 
win — nasty  court  battles  over  the  own- 
ersliip  of  assets  after  death.  So  Berkery 
recommends  that  when  planning  for  re- 
tirement, gays  should  clearly  spell  out 
ownership  issues  in  legally  binding  doc- 
uments. He  also  says  they  should  save 
slightly  more  money  than  the  averages 
i-ecommended  foi'  straight  couples.  Why? 
If  they're  alienated  from  their  famihes, 
they  will  receive  less  emotional — and 


financial — support  as  they  growj) 
Lawyers  and  financial  planners  s 
times  resort  to  scare  tactics  to 
clients  about  the  pitfalls  of  poor 
ning.  They  tell  stories  of  dive 
women  scraping  by  with  nothing 
for  retirement,  and  unmarried  par 
getting  tossed  out  of  their  home 
their  partner's  hostile  children, 
why  it's  often  worth  seeking  expei 
sistance.  "There  are  lots  of  things 
won't  think  of,  but  chances  are  a 
fessional  will  think  of  them  for 
says  King.  Thanks  to  a  legal  sy 
that's  tricky  for  nontraditional  h( 
holds,  that  could  be  wise  counsel. 

By  Geoffrey  Smith  in  B( 


Sandwich  GENERATm 

One  Family  Tries  To  Ease  The  Bite 


The  nest  was  empty,  and 
Gail  and  John  O'Neil  were 
settling  into  a  comfortable 
future.  One  daughter  had  been 
out  of  college  for  a  couple  of 
years  and  the  other  was 
halfway  through.  "I'd  call  John 
at  work  and  say:  'Where 
should  we  go  for  dinner?'  " 
recalls  Gail,  48,  a  registered 
nurse  who  earns  $30,000  a 
year.  John,  57,  a  technical  spe- 
cialist at  Abbott  Laboratories, 
brings  home  $75,000. 

Today,  the  O'Neils  aren't 
splurging.  As  planned,  19-year- 
old  Rebecca,  a  junior  at  Illinois 
State,  returned  to  their  four- 
bedroom  house  in  Mundelein, 
111.,  for  the  summer.  Then  24- 
year-old  Texas  Tech  gi'ad  Jen- 
nifer unexpectedly  moved  back 
in  April  while  searching  for  a 
job.  A  month  later,  John's 
mom,  Evelyn,  joined  them 
from  Florida,  because  she 
could  no  longer  care  for  herself.  Sud- 
denly, the  O'Neils  epitomized  the 
"sandwich  generation,"  people 
squeezed  financially  by  having  to 
care  for  both  older  and  younger-  fam- 
ily members — while  also  charting 
their  own  retirement  course. 
DRUG  BILLS. With  three  extra  mouths 
to  feed,  it's  been  touch-and-go.  Eve- 
lyn, 86,  has  periodic  health  prob- 
lems— a  frail  heart  that  has  under- 
gone bypass  surgery,  failing  eyesight, 
and  Sundown  dementia,  a  disorder 
that  leaves  her  disoriented  after 
dark.  The  couple  paid  for  Evelyn's 
move  back  to  lUinois.  The  foiTner 
Raytheon  supei'visor  gets  $600  in  So- 


THE  O'NEILS:  Health  costs  are  a  major  concern 


cial  Secui-ity  checks  per  month  and  a 
$150  monthly  pension.  Much  of  that 
pays  for  her  $300  monthly  drag  bills 
and  for  nearby  Condell  Day  Center, 
a  senior  facility  that  she  visits  daily. 
(More  than  half  of  the  $37-per-day' 
bill  is  footed  by  the  state  of  Ilhnois.) 

Should  Evelyn's  health  worsen, 
the  O'Neils'  long-tenn  financial  secu- 
rity would  be  jeopardized.  They  can 
boiTow  against  the  $10,000  cash  val- 
ue of  their  life  insurance,  or  worse, 
tap  into  the  $120,000  accumulated  in 
retirement  savings.  John's  pension, 
which  he'll  receive  at  62,  is  worth 
$40,000.  He  hasn't  decided  whether 
to  take  that  in  a  lump  sum  or  an  an- 


nuity. The  O'Neils,  who  are 
paying  off  $120,000  on  their 
$210,000  home,  fret  about 
when  Grandma  needs  more 
tending  than  the  day-care  cei5 
ter  can  provide.  Full-time 
nursing  home  care  would  cost 
up  to  $4,000  per  month.  Prem 
ums  on  long-term  care  insur- 
ance are  too  expensive  for 
Evelyn,  but  Gail  is  investigat- 
ing a  plan  for  the  couple  whei 
they  reach  retirement  age. 

For  now,  the  O'Neils  are 
coping.  They  wisely  set  up  m\ 
tual  funds  to  pay  for  college 
costs.  Rebecca's  annual  room, 
board,  and  tuition  at  Illinois 
State  University  is  $10,000. 
They  also  took  the  advice  of 
Jack  Dunk,  a  senior  fmancial 
adviser  at  American  Express, 
who  told  them  10  years  ago  tc 
combine  their  insurance  poli- 
cies into  one  to  avoid  duplicati 
fees.  He  also  encouraged  then! 
to  save  through  Abbott's  stock  pur- 
chase progi'am,  which  matches  the 
first  2%  put  aside  annually,  pretax. 
John  estimates  the  matching  added 
about  $2,500  a  year  to  his  savings 
However,  with  most  of  their  re- 
tirement portfolio  in  Abbott  stock, 
the  O'Neils  are  placing  a  lot  of  faith 
in  the  continuing  success  of  Abbott, 
whose  stock  price  has  climbed  322% 
in  the  past  decade.  Presently,  there's 
little  spare  cash.  Says  Dunk:  "For 
the  sandwich  generation,  the  dollars 
usually  flow  out  and  the  future  is  on 
hold."  And  for  Gail  and  John  O'Neil, 
dining  out  is  a  pleasant  memory. 

By  Lisa  Sanders  in  New  Yorl 
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;  Your  Pension 
LL  It  Should  Be? 

ill  procedural  errors  have  resulted  in  enormous  losses 


tr  nearly  38  years,  Ginny  Burton 

runched  numbers  at  Lord  &  Tay- 
or's  Manhattan  department  store. 
Then,  in  1993,  her  bookkeeping  job 
)hased  out  and  she  retired.  When 
3ft,  she  received  her  retirement 
its  in  a  lump  sum  of  $110,000 — a 
!  she  didn't  think  to  question  until 
md  referred  her  to  the  National 
ir  for  Retirement  Benefits  Inc. 
1)  at  800  666-1000. 
3  Northbrook  (111.)  company  reviews 
its  from  pension,  401(k),  and  profit- 
ig  plans.  If  NCRB  discovei-s  an  error, 
ip  30%  of  any  money  it  recovers. 

there  was  no  upfront  fee,  Bmlon 
id  there  was  nothing  to  lose.  "Most 
nething  is  better  than  zilch,"  jokes 
«,  now  73.  Thi'ough  the  sleuthing  of 

founders  Paul  Holzman  and  Allen 
igerman,  who  refer  to  themselves  as 
pension  detectives,"  A  year  later, 
m  received  an  additional  $60,000. 
'S.  While  most  of  the  4.5  million 
•icans  covered  under  pensions  take 
granted  that  the  lump  sum  or 
hly  payout  they  receive  upon  re- 
;  or  changing  jobs  is  correct,  there 
reasing  evidence  that  they  shouldn't. 

founding  ncrb  in  1993,  ex-Intemal 
•nue  Service  agent  Holzman  and 
;rman,  a  former  Chicago  prosecu- 
lave  recovered  millions  from  the 
on  plans  of  such  companies  as  Frito 
Continental  Airlines,  Intel-national 
r,  and  Times  Mirror.  Half  of  the 
ion  payouts  ncrb  investigates  re- 


sult in  more  money  for  employees. 

Mistakes  are  almost  inevitable,  con- 
sidering the  complicated  calculations 
used  to  deteiTnine  benefits  and  the  con- 
stantly changing  pension  and  tax  laws. 
Intentional  fraud  is  rare,  say  pension 
actuaries  and  attorneys.  The  bulk  of  er- 
rors result  ft'om  simple  miscalculations 
or  other  administrative  mistakes  such  as 
using  inaccurate  compensation  or  em- 
ployment records,  says  Brian  Graff,  ex- 
ecutive dii'ectoi'  of  the  American  Society 
of  Pension  Actuaries.  But  little  mistakes 
can  cause  big  problems.  NCRB  found  that 
incorrect  interest-i'ate  assumptions  had 
shortchanged  7,130  cte  employees  to 
the  tune  of  $18  million. 

Employees  such  as  Burton,  who  work 
past  r-etirement  age,  are  especially  vul- 
nerable. Biuton's  employer"  failed  to  in- 
forrn  her  that  wor"king  longer*  might  have 
a  negative  impact  on  her-  peasion  benefits. 


■  On  Call 

''Pension 
deledives" 
Holzman  and 
En<ferman  help 
clienis  such  as 
Burton  recover 
(heir Jul!  benefits 

which  owns  Lor-d 


Companies  use  a 
shorter  life  ex- 
pectancy for  work- 
er's over  65,  which 
reduces  the  number 
of  year's  benefits  wUl 
be  paid  once  the  em- 
ployee retires.  Be- 
cause Burton  was 
not  proper-ly  notified, 
her  benefits  wei'e  re- 
stored. The  May  De- 
partment Stor-es  Co., 
&  Taylor",  says  it  is 
tr"ying  to  identify  other"  employees  who 
might  be  owed  pension  money. 
"TRUST,  BUT  VERIFY."  It's  difficult  even 
for"  financially  savvy  folks  to  figur"e  out  if 
they  are  getting  their  full  share.  No 
government  agencies  exist  to  investi- 
gate— and  recover — individual  claims. 
Your"  best  bet  is  either  a  pension  attor- 
ney, who  will  bill  you  for  expenses  and 
about  one-third  of  any  money  recov- 
ered, or  a  benefits  detective  fir-m.  "Ti-ust, 
but  verbify"  advises  Senator  Char'les  E. 
Grassley  (R-Iowa),  chair"man  of  the  Sen- 
ate Special  Committee  on  Aging. 

If  you  suspect  youi"  pension  payout  is 
incorrect,  you  have  six  years  ft'om  your 
first  payment  to  investigate.  Fir"st,  make 
a  written  r-eciuest  for  a  summar-y  of  the 
plan  and  all  the  variables  used  to  calcu- 


RETIREMENT  GIIIDE 


late  your  benefits.  Keep  a  pension  file, 
including  a  list  of  all  employer"s,  dates  of 
service,  and  benefit  and  ear"nings  state- 
ments, suggests  Judith  Welles,  dir"ector 
of  communications  at  Washington-based 
Pension  Benefit  Guar-anty  Cor"p.,  which 
insur"es  defined  benefit  plans.  For  a  de- 
scription of  your"  pension  rights,  contact 
the  Labor  Dept.'s  Pension  &  Welfar"e 
Benefits  Administr"ation  (800  998-7542). 

Proposals  are  befor-e  Congr"ess  to 
simplify  imderstanding  r"etir"ement  plans. 
For  now,  Enger-man  cautions:  "Don't  as- 
sume that  just  because  it  is  a  large  sum 
of  money,  it  is  the  correct  sum  of  mon- 
ey." That  can  be  a  costly  assumption. 

By  Kerry  Capell  in  New  York 


Other  Retirement  Ripoffs 

CONSTITUTIONAL  OR  COMMON  LAW  TRUSTS  This  illegal  estate-plan- 
ning scam  is  sold  to  seniors  under  the  guise  of  asset  protection  and  estate- 
and  gift-tax  avoidance.  It  has  become  especially  problematic  in  Florida. 

DESIGNER  ESTATE  PLANS  Some  large  accounting  firms  offer  comprehen- 
sive estate-planning  services  for  thousands  of  dollars.  But  most  people  can 
get  all  the  guidance  they  need  from  an  estate-planning  attorney  for  far  less. 

LIVING  TRUSTS  Set  up  so  heirs  can  avoid  probating  a  will,  these  trusts  are 
being  peddled  to  people  who  don't  need  them.  Also  beware  of  prepackaged 
versions:  They  can  be  declared  invalid  if  not  in  accordance  with  state  law. 
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We've  spent  over  1,200,000  hours 

MAKING   OUR   PRODUCTS  MORE  reliable,  compatible 
AND  expandable  THAN  EVER. 


FOR   THE    NEXT    1,0  0  0    WE'LL   BE  MAKING 
THEM   MORE   a  ff  o  r  d  a  b  1  e  THAN  EVER. 


Ill  Dllur  words,  inir  spec  i.il  prnmotion  is  uoml  In  nil  4/ 2.S /47  to  7  /  H  1  Z^?. 


Compaq  Dcskpro  600()  Family 
Prii-cs  reduced  up  to  2  V'o*  Now  starting  at 
Sl.Sqy:  (Monitor  sold  scparatclv.) 


Compaq  ProLiant  5000 
Free  .SMART-2  Array  Controller 
nth  the  purchase  of  ProLiant  5000  6/166 
and  6/200/512  models  (thru  7/31  /97):- 


Compaq  Professional  Workstation  5000 
Prices  reduced  up  to  KV'.i:  Now  starting  at  S3,450' 
Plus,  buv  the  M)  Model  o(  the  Prolcssional  Workstation 
and  reeeivc  $500  toward  a  V70,  P70,  or  QVision  210 
monitor  (thru  7/31/97).  (Monitor  sold  separately)" 


The  c  l (3 c  k  is 


DEFINITELY  TICKING 


Compaq  Deskpro  2000  Family 
Prices  reduced  up  to  IS^'u'  Now  startuig  at 
Sl.OS"?'  (Moiuti.r  sold  separately) 


on  these 


exceptional  VALUES 


AND   extra  SAVINGS. 


Compaq  ProLiant  2500 

Bu\  a  ProLiant  2500  and  gi  t 
S500ofTa  4.5GB  .ir  91  UH 
har.l  drive  (thru  7/;i/97)" 


Compaq  Dcskpro  4000  Family 
es  reduced  up  to       o'  Now  starting  at 
Si, 269:  (Monitor  solil  separatelv.) 


Compaq  Netillioent  \et\v(»rking  Products 

Selected  Hubs  and  MCs  reduced  up  t.)  40"  o'. 


Compaq  Monitors 

tntire  line  of  a\\ard-\\  innmg  monitors 
i-'rices  reduced  up  to  12"  c): 


Compaq  LTE  5000  Family 
Prices  reduced  up  to  I3^<i"  on 
LTE  5300,  LTE  5380,  and  LTE  5400. 


Compaq  Armada  4100  l  amily 

Prices  now  starting  at  $  1,299' 
Buv  an  Armada  4100  and  receive  a  Mobile 
CD  Llnit  lor  50%  oH'dhi-u  9/i()/97):- 


Compaq  Armada  1100  Family 
Prices  now  starting  at  .S9y9.'  Plus  free 
PC  Card  Modem  v\  ilh  the  purchase  of  anv 
Armada  1100  model  (thru  9/30/97)" 


To  find  your  local  reseller  call  1-800-853-9526,  or  \  isit  us  at  www.compaq.ccjm 


COMPAa 


and  price  rcdurlions  shown  refer  to  U  S.  estimated  reseller  prices.  "Actual  reseller  prices  ma)  varv.  Free  uHcr  w  ith  purchase  ol  qualifvmg  producl  Irom  a  pariicipatmg  reseller  Inmi  4/28/^^7  i 
id  date,  w  hile  supplies  last  Workstation  oHcr  includes  model  numbers  269120-006  and  269H0-002.  Ofier.  not  valid  on  Compaq  refurbished  products  All  others  arc  subject  to  prmluct  a\ailabilnv,  an 
il)'  in  the  U.S.  Compaq  reserves  the  right  to  change,  alter  or  cancel  these  programs  at  anv  time  without  notice.  'Cil997  Compaq  Computer  Corporation,  All  rights  reserved,  Compaq  rt  gistered  LI 
Trademark  Oflicc,  Armada.  Deskpro.  LTE,  Netelligent.  Professional  Workstation,  and  ProLiant  are  trademarks  of  Compaq  Computer  Corporation.  The  Intel  Inside  Logo  and  Pentium  are  reijislere 
of  Intel  Coqioration .  Other  products  mentioned  herein  ma\  be  trademarks  or  registered  trademarks  t)f  their  respective  Lompanies, 


lum 
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For  The  Good  Life, 
Hit  'Enter' 

Software  and  Web  sites  can  help  you  plan  for  retirement 


Who  doesn't  dream  of  a  comfort- 
able retirement  spent  combing 
tropical  beaches  or  schussing 
down  the  slopes  of  Aspen, 
Colo.?  But  for  many  Americans,  those 
dreams  won't  become  reality:  Merrill 
Lynch  &  Co.'s  latest  retirement  index 
suggests  that  the  average  Baby  Boomer 


RETIREMENT  tOlOE 


will  need  to  neai'ly  triple  his  or  her  rate 
of  savings  to  maintain  their  current 
standard  of  living  in  then-  twilight  years. 
If  you'd  like  to  see  where  you  stand, 
there  are  a  number  of  software  pro- 
grams and  Web  sites  that  can  help  pro- 
vide a  quick  snapshot  of  your  retire- 
ment outlook. 

Chances  are,  a  retirement-planning 
progi'am  already  is  under  your  nose: 
Most  of  the  popular  home-budgeting 
programs,  like  Quicken,  Microsoft  Mon- 
ey, and  Managing  Your  Money,  contain 


simple  retirement  calculators,  and  the 
Internet  is  full  of  Web  sites  sporting 
similar  fare.  But  most  of  the  budgeting 
progi'ams  and  Web-based  calculators  are 
limited  in  scope,  often  overlooking  such 
critical  considerations  as  taxes.  To  do 
some  serious  planning,  fork  over  a  few 
extra  dollai's  for  a  dedicated  retirement- 
planning  progi'am,  such  as  Quicken  Fi- 
nancial Planner  or  RetireReady  Deluxe. 
By  analyzing  yoiu"  investments,  income, 
spending  patterns,  and  other  criteria, 
these  programs  can  help  determine  if 
your  nest  egg  will  be  enough  to  carry 
you  through  the  golden  years.  If  not, 
they  will  suggest  a  savings  plan  to  help 
you  meet  your  goals. 

Be  forewarned  that  for  all  the  im- 
provements to  retirement  software  in 
recent  years,  you  shouldn't  take  their 
findings  as  gospel:  For  instance,  too 
many  progi'ams  don't  explain  the  critical 
assumptions  underlying  their  computa- 
tions, such  as  those  that  go  into  deter- 
mining life  expectancy  and  tax  rates. 


This   makes  it  hard  to  deter:n 
whether  they  are  being  too  rosy  oi^j 
cessively  conservative.  Still,  the  "c 
grams  can  help  give  you  an  (rl 
sense  of  whether  you  will  nee  t 
consult  a  professional  planner 
The  best  program  for  lb 
Boomers — for  whom  retiremei  i 
still  years  away — may  be  Qui  (- 
'  Financial  Planner  (QFP).  While  cl 
er  pi'ogi-ams  simply  calculate  ho\> 
your  nest  egg  will  be  come  your 
birthday,  qfp  allows  you  to  bui 
comprehensive  "life  plan"  projectini 
nual  income,  savings,  and  expenses 
now  until  your  125th  birthday.  QFP 
is  one  of  the  few  progi-ams  that  al 
you  to  compute  youi-  income  and  r( 
ment  benefits  separately  from  the. 
your  spouse.  QFF  factors  in  other  n 
midhfe  expenses,  too,  such  as  the 
your  kids'  college  tuition  will  e; 
your  savings. 

SAVVY.  For  all  its  strengths,  qfi 
some  inexcusable  flaws:  The  pros 
assumes  today's  thirty-  and  fi 
somethings  will  receive  full  S 
Secuiity  benefits  at  age  65. 

so.  Current  law  bump^ 
tirement  age  up  to  67  in  cu 
decades.  And  while  qfp  ofTers  advn 
diversifying  your  nest  egg  bet\ 
stocks,  bonds,  and  other  assets,  it  i 
an  unconventional  approach:  Rathei' 
make  recommendations  based  on 
age  and  cii'cumstances,  it  asks  wh;i 
turn  you  expect  to  achieve  on  yoii 
vestments.  Give  a  low-ball  figure, 
6%,  and  qfp  will  recommend  a  poii 
designed  to  earn  6%,  mostly  bonds, 
most  savers,  that's  bad  advice. 

If,  on  the  other  hand,  retireme 
either  at  hand  or  happening,  Vang 
Retirement  Manager  may  be  your 
ter  bet.  Designed  by  the  folks  b( 
the  Vanguard  funds  family,  the  pro,! 
was  created  to  help  current  reti 
keep  track  of  their  cash  flow  am 
sets.  The  progi-am's  real  strength, 
ever,  is  the  ease  with  which  it  hat 
such  prickly  issues  as  minimum  reqi 
distributions:  For  that.  Vanguard 
vides  calculators  that  show  how 
of  the  different  methods  of  dete? ' 
ing  the  required  minimum  distribi 
would  affect  youi-  tax-defen'ed  acco 
As  good  as  both  these  programs 
they  provide  so  much  hand-holding 
they'll  slow  down  more  sophistic 
users.  If  you're  the  financially  s;V 
tyi^e  who  just  wants  to  experiment  lit 
different  retirement  scenarios,  youW 
probably  be  happier  with  Price  W?' 
house's  Retire  Secure.  The  progra 
just  what  you  would  expect  from  i''- 
Six  accounting  firm:  The  help  scrsn 
are  full  of  legalese,  and  the  grajiic 
are  flat.  Still,  Retire  Secure's  calps 
tors  provide  the  best  combinatic  ' 
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 Schv^ah^s  advice  to  investors  

If       Don't  Have 
A  Strategy  For  Retirement, 
Consider  This  A  W^ce-up  Call. 


Investing  for  retirement  is  the 
most  important  investing  you  may 
ever  do.  How  do  you  go  about  it? 

We  at  Charles  Schwab  beheve 
the  best  way  is  to  devefop  a 
well-conceived  investment 
strategy   that  takes  into 
account  your  time  horizon, 
investment  objectives  and 
tolerance  for  risk. 

If  you're 
years  away 
from  retire- 
ment, you  may  want  to  invest 
in  equities.  No  other  form  of 
investment  has  matched  their 
performance  over  the  past  70  years*. 

If  you're  closer  to  your  retire- 
ment, you  may  want  to  pursue 
a  more  conservative  strategy. 
Bonds  and  bond  funds  typically 
deliver  consistent  income  with- 
out the  volatility  that  often 
characterizes  equities. 


small  company  retire- 
ment plans.  If  you  don't 


If  you  aren't  paying  attention  to  your 
retirement  accounts  now,  it  could  all 
seem  like  a  bad  dream  later  on. 


(No  one  can  guarantee  that 
by  actively  managing  your 
retirement  investments,  you're 
going  to  produce  great  results.) 

Our  commitment 
to  your  retirement. 

Charles  Schwab  offers  a  host 
of  retirement  options,  including 
40I(k)  services  and  a  variety  of 


^     .       ,  .  According  to  Charles  R.  Schwab, 

youiscit,  * 

^  adopting  a  productive  strategy  is  the 

best  way  to  manage  yotir  inwsljnetils 

we  can 
even   connect   you  with 
professional  investment 
managers  through  Schwab 
AdvisorSource™ 

Bottom  line?  If  you  want 
to  be  better  prepared  for 
retirement,  it's  time  to  wake  up 
to  the  possibilities. 


A  VALUABLE  Guide 
To  Retirement 
Investing: 
Yours  Free. 


For  a  free  copy  of 

Schwab's  Personal  Guide  to  Retirement 

Plannino,  call  our  toll-free  number: 

F800-540-67I3 


Past  pirJoTiniinci  is  no^iiiiranlff  of  future  mulls.  'Source:  Slocks,  Bonds,  Bills  anil  Inflalwn,  /995  Yiarhook",  Ibbotson  Associates,  Chicago. 
©1997  Charles  Schwab  &  Co^.  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (7/97) 
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Charles  Schwab 


The  Way  It  Should  Be. 


power  and  flexibility — making  it  easy 
to  run  countless  "what  if  exercises. 
While  you're  calculating  yoiu'  retirement 
picture,  you  can  also  use  Price  Water- 
house's  companion  program,  Survivor 
Secure,  to  detei-mine  whether  your  in- 
surance, savings,  and  other  assets  will 
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be  enough  to  provide  for  your  loved 
ones  should  you  die  unexpectedly. 
LONGEVITY.  If  your  problem  is  that  you 
don't  know  a  401(k)  from  a  403(b),  you 
should  consider  RetireReady  Deluxe. 
While  Retire  Ready's  interactive  calcu- 
lator is  too  basic  foi-  most  users,  its  real 
strength  is  the  wealth  of  infoiTnation  it 
provides:  Available  only  on  cd-rom,  the 
program  includes  a  multimedia  tutorial 
that  demystifies  such  issues  as  reverse 
mortgages  and  how  Social  Seciuity  ben- 
efits are  calculated.  RetireReady  also 
provides  an  extensive  database,  includ- 
ing the  addi'esses  and  phone  numbers  of 
hunch'eds  of  government  and  private  re- 
sources serving  retirees.  And  the  pro- 
gram, with  a  built-in  browser,  provides 
links  to  hundreds  of  other  retii'ement-i-e- 
lated  sites  on  the  World  Wide  Web. 

For  better  or  worse,  most  of  these 
progi'ams  posit  a  set  of  consei'vative  as- 
sumptions, such  as  4%  inflation  (above 


the  cmrent  trend)  and  7%  investment 
retm-ns  (well  below  Wall  Sti-eet's  recent 
performance)  that  could  cause  you  to 
overestimate  your  savings  needs.  T. 
Rowe  Price  Associates  Inc.  takes  a  dif- 
ferent tack  with  its  new  Retirement 
Planning  Analyzer.  Pi'ice  worked  with 
the  Wasliington-based  Tax  Foundation, 
a  policy  oi'ganization,  to  come  up  with  ef- 
fective tax  rates  for  futui'e  retirees  that 
are  perhaps  more  I'ealistic,  and  certainly 
lowei',  than  assumptions  used  by  othei' 


Then  there  are  the  many  free  r're 
ment  resoiu'ces  on  the  Workl  Wide  el 
You'll  find  dozens  of  i-etii'ement-rete' 
sites — many  the  handiwork  of  ftnaiia 
seivices  finns  wanting  to  sell  you  a  <)i 
able  annuity  oi'  mutual  fund — that  !or 
retirement  calculators  and  primeii  t 
help  you  detennine  if  you're  on  the  »li 
com"se.  InvestorGuide's  Retirement.it 
(www.investorgiiide.coin/retirement . 
offers  hnks  to  about  two  dozen  plai 
calculators,  including  one  fi'om  N 


■  Three  of  the  best  sources  for  information  on 
retirem  en  t  planning  are  the  Web  sites  of  Vanguard 
the  AARP,  and  the  Social  Security  Administration 


programs.  And  while  other  programs 
treat  all  youi'  contributions  to  a  401(k) 
the  same,  the  Price  progi'am  does  a  bet- 
ter job  of  segi-egating  after-tax  contri- 
butions. The  bottom  line:  Using  the  T. 
Rowe  Price  program  may  give  you  a 
smaller  estimate  of  your  fijtiu'e  savings 
needs.  But  in  retirement  saving,  more 
is  always  better  And  given  Americans' 
growing  life  expectancy  and  the  shaki- 
ness  of  Social  Security,  if  you  can  do 
without  the  cuirent  income,  you're  better 
off  taking  a  more  conservative  posture. 


western  Mutual  that  calculates  you 
expectancy.  Be  aware  that  some 
calculators  are  so  simphstic,  they 
even  factor  in  government  limits  on 
tributions  to  a  401(k)  plan. 

Three  of  the  best  somx-es  for  ge 
information  on  retirement  plannin; 
the  Web  sites  of  Vanguard,  the  Ai 
can  Association  of  Retired  Per. 
and  the  Social  Security  Adn 
tration.  "Vanguard  OnUne  Univei 
(www.vangnard.com)  offers  primei 
such  complex  issues  as  the  tax  co;ii 


A. 


The  All-New  Regal 

Official  Car  of  the  Supercharged  Family. 


Why  just  roll  along  hi  life^  With  the  all-new  240-horsepotver  Regal  GS,  a  superchargec 
family  like  yours  can  really  skate.  In  fact,  when  it  comes  to  acceleration,  Motor  Trend 
proclaims,  "...to  touch  a  similar  import  sedan...  you'd  need  to  nearly  double  the  sticker. 
The  new  supercharged  Regal  GS  by  Btiick.  No  other  sport  sedan  is  more  in-line 
^i;;^!^.,^  with  your  action-packed  life.  «      -i-^     .    1  ^lil^ 

Regal  ^)Buick  ^ 


™  ^  i;-i1997  GM  Corp  All  rights  eserued.  Regal  is  a  registered  tr.^demark  of  GM  Corp  Buckle  up,  Americai  For  our  new  uideo  and  brochure  call  1-800-4A-BUICK. 


ms  of  cashing  out  of  a  401(k), 
),  or  Keogh  plan.  The  aarp  Web- 
(www.aarp.org)  offers  tips  on  fi- 
ig  your  retirement  and  lists  other 
•ofit  groups  that  serve  seniors. 
IS,  amid  congressional  concerns 
security,  the  Social  Security  Ad- 
tration  has  suspended  a  service 


allowing  you  to  order  a  detailed  benefits 
estimate  online.  But  there's  enough  info 
to  warrant  a  Web-site  visit:  The  ssa 
(wvvw.ssa.gov)  provides  online  access  to 
more  than  600  of  its  documents,  includ- 
ing When  You'll  Get  Your  Benefit. 

Chances  are.  Social  Seciuity  will  cov- 
er only  a  portion  of  your  retirement 


needs.  And  employers  are  cutting  back 
on  traditional  pensions  in  favor  of 
401(k)s  you  manage  yourself.  As  a  re- 
sult, early  planning  is  more  important 
than  ever.  Using  a  software  progi'am 
can  help  ensure  that  your  retirement 
years  will  be  spent  in  style. 

By  Dean  Foust  in  Washington 


Retirement  Planning  By  PC 

AM 

/PHONE                                   COST              FORMAT  COMMENTS 

.KEN  FINANCIAL           $40          Win  3.1/95  disk,  Best  buy  for  Boomers.  Lets  you  make  year-by-year  projections  of 

liNER                                    Win  3.1/95  income  and  expenses  from  now  until  age  125.  Also  lets  you  figure 

1 800  446-8848                           CD-ROM  income  and  retirement  benefits  for  you  and  your  spouse  separately. 


REREADY  DELUXE  $49.95        Win  3.1/95 

idual  Software  CD-ROM 
?22-3522 


RE  SECURE  $45  Win  3.1/95  disk 

Waterhouse 

122-5579 


REMENT  PLANNING         $20  Win  3.1/Win95 

LYZER  disk 

we  Price 
541-57  60 


So-so  calculators.  Real  strengths:  multimedia  tutorials 
for  retirement,  topics  A-Z.  Also  includes  addresses  and 
phone  numbers  for  hundreds  of  private  and  government  agencies. 


What  you'd  expect  from  CPAs:  jargony  help  screens  and  dull 
graphics,  but  calculators  so  robust  that  a  pro  would  use  them. 


For  $20,  good  value:  Not  as  thorough  as  the  Quicken  Financial 
Planner,  but  better  at  determining  future  tax  rates  and  distin- 
guishing tax-deferred  from  taxable  accounts.  Results:  You  may 
need  less  savings  than  you  think. 


SUARD  RETIREMENT  $25  Win  3.1/95  disk, 

ACER  Win  3.1/95  CD-ROM 

uard  Group  Macintosh  disk 

399-1529  &  CD-ROM 


The  pick  for  seniors.  Handles  with  aplomb  such  prickly  issues 
as  minimum  required  distributions.  Comes  with  300-page  book, 
Investing  During  Retirement. 


COMMENTARY 


By  Jack  Patterson 


10  Years  On  The  Outside 


You've  made  it  through  the  office 
farewell  party,  and  Retirement 
Day  has  come  and  gone.  Now,  you 
have  no  job  to  go  to,  no  morning  cof- 
fee break  vdth  co-workers,  no  busi- 
ness lunches,  no  tough-but-familiar 
routines  to  give  your  day  shape  and 
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purpose.  You're  on  your  own.  What 
do  you  do  next? 

A  week  after  that  day  10  years  ago 
when  I  said  goodbye  to  my  32-year  ca- 
reer as  an  editor  at  BUSINESS  week,  I 
flew  off  to  live  in  Madrid  as  a  fi-ee- 
lance  journalist,  something  I  had 
longed  to  do  for  years.  That  move 
opened  what  has  turned 
out  to  be  a  decade  of 
mostly  satislying,  trou- 
ble-free retirement. 

Luckily,  I  did  not  re- 
tire either  to  escape  from 
a  job  I  hated  or  to  piy 
myself  loose  Irom  one  I 
didn't  know  how  to  live 
without.  I  enjoyed  my 
work  most  of  the  (\'>Y^ 
time,  but  I  knew  the  vi^^^V 
day  would  come  when 
I  would  give  it  up.  So  I 
spent  many  preretu-ement 
hours  thinking  about  what  I 
would  do  when  I  had  cleaned  out 
my  desk  for  the  last  time.  It  turned 
out  that  in  important  respects,  what  I 
wanted — activities  that  fulfilled  me — 
was  not  different  from  what  I  had 
while  working. 

After  18  months  in  Spain,  I  re- 
turned to  New  York  and  settled  into  a 
daily  routine  of  four  houi's  in  front  of  a 
computer  I  exchange  E-mail  with  my 
sons  and  a  few  friends  and  occasionally 
surf  the  Web.  But  mostly,  I  slog  away 
at  a  historical  novel  about  Spain.  As  a 
friend  of  mine  comments,  the  real 
trouble  with  retirement  is  that  you 
never  get  a  day  off. 

Early  on,  I  resolved  to  try  to  do  at 
least  one  thing  a  day  to  make  myself 
feel  good.  Fortunately,  through  a  com- 
bination of  pension,  investments,  and 
Social  Security,  I  left  my  job  with 
enough  money  for  my  needs,  plus  a  lit- 
tle more  for  wants.  So  I  allow  myself 
plenty  of  time  for  eating  out  with 
friends.  I've  gotten  closer  to  my  fami- 
ly. I  read  fiction,  listen  to  classical  mu- 


sic, make  treks  along  the  fascinating 
streets  of  Manhattan.  1  regularly  force 
myself  to  cUmb  onto  my  cross-country 
ski  machine.  I  spend  several  months  of 
the  yeai'  in  Paris,  London,  Madrid,  and 
Berlin.  I  try — vrith  limited  success — to 
use  time  with  a  sharjjer  sense  of  its 
fleeting  preciousness. 

For  me,  retirement  has  meant  reas- 
suring continuity  rather  than  wi'ench- 
ing  change.  Of  course,  many  things  ai-e 
different.  But  on  the  day  after  I  re- 
tu'ed,  my  life  was  stiU  my  life,  and  I 
stUl  faced  the  responsibility  of  making 
whatever  I  could  of  it. 

To  do  that,  I  could  no  longer  count 
on  the  discipline  and  the  suppoit  sys- 
tem of  a  job.  But  I 
had  acquired  a 


I  try-with  limited 
success-to  use  time  with 
a  sharper  sense  of  its 
fleeting  preciousness 

number  of  intangible  assets  over  the 
years.  I  had  strong  interests — ^in  trav- 
el, languages,  histoiy,  books,  and  mu- 
sic. They  added  richness  to  life  before 
I  retii'ed,  and  I  knew  I  could  count  on 
them  later.  I  also  brought  a  feeling  of 
satisfaction  and  modest  achievement 
caiTied  over  from  my  foi-mer  job.  That 
surprised  me.  But  it  makes  sense  that 
people  who  feel  good  about  what  they 
have  accomplished  stand  a  better 
chance  of  repeating  the  experience  in 
retirement  than  those  who  leave  their" 
work  smoldering  with  disappointment 
and  resentment. 

As  I'd  suspected,  retirement  forces 


you  to  fall  back  on  your  own  re- 
sources, intellectual  and  emotional  as-, 
well  as  financial.  These  have  to  be  ci 
tivated  over  time,  not  in  the  week  fc 
lowing  your  last  day  at  work.  And 
they  must  be  interests  that  matter.  1 
doubt  people  who  have  handled  re- 
sponsible jobs  will  be  happy  just  tak 
ing  water  aerobics  classes  or  leamini 
to  cook  Chinese.  Some  of  that  is  fine 
but  you  probably  will  require  more 
substantial  fare — activities  that  ansM  ■ 
a  need  to  be  useful  and  committed, 
such  as  volunteering  in  a  community 
program  or  learning  to  read  Homer 
the  original  Greek. 
THE  TRICK.  Have  I  made  my  retire- 
ment seem  all  beer  and 
skittles?  It's  not.  For  one 
thing,  it  sul 
tiy  alters 
how  peopl 
treat  you. 
I've  notice 
that  forme 
colleagues, 
and  friend; 
ask  my  opi 
^~  ion  less  ofte; 
~    and  show  fai' 

less  interest 
when  I  tell  thenj 
anyway.  Others  b 
have  as  though  I  h 
vanished  down  a  bla( 
hole.  Does  this  hurt?  A 
T.  E.  Lawrence  replied  when  he  held 
his  hand  over  the  candle  flame:  "Oh, 
hiuls,  but  the  trick  is  not  to  care." 

Finally,  I  remind  myself  that  thoui 
my  efforts  inake  a  difference,  my  re- 
tirement depends  on  a  lot  of  luck.  M 
health,  for  example,  has  held  up  pre! 
well.  But  I've  reatl  that  the  first 
decade  is  usually  the  smoothest.  Afti 
that,  health  problems  can  multiply.  I 
will  be  entering  that  second  decade 
soon.  Aging,  I've  learned,  brings  nev 
aches  and  pains,  as  well  as  regrets  al 
dark  thoughts  of  mortality.  Of  cours( 
that's  not  just  retirement:  It's  the  hu 
man  condition. 

But  hey,  who's  complaining?  It's 
back  to  the  PC  for  few  hours,  then  a 
modest  lunch,  possibly  a  nap,  more 
tune  at  the  computer,  then  dinner  wi 
friends.  Do  I  miss  going  to  the  office' 
every  day?  What  do  you  think? 

Jack  Pattersmi  retired  as  editoria 
page  editor  of  business  week  in  198 
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i3cial  Issues 


IK  &  FAMILY 


CLOSE-UP 
r  CORNING 

;he  home-wrecking  company  in  a  new  book,  but  improving 


I  tti,eettny  with  top  executives]  I 
hat  tlie  people  I  worked  with  want- 
hetter  balance  between  work  and 
y.  I  got  it  right  between  the  eyes, 
bleiv  up  at  me:  "Don't  ever  bring 
alance'  again!  Everyone  in  this 
any  has  to  work  hard!" 
— An  "Amerco"  junior  manager 

rom  1990  to  1993,  sociologist  Arlie 
Russell  Hochschild  plumbed  the 
pseudonymous  Amerco,  a  large, 
profitable  technology  company  well 
n  for  its  progressive  human  re- 
es  pohcies.  Granted  extraordinary 
s,  she  met  with  130  employees  at 
rels.  The  result:  Her  recent  book, 
Kme  Bind,  a  compelling,  damning 
sment  of  so-called  family-fiiendly 
Jgies. 

spoil  the  secret,  Amerco  is,  in  fact, 
ing  Inc.,  according  to  numerous 
and  present  company  executives, 
ler  Hochschild  nor  Coming  would 
lent  on  Amerco's  identity.  But  oth- 
ly  that  "Spotted  Deer,"  the  book's 
iside  small-town  setting,  is  Corn- 
^.Y.  And  the  "much  admii'ed"  chief 
itive  officer,  a  gi-eat-gi-andson  of 
)under,  is  James  R.  Houghton,  who 


retired  from  the  company  last  year. 

Many  who  were  at  Corning  in  the 
f  :)?*ly  1990s  say  Hochschild's  depiction  of 
i  vorkahohc  environment  that  yanked 
; '  iple  away  from  their  families  is  dead 
;  "It  was  real,"  says  one  consultant  to 
company  at  the  time.  "We  had  dis- 
cussions on  it  at  every  [employee]  ses- 
sion. Local  managers  just  hadn't  bought 
in."  Observes  a  former  executive: 
"There  was  an  honest  effort  to  do  some- 


HANGING  WITH 
THE  KIDS:  The 

$1.2  million 
day-care  center 


thing  about  [work-life  balance].  But  was 
it  as  successful  as  all  the  awards  would 
make  us  out  to  be?  No." 

Four  years  isn't  long  enough  to  trans- 
form any  culture  entirely,  but  today. 
Corning  doesn't  quite  match  Hoch- 
schild's harsh  picture.  Although  the  en- 
vironment remains  as  intense  as  ever, 
employees  report  that  supervisors  are 
more  sensitive  to  family  issues  and  that 
flexible  work  arrangements  are  on  the 
rise.  "  "Widespread'  might  be  too  strong 
a  word  right  now,  but  it's  more  com- 
mon," says  one  manager.  The  old  per- 
ception that  longer  houi-s  brought  better 
results  has  waned,  too:  "Bob  is  able  to 
say,  'I'm  going  to  be  home  for  dinner 
with  my  family,' "  says  Pam  Walker, 
whose  husband  is  a 
sales  representative. 

Since  Hochschild's 
study,  Corning  has 
spent  $1.2  million  to 
build  a  day-care  cen- 
ter for  143  children.  More  important,  it 
began  this  year  to  include  diversity 
measures  in  figuring  bonuses  for  150 
senior  managers.  And  all  2,400  man- 
agers will  be  required  by  1999  to  take  a 
new  nine-day  training  progi-am  featuring 
diversity  and  work-life  modules. 
FLEXIBLE.  Such  measures  may  have  sold 
more  managers  on  policies  that  give 
workers  more  time  with  their-  families.  In 
Tlie  Time  Bind,  one  couple  maflly  juggles 
presentations  at  work  with  a  child  who 
must  be  hospitalized.  By  contrast,  Enolia 
B.  Foti  recently  took  a  week  and  a  hah" 
off  from  her  job  as  an  infomiation  tech- 
nology project  leader 
when  her  husband 
had  a  serious  acci- 
dent, and  another 
week  when  her 
young  son  had  .sur- 
gery. "This  com- 
pany demands  a 


AMERCO"  REVISITED 


Amerco  in  The  Time  Bind  is,  in  fact,  Coming.  Yet  the 
company  has  changed  since  Arlie  Russell  Hochschild's  study: 


Bind 


"AMERCO,"  1993 


Long  hours  are  de  rigueur;  managers 
equate  50-hour  workweeks  with  per- 
formance and  dedication. 


CORNING,  1997 


An  intense  environment  remains  the 
rule,  but  emphasis  is  shifting  to  pro- 
ductivity from  sheer  hours. 


Many  line  managers,  worried  about 
disrupting  operations,  resist  progres- 
sive work-life  policies. 


Turnover  among  women  employees 
is  far  higher  than  among  men;  the 
"glass  ceiling"  is  clearly  visible. 


Training  and  relentless  communica- 
tion seem  to  have  softened  opposi- 
tion— but  not  in  all  operating  units. 

The  attrition  rate  for  women,  at  8%, 
has  declined,  but  still  is  nearly 
three  times  that  of  white  males. 
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As  the  industry  leader,  we're  used  to 
making  big  announcements. 


Intel  Inside  and' Pentivmi  Processor  Logos  are  regisered  tiademaiks  ot  Intel  Corpora 


Introducing  the  new  Libretto. 
The  1.85  lb.  phenomenon. 

Don't  let  the  size  fool  you.  What  you're 
looking  at  is  the  innovation  that  will  set  the 
highest  of  industry  standards  in  the  tiniest 
of  places.  Capable  of  nmning  Windows*  95, 
yet  compact  and  light  enough  to  fit  in  the 
palm  of  your  hand.  There  is  no  other  computer 
like  it.  Introducing  the  Libretto®  50CT.  The 
first  portable  of  its  kind.  A  mini-notebook 
that  allows  you  to  access  e-mail,  work  on 
spreadsheets  or  even  update  your  handicap 
from  just  about  any  fairway.  So  light  and 
small  It's  the  perfect  communication  and 
information  manager.  With  the  Libretto 
you'll  definitely  improve  your  game.  And 
everything  we  do  is  designed  to  provide  you 
with  the  tools  to  do  just  that.  After  all,  we 
share  a  simple  philosophy.  Always  Lead™ 


SIZE  AND  WEIGHT 

At  8  3"  X  4  5"  X  1  3"  and  only  1  85  lbs  , 
the  Libretto  is  so  small  and  light  it's 
the  perfect  companion. 


Pentium 


PENTIUM-  PROCESSOR 

A  powerful  Pentium'  processor 
delivers  all  the  performance  you  need 


CONNECTIVITY 

With  the  PC  card  slot  you  can  stay 
connected  with  a  modem  and  hook 
up  to  a  floppy  disk  drive  or  CD-ROM 
Experience  wireless  connectivity  with 
bui]t-m  mfrared  capabilities. 


Designed  tor 


Microsoft* 


Windows'QS 
WINDOWS  95  PERFORMANCE 

The  only  mmi-notebook  to  run 
Windows  95 


Libretto  50CT  ■ 


■  6  1"  dia  active-matnx  TFT  coloi 
display.  640  x  480  resolution 

•  75MHz  (2  9v)  Pentium- 
processor,  16KB  internal  cache 

■  810  million  byte  (=772MB)  HDD 

■  16MB  EDO  DRAM 
(expandable  to  32MB) 


•  Built-m  16-bit  audio  with 
mternal  speakei 

•  External  floppy  disk  drive 

•  One  Type  II  PC  Card  slot 
supports  modem,  floppy  disk 
dnve  or  optional  C[)-ROM  drive 

•  Lithium  Ion  battery 


•  Seiial  Infrared  IrDA 
compliant  port 

■  Libretto  Accupomt " 
pointing  device 

•  Optional  Enhanced  Port 
Replicator  or  optional 
Port  Expander 


•  1  85  lbs 

•  8  3"  X  4  5"  X  1  3" 

•  Wmdov^s  95  standdid 

•  l-year  limited  warranty 

•  Toll-free  technical  support  - 

7  days  a  week.  24  hours  a  day 


For  mere  information,  visit  http;// computers. toshiba.com,  or  call  1-800-457-7777. 


In  Touch  with  Tomorrow 

TOSHIBA 


A  global  hedge  fund 
available  to  the  public" 

The  Contrarian 
Fund 

^        ^  ^ 


M  O  R  N"  :  N  G  S  7 


R 


www.rsim.com 


NETWORK 

1-800  544-9697 


The  Contrarian  Fund  has  earned  the 
Momingstar  Four-Star  rating  based 
on  its  risk-adjusted  performance 
against  508  international  equitv" 
mutual  funds  for  the  three- 
year  period  ending  5/31/97. 
This  Fund  employs  a  global 
investment  strategy'  to  try 
to    limit    your  downside 
risk  while  growing  your 
investment  To  learn  more 
about  the  advantages  and 
risks  of  investing  in  this 
Fund,  please  call  today. 

1-800-766-3863 

ext. 812 


ROBERTSON 
STEPHENS  & 
COMPANY 
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For  .T.ofi  ir_:r.rmi::or..  i-clusfir.g  — i»r^-r— icr.:  :ee=-  t:ccc:ijcs  rne  special  ~s.<i  <:.z..  sb.ccz  seiling. 
li-.Tig  rjc-icris  inci  vsmn&i  ssaxiacec  ^-i--.  Tne  Goncraniri  Funa.  Roberrson.  Scephens  &  Cocavznj 
LLC.  diS-nb'j-G-.  for  a  pnj5pecr.j.  L-i-.er::2.:;onai  ;avescir.g  can  inTolTe  greacer  currenqr  flucrjacions.  less 

Mo.-r.mgsiia-- 5  prGcncCiT;/  rarings  cef.ec"  hjs-onca;  nik-acpisted  perfrjcmance.  are  subjec:  "O  change 
~cr.:h,y  and  ire  caiculaxed  from  the  Fund  ;  :h.ree-year  average  annual  renims  m  excess  ot  SO-day  T-b:il 
rerorrj  apcrocriare  fee  adruscmena.  For  -he  one-year  perioci  ending  5  31  9~.  rfae  Fijn<i  received  rsro 
icars  and  »fas  ra:eti  among  9^4  inremational  etjuiry  tlir.ds.  Ten  percenc  of  che  funds  in  an  invesanenc 
caregor.-  receive  five  star;,  the  next  22.5'?  receive  foor  izza.  the  aesr  j?*;*  receive  three  scars,  and  che 
nexc  22.5'?  .'eceive  cwo  scars.  Pasc  perform^ce  cannoc  g'jarancee  fucure  results. 

*Fi.indi\ec^-o-k  is  a  ser/ice  of  Fidelity  Brokerage  Services,  Inc.  i  FBSr.i.  Nfember  NYSE.  SIPC.  FBSI  ma.T 
.^rceive  remuneration  for  providing  certain  recordkeeping  and  shareholder  services  to  the  fund  fa.— . 
FBSI  does  not  recosi.~er.d  or  endorse  anv  cart:  a  liar  murual  rune. 


Social  Issues 


ro  far."-..  .  ^  . 

Ma:-...r:  r  -       .    :-  - 
search  scientist,  t;:-:  r..  :re 
r::::r:h5"  leave  — 
:  :rr.  ~o  year?    .  . 
iLill-ime  vt;:'-:  ..r:.: 
StilL  she  -  ■         -  .  ... 
now  superr^ci  zve  other  sjItt.: 
contrast  with  H:-:h.=chiId'; 
parents,  s:  - 

Dawes,  ali    .  ..  - 

cut  back  on  travel  i  -  > 

9.5-hour  shifts  to  sr.  i 
ter's  time  in  day  :-.a:-T-  ~ 
chQd-care  center  at  /.mc^iunc  04 

Yet  Hochschfld's  central  findi 
mains  largely  true:  The  vast  maj  | 
Coming  employees  still  chooses  | 
cut  back  cr  -  At  Am^. 

^w,..  ------  -..l 


sav-5  HocTisciuid.  a  professor  at 
versir.-  of  Cahfomia  at  Berkelel 
c-ontroversial  explanation:  PareJ 
joyed  themselves  and  felt  more 
on  the  job.  "In  a  cultural  contd 
tween  work  and  home . . .  the  woj 
is  winning." 

That  phenomenon.  Hoehschfld 
imposes  greater  strains  on  workd 
their  families.  It  may  help  explaJ 
Amerco  was  losing  women  emd 
in  1990  at  a  far  greater  rate  thai 
That  hasn't  changed;  Last  year.f 
ing's  attrition  rate  among  woma 
S^.  vs.  3.1^  for  white  males.  (Botl 
are  low  by  U.  S.  corporate  standa 
RESJSTAWCt  Despite  Coming's  at^ 
:  _  -jr.^rc^.  '.vork-femily  balance  in 
porate  strategy;  some  middle  maJ 
still  don't  support  family-friendlj 
des.  ""Some  of  my  people,  they  puj 
families  first  and  their  work  sej 
c-omplains  one.  "In  todar's  marke| 
you  just  can't  compete  that  way. 
Edwin  O'Brien,  a  proponent  of  w: 
balanc-e  who  heads  human  resourj 
Comings  communications  sector 
time  we  drive  change,  initially 
always  a  disconnect  between  bel 
and  where  we  want  people  to  go.] 

In  that  regard.  Coming  is  lit 
ferent  from  most  companies, 
which  have  addressed  the  tei 
HochscMld  studied.  Isolated  in  w| 
New  York.  Comings  workers 
unique  challenges:  "One  reason 
worked  so  hard  was  there  was  M 
else  to  do.'"  half-jokes  Susan  B. 
former  senior  e.xecutive.  But  prog 
evident  at  ".Amerco."  Written  tc 
Ti.me  Bind  might  be  a  different 
By  Keith  H.  Harm 
in  Comingl 


Bringing    th-e    Fund    Manager    to  You 


COURAGE. 


PASSION. 


PRESSURE. 


ENW. 


tSXJ 


ELAflON. 


DIS^RES; 


NALLY,  A  BUSINESS  NEWS  SHOW 


AT  FEELS  LIKE  BUSINESS.  ^iTOlGt 


SINESS 


_J  Stories  of  immense  power,  fortune  and  risk.  Stories  brought  to  life  like 
never  before  —  from  the  perspective  of  the  people  behind  them.  Join  host 
Sheilah  Kast  for  TV's  most  compelling,  in-depth  business  news  analysis. 
Watch  for  "This  Week  in  Business"  on  public  television.  ,  * 


Produced  by  WETA/ Washington,  D.C.,  in  association  with 


The  Corporation 


STRATEGIES 


THE  STRUGGLE  FOR 
MAZDA'S  SOUL 

Is  the  carmaker  mapping  its  U.S.  recovery  plan-or  is  Ford? 


Just  five  years  ago,  Mazda  Motor 
of  America  Inc.  was  on  a  roll. 
Dizzy  with  the  instant  success  of 
its  Miata  and  flush  with  new  prod- 
ucts, the  U.S.  unit  of  Mazda  Motor 
Coi*p.  beheved  it  could  finally  take  on 
the  Japanese  Big  Thi-ee — Toyota,  Honda, 
and  Nissan.  No  matter  that  Mazda  had 
always  ranked  a  distant  fourth  in  the 
U.  S.,  with  some  3%  of  the  market.  The 
company  was  moving  up  fast.  Mazda 
had  even  planned  a  luxuiy  brand,  Amati, 
to  compete  with  Toyota  Motor  Corp.'s 
Lexus  and  Nissan  Motor  Co.'s  Infmiti. 

The  tide  turned  quickly.  In  late  1992, 
an  imploding  Japanese  economy  forced 


the  Hiroshima-based  auto  maker  to  fold 
Amati  before  it  opened  one  dealei-ship.  A 
rising  yen  and  booming  development 
costs  meant  that  most  of  Mazda's  new 
products,  such  as  the  MX-3  and  MX-6 
sporty  coupes,  became  too  costly  for  its 
core  U.  S.  customer.  They  were 
scrapped,  along  with  the  929  family 
sedan  and  Mazda's  legendaiy  RX-7.  Last 
year,  the  company  sold  238,285  cars  in 
the  U.  S. — nearly  one-fouith  of  Mazda's 
total,  down  30%  from  1992.  Responding 
to  the  trouble,  in  April,  1996,  minority 
shareholder  Ford  Motor  Co.  spent  some 
$481  million  to  up  its  stake  in  Mazda 
from  25%  to  33.4% — taking  control  of 


NOJOYRIDE 

Beattie  has  to  weed  ou 
weak  dealers-many  of 
which  sell  fewer  than 
Mazdas  a  month 

Mazda  under  Japanese 
Ford's  choice  to  pull  1 
out  of  its  rut  in  the  U 
Richard  N.  Beattie,  a  2.^. 
Ford  veteran.  The  first 
Japanese  head  of  the  U.  S 
he  became  president  of 
Ainerican  operations  in  M; 
new  position.  "Mazda  has 
ly  lost  its  way,"  says  B( 
"We're  going  to  restore  M 
imique  image."  The  plan:  i 
Mazda,  based  in  Ii-vine, 
to  its  U.  S.  roots  as  a  mai 
sporty,  affordable  cai"s — ani 
reverse  the  red  ink  at  thi 
ent,  v/hich  lost  $141  milli( 
$15.2  billion  in  sales,  in  tht 
ended  Mar.  31.  The  U.S 
was  about  $8  milhon, 
Stephen  Volkmann  of  M 
Stanley,  Dean  Witter,  Dis 
&  Co.  He  thinks  that  the 
portion  will  hit  $16  milli 
fiscal  1998.  Making  Bei 
tuiTiaround  task  even  har 
Ford's  attempt  to  presen 
image  of  Mazda  as  an  indepe 
Japanese  company  despite  the  U.  S 
maker's  increasing  involvement. 
NO  BOUNCE.  Beattie,  42,  earne 
stripes  by  helping  to  turn  around 
Jaguar  unit,  where  he  was  vice 
dent  for  U.  S.  sales  and  marketing 
1993  to  1995.  He  "has  the  coui-ag 
confidence  to  break  new  ground,' 
Michael  H.  Dale,  president  of  J 
Cars  North  America.  He  has  cloui 
On  May  16,  he  merged  five 
American  subsidiaries  reporting  t 
parent  into  one  U.  S.  and  one  Can 
unit  reporting  to  him.  In  late  May, 
tie  was  named  a  managing  direcl 
the  parent.  Unlike  his  predecesso 
now  reports  directly  to  Mazda  ] 
dent  Henry  D.  G.  Wallace. 

Clearly,  Beattie  has  a  lot  on  his 
In  October,  car  buyers  will  see  M: 
all-new  626  sedan.  Early  report 
mixed,  and  it  faces  stiff  compet 
such  as  the  top-selling  Toyota  C 
and  a  new  Honda  Accord.  "That 
ment  is  not  for  the  faint  of  heart,'«» 
Paul  Ballew,  chief  economist  at  C('s 
tant  J.  D.  Power  and  Associate.'Ii 
"The  [cars]  are  not  only  good  butih 
are   increasingly   very  aggress:'6 
priced.  It  is  highly  unlikely  that 


:t  a  bounce  from  the  626."  That 
pell  trouble.  In  '96,  the  626  made 
'■}  of  U.  S.  unit  sales. 

in  the  works  is  a  brand  over- 
flew products  will  sport  a  new 
ilong  with  an  advertising  cam- 
that  revives  Mazda's  reputation 
n  car  at  a  nice  price.  But  Beattie 
IS  problems  with  Mazda's  nearly 
alers:  More  than  a  third  sell  un- 

vehicles  a  month.  Last  year,  a 

Mazda  dealer  sold  only  264  ve- 
Toyota  dealers  averaged  906. 

UP  OR...  Beattie  admits  that 
g  sales  have  forced  dealers  to 
their  Mazda  franchises  into  those 
thier  car  lines.  But  now  he's  get- 
ugh.  "We  are  overdealered,"  he 
and  our  good  dealers  need  us  to 
ction  with  the  weaker  ones." 
!  wants  them  either  to  shape  up 

out  to  stronger  Mazda  dealers, 
:  says  he'll  get  rid  of  laggards, 
ite  franchise  laws  protect  dealers, 
ittie  may  have  to  pay  a  steep 
J  clear  them  out. 
lot  Beattie's  first  revamping  of  a 
network.  He  did  the  same  thing 

MAZDA  SPINS 
ITS  WHEELS 


U.S.  MARKET 
SHARE 


— T— 

'93      '94      '95      '96  '97 

;ent  i-esi- 

W'S/iyraMOWf  fffWrS,  J.O.POWER  &  ASSOCIATES  INC. 

uar,  whose  dealers — like  Maz- 
)osted   poor  customer-service 
"He  is  not  the  glad-handing, 
u-on-the-back  type,"  says  Frank 
!  arso,  a  Jaguar  dealer  in  Union 
j  Del.  "He  wanted  the  dealers  to 
I  mplaining,  come  up  with  realistic 
I  oals,  and  do  a  much  better  job  of 
I  er  satisfaction." 

I  ord  has  its  way,  some  of  Mazda's 
•  links  could  be  replaced  by  Ford 
cms.  In  a  radical  experiment  that 
s  proposing  in  Salt  Lake  City, 

I  izda  dealers  would  fold  into  Ford- 
superstores  that  would  carry 
Lincolns,  Mercuiys,  and  Mazdas, 
ts  say  the  plan,  along  with  Ford's 

0  merge  its  production  with  Maz- 
lows  a  change  in  attitude.  "Ford 

1  passionately  embracing  Mazda," 
Ihristopher  W.  Cedergi-en,  man- 
lirector  of  consultant  Nextrend  in 
tnd  Oaks,  Calif. 

-  may  be  hai'd  for  Mazda  loyalists 


YOU  BOUGHT  AN  IRA 
YEARS  AGO  FOR  RETIREMENT. 
THEN  YOU  LET  IT  RETIRE. 

Why  not  put  it  back  to  work? 

Transfer  your  old  IRAs  into 
a  new  IRA  at  Vanguard  — 
and  it  could  work  for  you 
in  more  ways  than  one. 
First  of  all,  Vanguard 
gives  you  a  choice  of 
more  than  50  no-load 
mutual  funds  and,  according  to 
Upper  Analytical  Services,  Inc.,  our  average 
operating  costs  are  less  than  half  the  industry 
average. 

What's  more,  Forbes  Magazine's  1996  Survey 
of  Mutual  Fund  Families  cited  37  Vanguard  funds 
as  Best  Buys  based  on  superior  results  and  low 
cost.  Twice  as  many  as  any  other. 

To  receive  a  copy  of  our  IRA  asset  transfer 
kit.  The  Right  Step,  please  call  the  number  below. 
But  call  soon.  Because  the  harder  your  IRA 
works  now,  the  more  it  can  help  to  support  you 
in  the  future. 

Call  1-800-523-8550 

Visit  us  on  the  Web  at  http://www.vanguard.com 

©1997  The  Vanguard  Marketing  Corp.,  Distributor.  Funds  are  offered  only  by  prospectus, 
which  contains  more  complete  information  on  advisory  fees,  distribution  charges 
and  other  expenses.  Please  read  it  carefully  before  you  invest  or  send  money. 
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Seeking  a 
Secure  Future? 


Use  these  leading  investment  guides  to 
achieve  financial  success. 
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Business  Week. 

Every  Week, 
And  Save  Off 

The  Newsstand  Price, 
CALL  FOR  DETAILS 

1.800.635.1200 
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ind  out  how  efficiently  we're  delivering  for  FedEx  and  thousands  of  other  companies 
round  the  world.   Visit  us  at  www.sun.com    THE  NETWORK  IS  THE  COMPUTER™ 

W7  Sun  Mkrosy;sten-.s,  Inc.  AH  rightp  reserved.  Sun.  Sun  Microsystems,  the  Sun  Logo,  and  The  Network  Is  The  Computer  are  tradamarks  or  regjatered  Irademarlts  6f  Sun  Microsystems,  inc.  in  the  , 
I'^d  States  an;:i  other  countries.  PedEx  is  e  registered  traderriark  of  Federal  Express  Corporation.  t-    ■,  '  ■  - 


crosystems 


Finance 


CORPORATE  FINANCE 


DIZZYING  NEW  WAYS 
TO  DICE  UP  DEBT 

Suddenly,  credit  derivatives-deals  that  spread  credit  risk-are  surging 


In  June,  an  international  bank  client  of 
J.  P.  Mor-gan  &  Co.  called  the  august 
Wall  Street  firm  with  a  not- 
uncommon  problem.  It  had  a  basket 
of  some  20  loans  totaling  more  than  $500 
million  to  mostly  investment-gTade  com- 
panies but  wanted  to  lend  more  money 
to  the  same  boiTowers.  And  it  wanted  to 
reduce  its  capital  I'equirements  and  pro- 
tect itself  against  boiTower  defaults.  In 
the  past,  Morgan's  client  would  have  had 
to  sell  all  or  part  of  the  loans. 

Not  anymore.  For  a  fee  based  large- 
ly on  the  credit  quality  of  the  boiTow- 
ers,  Morgan  sold  the  other  bank,  which 
it  declines  to  name,  the  right  to  require 
Morgan  to  pay  off  any  of  the  loans  if  a 
borrower  goes  bankrupt.  Morgan  can 
either  retain  the  default  risks  in  its 
portfolio  and  collect  the  fee,  or  sell  them 
piecemeal  to  a  gi-owing  cadre  of  institu- 
tional investors  that  includes  insurers, 
hedge  funds,  and  other  banks.  Mean- 
while, Morgan's  client  retains  the  actual 
loans  and  the  customer  relationships. 

Welcome  to  the  little-publicized  but 
rapidly  expanding  new  world  of  ci'edit 
derivatives,  the  infant  cousin  of  better- 
knowTi  and  occasionally  notorious  finan- 
cial derivatives.  Besides  credit-default 
swaps,  a  kind  of  guarantee  that  can  be 
bought  and  sold,  permutations  include 


total-return  swaps — which  enable  lend- 
ers to  sell  the  cash  stream  of  a  loan 
but  not  the  loan — and  options  on  credit 
risk.  Boosters  say  credit  derivatives 
could  alter  for  the  better  the  credit-risk 
profiles  of  financial  institutions  and  com- 
panies. By  enabling  lenders  to  strip 
loans,  bonds,  and  other  instruments  into 
credit  risks  that  can  be  privately  traded 
in  institutional  markets,  these  contracts, 
they  say,  will  promote  portfolio  diversi- 
fication and  I'educe  loan  concentrations. 
AVID  PROSPECTORS.  "The  potential  for 
gTowth  is  enormous,"  says  Blythe  Mas- 
ters, global  head  of  credit  derivatives 
at  J.  P.  Morgan,  which  claims  a  global 
market  share  of  about  20%.  "They  deej)- 
en  the  liquidity  with  which  loans  are 
bought  and  sold  and  will  help  make  the 
pricing  of  credit  risk  more  rational." 
Adds  Barry  Finkelstein,  a  director  for 
structured  products  at  Merrill  Lynch  & 
Co.,  credit  derivatives  "are  on  every- 
body's radar  screen.  It's  difficult  to  be  a 
fiill-sei"vice  derivative  house  without  be- 
ing in  the  credit-derivative  markets." 

Wall  Streeters  think  credit-derivative 
activity  could  soon  approach  the  multi- 
trillion  dollar  financial-derivatives  mar- 
ket in  volimie  and  importance.  According 
to  estimates,  derivatives  covering  as 
much  as  $150  biUion  in  credit  instimnents 


A  TYPICAL  CREDIT  DERIVATIVE 

One  derivative,  a  default  swap,  lets  investors  trade  default  risks 

-  A 


1  A  bank  makes  a 
five-year  loan  for  a 
power  plant  in  China, 
but  doesn't  want  the 
risk  of  default 


2  To  avoid  the  risk 
that  the  loan  might  go 
sour,  the  bank  gets  in- 
vestors to  assume  the 
default  risk  for  a  fee 


3  If  the  borrower 
defaults,  investors 
would  reimburse 
the  bank  for  loss 
in  loan  value 


are  now  outstanding,  up  from  jii 
bilhon  or  so  las*^  year 

That's  still  minuscule  comparei 
the  more  mature  financial-deriv 
business,  which  includes  future 
tions,  and  interest-rate  and  cui 
swaps.  One  reason  credit  deriv 
had  been  somewhat  slow  to  devt 
the  fear  of  repeating  the  disastei' 
have  plagued  the  financial-deriv 
business  in  recent  years,  such  as 
Bankers  Ti'ust/Procter  &  Gamb 
broglio.  Indeed,  while  dealmake) 
I'egulators  alike  are  ebullient  abo 
potential  of  credit  derivatives  fo 
persing  credit  risk,  they  acknov 
that  in  the  virong  hands,  these  i 
ments  can — and  most  Hkely  will— 
heavy  losses  on  some  banks,  comjiii 
and  investors.  Christine  M.  Cun 
senior  \ace-president  at  the  P"'eder 
serve  Bank  of  New  York,  stresset 
bank  regulators  view  credit  deriv  r 
as  a  "positive  development."  Bi 
concedes  that  the  "potential  foi- 
also  creates  the  potential  for  prob 

In  the  absence  of  a  blovrap,  yn 
tioners  seem  more  focused  on  there 
rather  than  the  bad  and  the  ugly. 
U.  S.  and  foreign  financial  instil 
are  eagerly  prospecting  for  busine^ 
cording  to  the  Comptroller  of  tht 


Promotes  portfolio  diversificatic 

►  Reduces  loan  concentrations  tc 
individual  borrowers 

>  Facilitates  efficient  credit  pricii; 


►  Untested  in  declining  economy 
and  rapidly  rising  interest  rates 

►  May  not  be  well  understood  by 
prospective  buyers 

►  Can  compound  credit  risk  as  w 
as  reduce  it 

DATA:  BUSINESS  WEEK 


102  BUSINESS  WEEK  /  JULY  21,  1997 


,  Morgan  has  about  three-quarters 
U.  S.  commercial  bank  volume,  fol- 
1  by  Citibank,  Chase  Manhattan, 
Bankers  Trust.  The  comptroller's 
3s  don't  include  certain  types  of 
actions  or  the  activity  of  foreign 
lercial  banks  and  investment  banks 
as  Merrill,  another  big  player. 
)ng  with  the  sui'ge  in  transactions, 
ses  of  these  instniments  seem  to  be 
iding  fast.  Emerging  markets,  such 
lina,  are  a  beneiiciaiy,  says  J.  Gi'egg 
taker,  Chase  Manhattan's  head  of 
1  credit  derivatives.  Many  compa- 
and  lenders  are  interested  in  in- 
ig  in  Chinese  businesses  but  don't 
China's  country  risk.  So  Chase 
id  default  swaps  that  let  investors 
d  that  risk.  And,  he  points  out,  in- 
ial  companies  have  begun  to  use 
t  derivatives  to  cut  accounts-re- 
ble  concentrations.  That  way,  they 
reduce  credit  risk  wliile  maintaining 
customer  relationships,"  he  says, 
le  obstacle  to  expansion  is  the 
ment  of  credit  derivatives  by  bank 
lators  in  calculating  capital  re- 
ments.  In  most  situations,  regula- 
call  for  banks  to  put  up  the  same 
apital  against  these  instinments  as 


return  swaps  for  nearly  two  years, 
achieving  leveraged  average  annual  re- 
turns in  excess  of  15%.  Those  transac- 
tions tyjsically  work  this  way:  A  bank 
originates  a  floating-rate  loan  to  a  com- 
pany with  interest  at,  say,  300  basis 
points  over  the  London  Interbank  Of- 
fered Rate.  But  it  actually  lends  the  mon- 
ey to  investors  Uke  Shenkman  at  per- 
haps 100  basis  points  over  libor.  They,  in 
turn,  fund  the  company  loan,  accept  de- 
fault risk,  and  collect  interest  and  fees. 
CiuTently,  Shenkman  says,  the  fam  holds 
about  32  swaps  for  about  25  companies 
amounting  to  "several  hundred  million 
dollars."  Unlike  the  case  with  fixed-rate 
junk,  rising  rates  don't  erode  loan  prin- 
cipal. "As  long  as  you  buy  good  credits, 
the  retm-ns  are  predictable,"  he  says. 
MINEFIELDS.  To  date,  none  of  these  deals 
has  blown  up,  experts  insist.  Still,  they 
recognize  that  the  new  market  isn't  with- 
out potential  minefields.  Says  E.  Gerald 
Conigan,  managing  dir-ector  of  Goldman, 
Sachs  &  Co.  and  a  New  York  Fed  ex- 
president:  "The  imbundling  of  credit  risk 
probably  should  be  a  good  tiling,  assum- 
ing that  people  picking  up  the  elements 
of  credit  risk  understand  what  they're 
doing  and  the  risks  they're  incun-ing." 

Just  as  bankers  have  gotten  burned 
by  making  bad  loans,  they  could  stum- 
ble by  buying  poorly  structured  credit 
derivatives.  And  deals  may  fail  to  allow 

Credit  derivatives  got  a 
slow  start  because  of 
the  disasters  in  financial  derivatives.  But  now, 
the  market  approaches  some  $150  billion 

MASTERS:  "ONE-SiZE-FITS-ALL"  BANK  RULES  HAMPER  CREDIT  DERIVATIVES 


they  do  for  the  underlying  loans.  But 
some  practitioners,  such  as  Morgan's 
Masters,  think  credit  derivatives  could 
ultimately  prompt  regulators  to  relax 
the  10-year-old  global-risk-based  capi- 
tal lules.  "Credit  derivatives  suffer  fi-om 
the  same  one-size-fits-all  rules  as  other 
bank  credit  instnaments,"  she  says. 

Insurers,  such  as  New  York-based 
American  International  Group,  are  also 
becoming  major  players,  though  mainly 
as  users  rather  than  dealmakers.  The 
business  has  "grown  significantly,"  an 
AiG  spokesman  said,  adding  that  aig 
uses  them  to  hedge  credit  exposures  in 
insurance  undei-writing  and  investing. 

These  instnmients  pennit  institutional 
investors,  for  the  fii'st  time,  to  buy  into 
syndicated  loans  to  noninvestment-grade 
companies,  and  thereby  obtain  returns 
higher  than  those  on  jimk  portfolios  vrith- 
out  junk's  volatility.  Mark  R.  vShenkman, 
president  of  Shenkman  Capital  Manage- 
ment, says  the  finn  has  invested  in  total- 


for  a  spike  in  interest  rates  or  an  eco- 
nomic downturn.  Corrigan  and  others 
are  concerned  about  the  reliability  of 
models  used  to  measure  potential  cred- 
it risk  and  set  transaction  prices.  Tanya 
Styblo  Beder,  principal  of  Capital  Mar- 
ket Risk  Advisors,  warns  that  risk 
models  based  on  historical  default  data 
could  prove  invalid  for  credit  deriva- 
tives linked  to  syndicated  loans. 
Michael  L.  Brosnan,  director  of  trea- 
sury and  market  risk  at  the  Comptrol- 
ler of  the  Curi'ency,  says  that  while 
credit  derivatives  are  a  "big  plus," 
there  are  "going  to  be  banks  that  won't 
use  them  wisely."  Insurance  regulators 
are  taking  no  chances.  In  June,  the 
National  Association  of  Insurance  Com- 
missioners launched  a  study  of  insurer 
exposure. 

For  now,  practitioners  can  only  hope 
that  when  it  comes  to  credit  deriva- 
tives, Murphy's  Law  doesn't  apply. 

By  Phillip  L.  Zweig  in  New  York 
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COMMODITIES 


GOLD  ISN'T  WORTH 
ITS  WEIGHT  IN  GOLD 

With  inflation  at  bay,  central  bank  sell-offs  are  bashing  investors 


Jean-Marie  Eveillard  isn't  throwing 
in  the  towel  just  yet.  But  with 
gold  down  almost  $100  an 
ounce  since  early  1996,  the  So- 
Gen  Gold  Fund  manager  is  ob- 
viously disappointed.  "I'm  ; 
patient  investor,  but  I've 
said  that  if  a  sustained 
move  in  gold  was  not  in 
place  by  late  1998,  that  I 
would  wiite  shareholders  a 
letter  suggesting  they  re- 
deem shares,"  he  says. 

Eveillard  may  want  to 
start  di-afting  that  letter  As 
the  yellow  metal  is  slammed 
by  central  bank  selling,  the 
goldbugs  of  the  world  are 
getting  squashed.  With  in- 
flation nowhere  in  sight,  a 
new  generation  of  central 
bankers  and  private  in- 
vestors see  gold  not  as  a 
store  of  wealth,  but  as  little 
more  than  a  nonproducing  as- 
set— almost  a  commodity.  And  if, 
as  some  economists  predict,  world- 
wide deflation  is  in  the  cards,  the  ra- 
tionale for  buying  gold  is  thin  indeed. 
"The  incessant  downward  pressure  on 
gold,  as  well  as  the  Commodity  Re- 
search Bureau  index's  decline  to  a  two- 
year  low,  indicate  that  deflationaiy  pres- 
sures are  mounting,"  says  money 
manager  Joel  Linger  of  Stralem  &  Co. 
"If  that's  correct,  there's  no  reason  to 
buy  gold  as  an  inflation  hedge." 
AUSSIE  STUNNER.  The  latest  blow  came 
on  July  3,  when  Australia's  central  bank 
said  it  had  sold  inore  than  two-thirds 
of  its  gold,  putting  some  $2  billion  into 
U.  S.,  German,  and  Japanese  bonds.  By 
July  7,  gold  for  August  delivery  had 
fallen  more  than  $18,  to  $319,  and  hit 
$314  during  the  day,  an  ll/{^-year  low. 
That's  a  far  cry  from  early  1980,  when 
gold  commanded  as  much  as  .$850  an 
ounce.  Wliile  European  central  bank  sell- 
ing had  been  expected  as  countiies  gear 
up  for  the  European  Monetary  Union, 
investors  were  stunned  that  Australia,  a 
key  gold  producer;  had  sold.  "People  are 
thinking  that  it's  not  just  Eui'opean  cen- 
tral banks  selling,  that  it  could  be  any- 


one,"  says  Robert  W.  Radsch,  who  man- 
ages the  Lexington  Goldfund. 

Thi'oughout  the  year,  the  strength  of 
the  U.  S.  economy  and  the  dollar  have 
been  a  real  negative  for  gold.  "A  strong 
dollar  i^rovided  a  very  attractive  return 
as  a  store  of  value,"  says  goldbug 
Michael  Metz,  market  strategist  at  Op- 
penheimer  &  Co.  But  for  foreigners, 
gold  became  more  ex- 
pensive. "The  feeling 
was:  So  why  not  be  in 
dollars  and  get  6%, 
too?"  he  says. 

Although  demand 
for  gold  jewelry  out- 
strips mine  production, 
jitters  over  central 
bank  selling  have  some 
analysts  predicting 
gold  "could  ch-op  to  $280 
per  ounce.  Prices  are 
so  low  that  mines  with 
high  production  costs 
find  it  uneconomical  to 
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operate.  East  Rand  Proprietary  li 
Ltd.  in  Johannesburg,  for  one,  sa:i  r 
halting  operations  at  its  BenonG 
Mining  division.  Some  goldbugs  se  t 
if  supply  shiinks  as  inines  close  a  I 
mand  stays  steady,  gold  could 
boost.  But  central  banks  have  a  ■ 
upsetting  that  scenario  by  seUinj. 

Assets  in  gold  funds  are  shri 
Since  hitting  a  high  of  $5.7  bill 
1993,  assets  in  the  42  precious 
fimds  tracked  by  MoiTiingstar  Inc 
shi-unk  35%,  to\$3.7  billion,  as  o 
30.  Says  Robert  Adler  of  amg 
which  also  tracks  fund  flows:  "Ni 
sector  is  dropping  this  fast.  In 
sentiment  is  being  clearly  expres 
Even  investors  who  bought  th( 
of  top-notch  gold  mining  com 
have  suffered  mightily.  Wlii 
Standard  &  Poor's  500-sti 
dex  is  up  22.5%  so  far  thi: 
the  s&p's  Gold  Index, 
tracks  such  well-ret 
names  as  Bamck  Gold 
and  Newmont  Mining- 
is  down  23.3%.  Ba 
stock  has  fallen  26.5'% ; 
mont  is  down  19.3%. 

A  few  contrariantd 
to  hope.  "With  talk  h 
the  stock  market  beinjw 
sively  overvalued  and  ' 
one  hating  gold,  this  loo 
a  really  good  time  to  rai 
position,"  says  Ralph  Aldi 
may  increase  the  gold  wei 
of  U.  S.  Global  Investor  Inc." 
Shares  Fund  fi'om  the  usual  5% 
10%.  Lexington  Goldfund's  Radsi 
heves  that  gold  is  "damn  cheap  l"it( 
cally,"  but  says  "I'm  woiried  it  li 
get  cheaper." 

What  could  lift,  gold  out  of  its  ^ 
"You  could  get  a  short-term  spik( 
commodity  funds  covering  their 
selling,"  says  Eveillard.  Longer 
it  would  take  economic  or  politic 
moil,  such  as  the  Europeans  beii 
able  to  have  a  single  cuiTency  ir 
he  says.  If  the  i 
market    dives,  g 
may  shine.  "Jit 
we're  having  a>a 
bolic    move  i 
stocks,  I  think  w 
the  end  of  a  sus 
move  down  in 
says  Oppenhem 
Metz.  "It's  an  eyn 
dinarily  attractiv 
set."  But  only  foign 
bugs   or  masodis^ 
it  seems. 

Bij  Suza  nne  Vio/i 
i)t  New  York 
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'V'visioneer 


Monday: 

Find  that  expense  report  from  1  993 
(the  one  with  the  little  white  lie  in 


Wednesday:  

tcrch  through  records  to 
find  receipts  |ustifying 
penses.  Stand  in  line  to 
the  fox  machine  Curse 
the  AP  department 


Tuesday: 

Sort  through  1 996 
paperwork  File  some 
documents  Photocopy 
others  Recycle  the 
originals  Repeat 
process  until  desk  is 
recognizable 


Thursday: 

Spend  six  precious  hours  retyping 
jdget  proposals  that  will  probably 
get  rejected,  anyway 


Weekend: 

Find  retype,  and  e-mail  that  newspaper 
article  about  the  competition  to  the  sales 
team — in  France 


Monday,  again: 

Fax  this  batch  to  the  boss,  his  boss,  her  V  P , 
and  the  entire  corporate  marketing  department 


A 


new  aay  is  unroiam 

Introducing  PaperPort  Deluxe  Soft  ware 


It  used  to  be  hard  to  tell  where  you  left  off  and  your  messy  desk  began.  Not  anymore.  Thonks  to  a 
new  invention  called  PaperPort  Deluxe'"  Software,  your  scanner  can  now  help  you  tackle  the  paper 
that  pervades  your  life.  Use  SconDirect""  to  scan  stuff — even  color  stuff — directly  into  your  favorite 
applications.  Use  FormTyper""  to  scan  in  and  fill  out  forms.  File  paper  into  folders  up  to  5  levels  deep. 
Then  find  things  using  SimpleSearch™  Xerox  TextBridge"'OCR  software  is  included  for  easy  editing. 
And  PaperPort  Deluxe  works  with  Windows  95  and  Windows  NT,  to  boot. 


For  flatbed  scanners,  sheetfed  scanners,  multi-function  peripherals,  and  digital  cameras- 
or  most  TWAIN-compliant  devices 

FOR  FAST  RELIEF: 


Coll  1  -800-787-7007,  extension  657  or  contact  on  authorized  reseller. 
Visit  our  web  site  at  http://go.paperport.com 
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LAW  ENFORCEMENT 


KNOW  YOUR  CUSTOMER 
-OR  ELSE 

A  new  push  puts  bankers  on  the  front  line  against  dirty  money 


At  Citicorp's  annual  meeting  in  Mia- 
mi on  Apr.  9,  ( 'Ec )  John  S.  Reed  re- 
vealed to  shareholders  that  the 
bank  could  be  "criminally  indicted  and 
convicted"  for  money  laundering.  The 
case  stems  from  the  bank's  dealings 
vnth  Raul  Salinas  de  Goilari,  the  broth- 
er of  former  Mexican  President  Carlos 
Salinas  de  Gortari. 

As  startling  as  the  government's  probe 
of  Citi  may  seem,  it  is  just  a  small  piece 
of  a  little-publicized  but  immense  initia- 
tive that  has  intensified  over  the  past 
thi'ee  years  or  so  to  combat  money  laun- 
dering. The  effort  includes  the  Federal 
Resei^ve,  the  Comptroller  of  the  CmTen- 
cy,     the  Tr'easury 
Dept.'s       Financial  comptroller 
Crimes  Enforcement  LUDWIG:  Drugs 
Network,  a  26-nation  are  "the  lieati  of 
task  force  created  in  the  concern'' 

1989  by  the  Group  of   

Seven  industrial  nations — and  the  White 
House.  In  an  October,  1995,  Presidential 
Decision  Directive  that  got  virtually  no 
public  attention,  President  Clinton  au- 
thorized extraordinary  actions  against 
money  laundering,  including  freezing 
funds  in  U.  S.  banks  held  by  suspected 
Colombian  dnig  dealers. 

Much  of  the  campaign  focuses  on 
bankers,  many  of  whom  traditionally 
have  taken  a  see-no-evil  posture,  espe- 
cially in  accounts  with  many  zeros.  Now, 
regulators  are  woi-king  to  transform 
bankers  into  active  informers.  A  just- 
completed  three-year  cycle  of  presci'ip- 
tive  exams  of  40  private  banking  oper- 
ations by  the  New  York  Federal 
Reserve  Bank  showed  that  "the  banks 
needed  an  education,"  reports  a  U.  S. 
regailator.  "We  squeezed  'em  good."  Lat- 
er this  summer,  the  Fed  is  expected  to 
issue  the  fii'st  mandatory  "Know  Your 
Customer"  regulations  to  ensure  that 
banks  are  as  diligent  in  spotting  ques- 
tionable ti-ansactions  as  they  are  in 
checking  borrower  credit  standings. 

"The  drug  war  is  the  heart  of  the 
concern,"  explains  Comptroller  of  the 
Currency  Eugene  A.  Ludwig,  who  on 
June  20  formed  a  task  force  to  help 
produce  uniform  anti-money-laundering 
regulations  for  all  U.  S.  banks.  Drug 


trafficking  constitutes  8%  of  world  trade, 
according  to  the  latest  U.  N.  statistics. 
Aji  estimated  annual  $300  billion  to  $500 
billion  in  dirty  money — much  of  it  ft-om 
the  drug  trade — currently  is  being  cy- 
cled through  the  U.  S.  financial  system. 
"We've  gotten  used  to  $20-,  $30-,  $40 
million  being  parked  in  a  bank  account 
for  a  day  and  then  returning  to  Mexico," 


GLEANING  UP  THE  LAUNDERERS 


WHITE  HOUSE 


  Broad  anti-laundering 

mandate,  including  a  presidential  directive 
to  block  funds  in  U.S.  banks  held  by  sus- 
pected Colombian  drug  dealers 

(32sS22HBES3!3l  Forthcoming  "Know 
Your  Customer"  rules  guiding  banks  to  spot 
questionable  transactions 


TREASURY  DEPT:| 


Task  force  to  produce 
uniform  anti-money-laundering  rules  for  all 
U.S.  banks  by  Comptroller  of  the  Currency; 
new  unified  system  of  "Suspicious  Activity 
Reports"  on  dubious  client  dealings  run  by 
Financial  Crimes  Enforcement  Network 


JUSTICE  DEPT. 


Vigorous  and  wide-ranging 
pursuit  of  money-laundering  violations 


mrnhmmM  Elaborate  40-point 
program  to  create  anti-money-laundering 
standards  and  laws  worldwide 

DATA  BUSINESS  WEEK 


sighs  an  anti-money-laundering 

The  Know  Your  Customer  ml 
crucial  in  enabling  bankers  to  sp> 
picious  client  transactions,  says  ll 
Small,  a  bulldog  Fed  supervisor 
mental  in  crafting  the  regulatoi- 
anti-money-laundering  procedur 
banks  know  who  their  customer: 
says  Small,  "they  should  know 
the  activity  isn't  normal."  The 
part  regulations  will  require  ba 
know  the  ultimate  ovmei'  of  all  aci 
make  vigorous  efforts  to  determii 
the  source  of  their  deposits  is 
mate,  and  analyze  the  account's  p 
and  ti-ansaction  patterns  so  that 
mal  activity  can  be  red-fiagged. 
SHOCKED.  While  it's  hard  to  pro\ 
the  anti-laundering  campaign  i 
ceeding,  i-egulators  feel  bank  exet 
are  much  more  sensitized  thai 
used  to  be.  That  shows 
compliance  with  a  new 
system  of  so-called  Sus| 
Activity  Reports  banker: 
file  when  they  encountei 
tionable  transactions. 
-  '     were  shocked  that  as  m 
\J.JMi^  40%  of  the  first  65,000, 
'    were  for  money  laundt 
says  Stanley  Morris,  diet 
I  if  the   7-year-old  FiiTu 
( 'rimes  Enforcement  Ne 
\  hich  has  used  the  repi 
i<ld  to  the  5,000  identifiei 
liank  accounts  control! 
Mexican  and  Colombia) 
traffickers. 

Tougher  practices  al 
banks  may  impede — but 
stop — money  launderii 
growing  volume  of  lai 
ing — and  laundering  pr 
are  being  diverted  tli 
160,000  less  scrutinize! 
bank  financial-services 
nesses  in  the  U.  S.  The  > 
est  launderers  are  exp 
cyberpayment  scams. 

Despite  the  crackdow 
gi'owing  international  ci^ 
tion,  competitive  pre 
make  cases  like  Salinas'  li 
arise  again.  Admits  a  ] 
banker,  "One  of  my  proc 
is  to  ask  who  does  the  pi 
tive  client  hang  out  with', 
the  brother  of  a  presider 
is  being  acclaimed  for  ; 
gTeat  things  he  is  doing' 
the  tinth  is,  we're  looki 
people  like  that."  That's  i 
attitude  the  anti-mone\ 
dering  officials  want  to  li 
By  Steven  Solomi. 
WasJmigton 
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This  automobile  doesn't  start  fat  $36,400!  It's  $36,400  loaded.  So 


^yvhen  you  hop  into  thjp  cpck^it  and  Fee!  the  leather  and 


the  walnut  and  the  dual-overhead-cam  V8  and 


anything  else  you  want  to  Feel,  you  won't  be  surprised.  At 


the  price,  at  least.  >^CJi^Oi^^ 


Inside  Wall  Street  ~  T 


LinON 
INDUSTRIES 
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BY  GENE  G.  MARCIAL 

LinON  LIGHTS  UP 
RADAR  SCREENS 

Aerospace  stocks  have  soared  this 
year,  mainly  because  of  a  rash  of 
takeovers.  But  one  defense  stock  has 
been  adrift:  Litton  Industries  (lit). 

"Litton  undeipeiformed  the  s&p  Com- 
posite in  1995,  1996,  and,  so  far.  1997," 
says  Byron  Callan  of  Men-ill  Lynch.  But 
is  it  time  to  give 
IS  A  BUYOUT       up?  Not  at  all, 
BEHIND  THE  BLIP?    says  Callan,  who 
thinks  something 
will  ultimately  jog 
the  stock.  "Either 
better  earnings  or 
a  strategic  event" 
could  unlock  Lit- 
ton's   worth,  he 
argues. 

That  event 
could  be  a  buy- 
out. In  recent 
weeks,  Litton  has 
JULYS  perked  up  from 
45  a  share  to  50. 

DATA  BLOOMBERG  FINANCIAL  MARKETS      Qfjg  InVeStmCnt 

manager  reckons  General  Dynamics 
will  make  a  bid  for  Litton,  which  he 
thinks  is  worth  80  in  a  buyout.  Both 
Litton,  with  a  market  capitalization  of 
$2.3  bilHon,  and  General  Dynamics, 
nearly  $5  billion,  need  such  a  deal,  he 
observes,  "if  they  are  to  survive  in 
the  consolidating  aerospace-and-defense 
industry." 

Litton  is  a  leader  in  defense  elec- 
tronics, radar  devices,  computer  com- 
ponents, integi'ated  cii'cuits,  avionic  in- 
struments, and  combat  ships. 

General  Dynamics  builds  submarines 
and  tanks.  The  company  has  been  in  an 
acquisition  mode:  In  early  1997,  it  ac- 
quired Lockheed  Martin's  armament 
and  defense  systems,  and  in  1996  it 
bought  Bath  Iron  Works  and  Tele- 
dyne's  vehicle  systems.  General  Dy- 
namics derives  almost  all  of  its  rev- 
enues from  U.  S.  government  conti'acts. 
Litton  gets  70%  of  its  sales  from  the 
government.  Litton's  goal,  say  analysts, 
is  to  boost  the  commercial  component 
of  its  sales  from  30%  to  50%.. 

Analyst  Joseph  Campbell  of  Lehman 
Brothers  says:  "Litton  is  among  the 
few  remaining  defense  targets."  He 
notes  thot,  despite  double-digit  earn- 
ings gi'owth,  continual  share  buybacks, 
and  acquisitions,  Litton  is  "one  of  the 


cheapest  stocks  in  our  universe."  Lit- 
ton's businesses,  he  adds,  are  all  in 
leadership  positions.  The  stock  trades 
at  a  price-earnings  ratio  of  11.8  on  his 
1998  earnings  estimate.  Its  peers  trade 
at  multiples  of  13  to  17. 

Campbell,  whose  estimate  for  Litton 
exceeds  the  Street  consensus,  expects 
net  earnings  of  $3.48  a  share  for  the 
year  ending  July  31,  1997,  and  $3.90 
next  year,  vs.  1996's  $3.15.  Litton  and 
General  Dynamics  decUned  comment. 

HOW  THE  STREET  IS 
MAKING  HEADWAY 

Wall  Street  is  notorious  for  overhir- 
ing  in  good  times  and  underhii- 
ing  in  bad.  Either  way,  it's  good  news 
for  little-known  Headway  Corporate 
Resources  (hdwy),  which  provides 
staffing  and  advisoiy  sei'vices  to  banks, 
brokerages,  and  investment  firms. 

"It's  a  tremendous  market  for  us, 
be  it  bull  or  beai;"  says  Headway's  ceo 
Gary  Goldstein.  He  finds  that  Wall 
Street  always  needs  help  in  hiring  and 
filing.  Outsourcing  is  the  solution. 
Headway  has  been  busy  acquiring 
other  companies 
"irS  WORTH       to     widen  its 
MUCH  MORE"       reach.  So  far  this 
year,  it  has  ac- 
quired five  tem- 
porary-staffing 
companies. 

Despite  Head- 
way's puny  size, 
big  institutions 
3  00  have  been  buy- 

ing— in  anticipa- 
2"        HEADWAY         tion  of  new  ac- 
STOCK  PRICE        quisitions,  which 

„  shoiUd  give  Head- 

JAN,13,'97  JULYS  way  a  national 
presence.  "Like 
many  micro-cap 
stocks,  the  stock,  now  at  3K  a  share,  is 
inefficiently  priced,  and  we  think  it's 
worth  much  more,  based  on  future 
earnings  and  potential  growth,"  says 
Phil  Westreich,  managing  partner  at 
Weston  Capital  Management.  He  ex- 
pects earnings  of  30^  for  1997  and  45? 
to  50c  in  1998.  Headway  posted  oper- 
ating earnings  of  14(Z  last  year. 

Within  weeks,  Headway  is  likely  to 
announce  thi'ee  acquisitions  that  should 
push  revenues  to  $147  million  by 
yearend,  up  sharply  from  last  year's 
$57  million.  They  are  expected  to  con- 
tribute 10(2  a  share  to  this  yeai*'s  earn- 
ings and  probably  more  in  1998.  Two 
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(flulher)  other  acquisitions  are  sir 
negotiated.  Goldstein  acknowUgi 
that  major  acquisitions  are  irtl 
works. 


DIAMETRICS  LOOt^ 
MORE  RED-BLOODj. 

When  Jim  Steiner  of  Minnea 
lAl  Mutual  Funds  bought  Di; 
rics  Medical  (dmed)  shares  at 
March,  he  figiu-ed  the  stock  wa 
dervalued  by  50%.  He  was  onl> 
right.  The  stock  zoomed  to  9^  ii 
June.  By  July  8,  the  stock  had  s( 
back  to  8M,  but  several  investors 
the  stock  will  continue  to  climb. 

Christopher  Tihansky  of  Ge 
Merchant  Group  thinks  it  vrill  hit 
a  year.  Why  is  Diametrics  so  hot 
"The  company  will  be  big  in  t^ 
billion  point-of-cai'e  blood-analysis 
ket,"  says  Tiliansky,  who  sees  the 
pany  in  the  black  by  1999,  whe 
expects  it  to  earn  180  a  share. 

Diametrics'  first  product 
portable  blood-gas  analyzer.  It 
health-care  providers  evaluate  ; 
tient's  blood-gas  chemistiy  at  the 
side.  The  operator  draws  a  sam] 
blood.  In  90  seconds,  results  are 
played  on  a  liquid-crystal  screen,  v 
hard-copy  piintout.  Diametrics' 
key  product,  called  Paratrend  7,  a 
continuous  monitoring  of  blood  g; 

Chiron,  a  major  biopharmacei 
house  that  has  an  agreement  to 
ket  Diametrics'  products  in  Jap; 
expected  to  broaden  the  scope  i 
alliance.  Chiron  will  widen  dist; 
tion  of  Immediate 
Response  Mobile 
Analysis  and 
Paratrend  7:  In 
Asia,  Chiron  will 
market  the  prod- 
ucts in  China, 
Hong  Kong,  In- 
dia, Korea,  Malay- 
sia, Singapore, 
and  Taiwan.  In 
Europe,  Chiron 
will  sell  them  in 
France,  Portugal, 
and  Spain. 

"The  potential 
of  the  broadened 
pact  with  Chiron 
is  tremendous,"  says  one  insider" 
not  only  opens  up  new  marketfbi 
also  bolsters  the  Chiron-Diamei 
Unk,"  he  says.  The  new  pact  willia 
ten  the  growth  of  sales,  he  adds. 


OPTIMISM  ABIT 
OVERSEAS  SAIS 


DIAMnRICS 
MEDICAL 

WEEKLY  CLOSE 
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|j  Iping  You  Build  a  Better  Business 


Why  Do  So  Many 

wn90S^  rf lltMt»nTldl 

for  Th»!«r  ^Ol(k)? 

...  more  and  more  of  their  employees  won't  settle  for  less. 

Today,  your  employees  demand  more  from  their  retirement  plan.  More  information. 
More  choices.  As  an  employer,  you  want  all  this — and  less  burden.  Isn't  it  time  you 
added  a  custom-made  401(k)  plan  from  Prudential  to  your  Ust  of  benefits? 

More  convenience,  less  paperwork. 

At  Prudential,  it's  our  job  to  make  your  job  easier 


Introducing 
the  SIMPLE 
etirement  plan 
rom  Prudential 

Now,  thanks  to  new 
legislation  and  the 
'  nnovation  of  Prudential, 
tompanies  with  100  or 
fewer  employees  tan 
)ffet  retirement  benefits 
I    like  today's  biggest 
j  orporations — at  a  price 
I     they  can  afford. 
• 

eedom  to  put  away  up  to 
5,000  a  year,  tax  deferred 
• 

A  wide  variety  of 
I  Prudential  Mutual  Funds 
!      to  choose  from 
• 

iduced  fees,  odministrative 
costs  ond  paperwork 
• 

Flexible  sponsor 
contribution  options 
• 

Choose  between 

0  SIMPLE  IRA  or  401  (k) 

Call  today  to  learn  about 
the  exciting  benefits  of 

1  SIMPLE  retirement  plan 

from  Prudential. 


Team  up  with  a  professional  and 
craft  a  plan  that  fits  your  business 

Prudential  401(k)  plans  come  with  something 
many  others  don't — a  local  contact  who  can 
help  you  structure  a  plan  that's  just 
right  for  your  business.  Your 
Prudential  representative  is 
there  to  help  you  every 
step  of  the  way,  choosing 
investment  options, 
conducting  enrollment 
meetings  or  just 
answering  questions. 


So  we  keep  your  paperwork  to  a  bare  minimum. 
And  we  track  all  of  your  plan  data  using  state-of- 
the-art  recordkeeping  and  reporting  systems. 
And  whenever  you  need  help,  a  customer 
service  representative  is  just  a 
phone  call  away 


Easy  introductions  to 
a  world  of  financial  possibilities. 

With  a  Prudential  401(k),  plan  sponsors  have  the 
freedom  to  choose  from  a  menu  of  investment 
options.  We'll  work  with  you  to  create  targeted 
communications,  convenient 
toll-free  telephone  suppoit 
services,  and  specialized 
employee  education  programs — 
all  to  help  your  employees  make 
smait  investment  decisions. 


Prudential's  employee  education  speciolisfs  con  bring  the 
lotesf  investment  knowledge  right  to  your  worleploce. 


En\ov  occess  10 
these  and  other 
^zW-VMvn  money 

Piudentiol 

m 


FideWtV  advisors 
Jennison 
Putnam 


Tap  into  over  three 
decades  of  retirement 
investing  experience. 

With  over  $36  billion  in 
assets  under  management. 
Prudential's  dedicated 
retirement  unit  is  among  the  top  ten  largest 
defined  contribution  managers  in  America.* 
One  third  of  Fortune  500  companies  entrust 
their  retirement  or  other  institutional  assets 
to  Prudential. 

Call  today  for  more  details. 

1-800-353-2847 

www.prudential.com 

(®  Prudential 


more  complete  information  about  each  fund,  including  charges  and  expenses,  obtain  a  prospectus  by  calling  the  number  above.  Please  read  the  prospectus 
efully  before  you  invest  or  send  money  Shares  of  the  Funds  ore  offered  through  these  affiliated  Prudential  subsidiaries:  Prudential  Securities  Incorporated; 
CO  Securities  Corporation;  Prudential  Investment  Management  Services  LLC,  all  subsidiaries  of  The  Prudential  Insurance  Company  of  America,  Prudential  Plaza, 
work,  NJ  071 02-3777.  Pnjdential  Investments  is  a  unit  of  Prudential  that  manages  invested  assets  on  behalf  of  its  clients.  'Pensions  ond  /nvesfmenfs.  May  1 997. 


Information  Processing 


SOFTWARE 


FORGET  THE  HUDDLED  MASSES 
SEND  NERDS 

A  critical  shortage  of  programmers  has  prompted  a  worldwide  labor  hunt 


As  a  headhunter,  George  Van  Der- 
ven  has  an  unlikely  connection: 
Russia's  former  state  airline, 
Aeroflot.  Not  that  Van  Derven 
trades  in  pilots,  ilight  mechanics,  or 
surly  Russian  flight  attendants.  But  in  a 
foi-mer  career,  he  sold  a  computerized 
resei-vation  system  to  Aeroflot  and  came 
to  know  the  talented  programmers 
stashed  in  the  back  offices.  When 
Aeroflot  broke  up  into  regional  carriers 
in  1992,  Van  Derven  promptly  tapped 
its  brain  pool.  Now,  as  president  of  Al- 
ternative Technology  Resources  Inc.  in 
Sacramento,  Van  Derven  is  mining  a 
rich  lode  of  programming  talent  and 
busily  dispatching  it  to  understaffed 
computei-  departments  throughout  the 
Western  world. 

Other  recmiters  should  be  so  lucky. 
High-tech  headhunters  for  Andersen 
Consulting  tramj)  through  technical 
schools  in  Budapest  and  job  fairs  in 
Manila.  At  a  recent  training  session  for 
programmers  in  Holland,  Microsoft 
Corp.  hired  bouncers  to  keep  head- 
hunters  at  bay.  And  a  recruiter  for  IBM's 
Global  Services  Div.,  who  is  trying  to 
hire  15,000  software  hands  this  year 
alone,  introduces  himself  as  James  R. 
Bunch,  "as  in  bunch  of  jobs." 

The  Information  Revolution  is  racing 
ahead  of  its  vital  raw  material:  brain- 
power. As  demand  explodes  for  com- 
puterized applications  for  everything 
from  electronic  commerce  on  the  Inter- 
net to  sorting  out  the  Year  2000  glitch, 
companies  are  finding  themselves 
strapped  for  programmers.  In  the  U.  S., 
alone,  which  accounts  for  two-thirds  of 
the  world's  $300  billion  m.arket  in  soft- 
ware products  and  services,  some 
190,000  high-tech  jobs  stand  open,  most 
of  them  foi'  progTammers,  according  to 
the  Infoi'mation  Technology  Assn. 
SOARING  SALARIES.  That's  sending  com- 
panies scouring  the  globe  for  talent — 
and  lifting  salaries  skyward.  A  typical 
jjrogi'ammer's  wages,  now  some  $70,000, 
is  jumping  13%  a  year,  and  far  higher  in 
the  hottest  niches,  such  as  Java  Internet 
software  and  sap  business  appHcations. 


These  days,  $20,000  sigTiing  bonuses  are 
commonplace  and  stock  options  are  be- 
ing handed  out  with  as  httle  fanfare  as 
office  supplies.  If  the  pace  keeps  up, 
experts  say,  ballooning  salaries  could 
wind  up  damaging  the  global  tech  ma- 
chine as  margins  are  squeezed  and  in- 
vestments postponed. 

And  relief  is  nowhere  in  sight.  Ex- 
perts predict  the  gap  between  comput- 
er-science students  and  expected 
demand  won't  ease  for  a  decade, 
if  then.  Too  many  bright  young 
people,  especially  in  Europe  and 
the  U.  S.,  consider  progi'amming 
geek  work  and  choose  other  ca- 
reers. In  the  U.  S.,  the  number 
of  computer-science  graduates 
has   plummeted   in   the  past 


decade  or  so,  from  48,000  gradu 
1984  to  an  estimated  26,000  thi 
"This  is  a  real  limiting  fac 
gTowth,"  says  Avron  Ban;  a  reset 
at  Stanford  Computer  Industry  ]|3 
who  is  investigating 
the  shortage. 

Indeed,  for  high- 
tech companies,  the 
dearth  of  program- 


CHICAGO  Andersen 
Consulting  hopes  to  hire 
3,500  tech  workers  off 
college  campuses  this 
year  alone  and  an  addi- 
tional 6,500  elsewhere. 


CANAD/; 

ty  of  Wa 
spout  of 
programr 


DIGITAL  HAVES 
AND  HAVE-NOTS 

The  headhunter's 
guide  to  the.  world's 
software  riches 


COSTA  MESA,  CALIF 

At  Ernst  &  Young's  round 
the-clock  Year  2000  fac- 
tory, programmers  work  a 
full  day  in  California  and 
then  hand  off  jobs  to 
7,000  partners  in  India 


SILICON  VALLEY  Finders'  fees  for  hires  range 
from  $500  to  $5,000.  Signing  bonuses  reach 
25%  of  salary,  Stock  packages  are  rich,  too. 


m 


DALLAS  As  it  tries  to  fill  10,000  jobs, 
Electronic  Data  Systems  hops  from  continent  to 
continent  looking  for  employees. 


ARGENTINA  AND  CHILE 

Pesos  are  strong,  which  un 
dermines  global  recruiters' 
pitch.  Colombian  techies, 
though,  are  eager  to  pack 
their  bags. 


5  the  greatest  thi'eat  to  expansion 
coming  year — far  more  menac- 
ey  say,  than  an  economic  slump  or 
:ition  in  the  marketplace.  And  it's 
it  a  problem  for  tech  companies, 
of  others  are  desperate  for  the 
alent.  Auto  makere  ffom  Tokyo  to 
t  are  packing  more  computing 
into  their  cars  and  plants.  Banks, 
ages,  and  phone  companies  are 
2:  to  outdo  each  other  with  the 
;t  online  services,  all  requiring 
Df  nerds.  Those  that  choose  not  to 
the  newest  technology,  says 
!  Corning  cio  Michael  Radcliff, 
reating  a  competitive  hability." 


!AINE  Solid  in 
ice  and  math  talent, 
for  business  appli- 
)ns,  much  training  is 
ired.  And  applicants 
't  strong  in  English 


Of  course,  if  you're  willing  to  pay — or 
have  the  stock  options  to  entice — you 
could  be  up  to  your  propeller  hats  in 
progi'ammei"s.  In  Silicon  Valley,  star  pro- 
gi'ammers  are  swimming  in  stock  op- 
tions, driving  Porsches,  and  buying 
homes  in  the  pricey  Los  Altos  hills.  At 
Netscape  Communications  Corp.,  which 
plans  to  hire  more  than  1,000  progTam- 
mers  this  year,  employees  receive  up 
to  $5,000  just  for  a  successful  referral 
and  the  pampered  programmers  are 
treated  to  onsite  massages,  teeth-clean- 
ings, and  laundry  service.  The  company 
lines  up  their  49ers  tickets  and  books 
their  white-water  rafting  vacations.  All 
this  to  keep  them  from 
succumbing  to  a  stream 
of  calls  from  head- 
hunters.  "Everybody's 
going  crazy  now  try- 
ing to  find  these  folks," 
says    Margie  Mader, 


BULGARIA  Lots  of 
C++  programmers 
want  out,  but  their 
English  is  iffy. 


ISRAEL  With  800  high-tech 
startups  since  1994,  country 
is  short  of  managers  and 
programmers. 


RUSSIA  When  Aeroflot  cut  loose 
hundreds  of  mainframe  techies  in 
Moscow,  Mmsk,  and  Kiev,  Computer 
Sciences  Corp.  swooped  in.  Many  are 
now  in  Texas,  writing  code  for  insur- 
inre  programs. 


INDIA  With  3.5  million 
graduates  in  science  and 
technology,  India  is  a  brain 
power  giant.  But  a  study 
finds  that  the  country  is 
early  "tapped  out." 


Netscape's  human-resources  director-. 

How  did  the  shortage  get  so  bad? 
For  years,  tech  companies  had  little  rea- 
son to  fret.  In  the  early  '90s,  the  in- 
dustry snapped  up  hundreds  of  thou- 
sands of  workers  who  were  dropped 
into  the  job  market  when  large  corpo- 
rations downsized — a  source  now  run- 
ning dry. 

TEDIOUS  WORK.  At  the  same  time,  the 
very  act  of  writing  software  has  not 
speeded  up  despite  the  computer  revo- 
lution and  the  terabytes  of  information 
hurtling  around  the  globe.  Today,  even 
the  best  of  progi-ammers  painstakingly 
tm-ns  out  some  10  lines  of  code  a  day.  To 
whip  up  today's  software  progi'ams — 
even  a  cellular  telephone  requir-es  some 
300,000  lines  of  code — takes  armies  of 
programmers  laboriously  winting  away. 
Consider  this:  There  ai'e  six  million  soft- 
ware programmers  and  counting  in  the 
world  today,  two  million  of  them  in  the 
U.  S.  and  one  million  in  Japan.  As  an 
industrial  model,  it's  akin  to  pre-Guten- 
berg  monasteries  with  their  legions  of 
scribbling  monks. 

For  yeai's,  global  savants  pooh-poohed 
the  pending  programmer  crunch  by 
pointing  to  India,  which  boasted  a  seem- 
ingly bottomless  re- 
serve of  techies.  In- 
dia, they  said,  would 
be  to  software  what 
Saudi  Ai'abia  was  to 
oil.  And  true,  with 
50,000  progi-ammers 
pouring  out  of 
schools  every  yeai' — 
twice  the  American 
total — India  is  a 
valuable  labor  pool. 

But  with  global 
technology  bursting 
to  $3  trillion  this 
decade — four  times 
higher  than  in  the 
'SOs — India's  supply 
simply  isn't  enough. 
And  no  other  plenti- 
ful source  of  soft- 
ware skills  appears 
to  be  on  the  hoiizon. 
Russia  has  promise, 
but  it's  limited:  Few 
of  its  progi'ammers 
speak  English  or 
understand  business 
applications.  China 
is  a  possibility,  but 
it's  likely  to  employ 
most  of  its  program- 
mers over  the  next 
decade  for  its  own 
massive  develop- 
ment projects.  "I 


PHILIPPINES  The  people 
love  to  leave,  which  is 
helpful.  Great  with  old 
technology,  such  as 
Unisys  mainframes. 

m^'-'  


SOUTH 
AFRICA  Good 
with  old  com- 
puters. But 
many  lack  de- 
grees, which 
makes  it  tough 
to  get  papers  to 
work  in  the  U.S. 
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had  tliis  one  progTammer 
ft-om  China,"  laments  one 
official  at  Electronic  Data 
Systems  Corp.  "I  took 
him  through  the  whole 
immigi'ation  pi-ocess,  got 
his  papers.  Then  he  got 
a  better  offer." 
RAID  BAIT.  Naturally,  in 
this  world  of  predators, 
there's  a  pecking  order. 
Sitting  on  top  are  the 
fast-growth  companies 
with  hot  Internet  tech- 
nologies. They're  mag- 
nets for  talented  pro- 
gTammers,  and  they  can 
pad  their  offers  with  hch 
stock  options.  Service 
companies  such  as  An- 
dersen Consulting,  ibm 
Global  Services,  and  Ernst  &  Young, 
which  are  helping  companies  install  sys- 
tems worldwide,  are  forced  to  routinely 
dole  out  si.x-figure  salaries  to  program- 
mers with  expeiience  in  business  appli- 
cations. They  compete  with  countless 
body  shops — outsouix'ing  companies  that 
pay  as  much  as  $300,000  for  skilled  pro- 
gi'ammers  willing  to  live  on  the  road. 

At  the  bottom  of  the  pile  are  the  cor- 
porate tech  departments  thi'oughout  the 
world.  Many  are  short  on  money  and 
stock  options.  And  if  they  install  a  pop- 
ular system,  bringing  their  staff  up  to 
date  on  sometMng  new  from,  say,  Oracle 
Corp.  or  the  German  software  giant 
SAP,  their  departments  get  raided  in  no 
time.  Don  Yates  became  familiar  with 
sap's  leading  software  package  for  busi- 
ness while  helping  install  the  system  in 
the  early  '90s  at  Royal  LePage  Ltd.,  a 
real  estate  company  in  Toronto.  Within 
a  year,  the  18-person  department  was 
picked  clean.  "I  was  the  last  one  to  go," 
says  Yates,  who  now  makes  thi'ee 
times  as  much  money,  some 
$150,000,  as  an  itinerant  progi'am- 
mer  for  EMi,  a  Pittsburgh-based 
company  that  rents  out  software 
talent. 

No  surprise,  then,  that  compa- 
nies are  tiying  any  tactic,  including 
turning  to  the  World  Wide  Web. 
Since  the  Net  is  where  most  pro- 
grammers spend  idle  hours,  grow- 
ing numbers  of  recniiters  are  using 
it  to  chase  them  down.  That's 
where  Michael  L.  McNeal  casts  his 
global  net.  McNeal,  human-re- 
sources chief  at  Cisco  Systems  Inc., 
needs  to  hire  1,000  people  each 
quarter,  many  of  them  program- 
mers. Like  other  recruiters,  he 
buys  ads  on  popular  Web  sites  like 
the  Dilbert  page,  which  funnels 


traffic  tu  Cisco's  Web  site.  There,  the 
company  lists  some  500  current  job 
openings.  Applicants  in  foreign  coun- 
tries can  hit  hot  buttons  to  translate 
the  page  into  Cantonese,  Mandarin, 
Russian.  And,  by  filling  out  a  short 
questionnaire,  they  can  create  a  resume 
and  zap  it  to  Cisco. 

Cisco's  Web  page  draws  500,000  job 
searches  per  month.  This  gives  Cisco 
gobs  of  data  about  the  job  market,  in- 
cluding which  companies  have  interest- 
ed employees.  Armed  with  the  best 
prospects,  McNeal  then  tunis  to  Cisco 
employees  for  help,  asking  them  to  call 
recruits,  who  speak  the  same  language. 

Like  the  others,  Microsoft  recruits 
on  the  Web  and  snaps  up  startups  for 
talent — some  20  companies  in  1996, 
alone.  But  to  get  its  software  up  and 
innning  thi'oughout  the  world,  Microsoft 
relies  on  service  companies,  which  are 
grossly  understaffed.  Microsoft  calcu- 
lates that  its  service  partners  are 

SOFTWARE  SOURCES 


U.S.  Talented  workforce  of  2  million.  But 
colleges  are  not  meeting  demand. 

RUSSIA  Potentially  1.6  million  programmers, 
but  many  of  them  are  unacquainted  with  new 
technologies  or  business. 

INDIA  250,000  and  growing  10%  to  15%  a 
year.  With  a  small  domestic  software  industry, 
much  of  the  workforce  is  available  for  out- 
sourcing work. 

JAPAN  1  million,  but  many  of  them  tied  up 
with  proprietary  corporate  programs,  which 
will  be  a  nightmare  to  debug  by  the  year 
2000. 

DATA  BW,  STANFORD  UNIVERSITY 


OUTREACH:  Micm) 
trains  potential 
recruits  in  Irelai 


short  41,000  profss 
als  trained  to  insjdl 
crosoft  products.jTh 
forcing  the  comijui; 
educate  new  rj^i 
With  an  effort  klk^" 
Skills  2000,  Mici' 
pushing  into  350 
and  colleges  aroi 
world.  It  hamm 
curricula  that  wi 
duce  more  progi'&ir 
such  as  adding  en, 
er  training  in  h"' 
schools. 

A  big  part  of 
fort  is  in  Europe 
jor  market  that  has  18  million.!, 
ployed  workers.  Microsoft's  solutii 
invite  jobless  Europeans  in  11  c( 
into  fi'ee  training  progi-ams.  In  t 
year,  3,000  Europeans  havt 
through  the  program,  with  98%  - 
landing  jobs. 

It's  in  this  $170  billion  mai' 
global  software  services,  includ 
Big  Six  consulting  fii-ms,  ibm  Gloi 
vies.  Manpower,  and  many  othe 
demand  for  progr-ammers  is  es 
hot.  This  is  because  corporatioi 
loads  of  help  to  link  far-flung  opi 
with  the  latest  in  E-mail  netwn 
ventory  control,  and  finance  pa 
"The  productive  sector  of  the  e(. 
is  becoming  absolutely  dependni 
software  systems,"  says  reengii'F 
author  Michael  Hammer.  "If  s; 
ished,  you  couldn't  buy  a  can  of 
SPECIALTIES.  In  the  finance  cap 
London,  Tokyo  and  Hong  Kong,j< 
are  installing  vast  new  systems  tia 
to  Europe's  single  currenc 
Japan's  financial  deregulationM 
while,  they're  working  oveiisn 
sort  out  the  Year  2000  gliti. 
dating  problem  companie 
when  the  year  of  double  zern 
around.  Mastech  Corp.,  a 
burgh-based  outsourcer,  ■  i 
handftil  of  progi'ammers  a  y 1 1 
to  follow  a  Citibank  contrat 
Singapore  to  London  (pagi 
Once  in  London,  they  fo 
wealth  of  other  business  am 
ed  importing  more  prograii 
fi'om  South  Afiica,  Sri  Lankali 
and  Australia.  "We  have  50  e 
now,  and  we'd  liii'e  another  5( 
if  we  could  find  them,"  says  (j 
manager  Guil  Hastings. 

As  recruiters  travel,  the,^f< 
on  regional  specialties.  Thd 
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Morgan 
neans  more 

0  individual 

nvestors 

Consider  your  assets:  Investments.  Business  interests. 
Real  estate.  Cash. 

At  J.R  Morgan,  we  help  you  evaluate  them  as  a  whole 
and  understand  how  they  interact.  We  dissect  and 
analyze  each  component,  and  unlock  their  value  by 
configuring  them  all  for  better  performance.  So  you 
get  more  out  of  them. 

We  offer  investment  management  on  a  global  scale. 
Standard-setting  research  across  asset  classes.  And 
innovative  investment  opportunities  created  for  our 
clients  alone. 

All  aimed  at  delivering  more  after-tax  wealth. 

No  firm  is  more  focused  on  your  needs  -  for  the  right 
solution,  for  objective  counsel,  and  for  unwavering 
commitment  from  a  skilled  advisor.  At  J.R  Morgan,  we've 
put  our  clients'  interests  first  for  more  than  a  century, 
earning  their  trust  and  their  business,  year  after  year. 

If  you  have  substantial  assets  and  would  like  to  find 
out  how  much  more  you  can  get  from  them,  please  call 
Mary  Jean  Koster  at  2 1  2-837-3595. 


JPMorgan 


management   •  securities  research  &  sales   •  hedging  instruments   •  tax  structuring  •  estate  planning  •  liquidity  management 
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Do    you    really    have    time    for  downtime? 


With  businesses  becoming  more  dependent  on  technology 


by  the  day,  there's  never  a  good  time  for  a 


server  to  go  down.   Which   is  why  at  HP 


we've  engineered  our  legendary  reliability 


HP  Netserver  Lx  Pro      iuto  our  Intel"   Peutium'  Pro  processor- 


based  N  e  t  S  e  r  V  e  r  s .  The  result?  Maximum  uptime.   With  a 


host  of  features  like  a  redundant  power  supply,  memory 


scrubbing  to  decrease  accumulated  errors,  hot-swappable 
drives,  unattended  Automatic  Server'  Restart, 
and  even  redundant  fans  that  protect  against      Pentium  pro 
overheating,  HP  NetServers  can  actually  reduce  downtime. 


Because  in  today's  fast-paced  business  world,  most 


people  don't  even  have  time  for  lunch,  let  alone  downtime. 


w  w  w  .h  p  .c  o  m  /go/  n  e  t  s  e  r  v  e  r  or  1-800-533-1333,  ext.  2360 


HEWLETT 
PACKARD 


Information  Processing 


sians  are  whizzes  at  math.  India's  uni- 
versity at  Puna  has  a  strong  Japanese 
language  program,  which  positions 
it  well  for  Japan's  Year  2000  work- 
load. South  African  programmers 
learned  to  cope  during  the  years  of 
the  anti-apailheid  boycott  with  a  motley 
collection  of  jerry-rigged  mainframes. 
This  makes  them  especially  adept 
at  Year  2000  work,  which  is  target- 


ed toward  aging  mainframe  software. 

As  for  programmers,  the  world  is 
their  oyster.  In  a  computer  lab  in 
Austin,  Te.x.,  Natalia  Bogataya  and  her 
husband,  Konstantin  Bobo\ach,  both  Be- 
loiussians  and  products  of  Van  Derven's 
so-called  Russian  connection,  labor  away 
on  a  mainfi-ame  program.  They've  left 
their  college-age  cliildren  with  relatives 
in  Minsk  and  are  debugging  insurance 


software  for  Computer  Science; i 
"We  can't  use  our  experience 
country,"  Bobovich  explains,  "; 
wife  said,  'Let's  see  America.' '" 

Why  not?  In  today's  fervid  i . 
programmers  can  write  thei 
tickets. 

By  Stephen  Bakery  with 
McWilliams  in  Austin,  Tex 
Manjeet  Kripalani  in  Bombay 


STALKING  THIRD-WORLD  SOFTWARE  WIZARDS 


In  her  suburban  Pittsburgh  office, 
Sushma  Rajagopalan,  a  trans- 
planted Bombay  native,  surfs  the 
Internet,  looking  not  only  for  pro- 
grammers but  also  for  signs  of  dis- 
tress, perhaps  a  currency  collapse, 
or  hostage  event — something  that 
will  spur  a  software  developer  to 
forsake  home  for  the  suitcase-lug- 
ging life  as  a  programmer  for  hire. 
Rajagopalan  is  a  global  recruiter  for 
Mastech  Corp.,  a  Pittsburgh-based 
outfit  that  supplies  desperately 
needed  software  skills  to  such  giants 
as  Ford  Motor  Co.,  ibm,  and  the 
U.  S.  government. 

And  she  knows  where  to  look. 
Chile,  for  instance,  is  one  of  South 
America's  hot  spots  for  software.  But 
for  Rajagopalan,  who  worked  in 
Citibank's  information-technology  di- 
vision in  India  before  moving  to  the 
U.  S.  six  years  ago,  it's  simply  too 
prosperous  and  comfy — there's  not 
enough  of  what  she  calls  "push"  for 
progi'ammers  to  pick  up  and  leave. 
Conversely,  she  sees  promise  in 
strife-torn  Colombia,  and  Hong  Kong 
could  be  a  recruiting  oasis  if  the  Chi- 
nese crack  down.  "It's  much  easier  to 
sell  something  to  people  who  are 
anxious  to  leave,"  she  says. 
DANCING  APPLETS.  Sound  a  bit  cold? 
It's  a  sign  of  the  frenzied  times  for 
outsourcing  companies — and  for  any- 
one who  is  in  need  of  software  skills. 
With  worldwide  computer  technology 
spending  expected  to  reach  $3  tril- 
lion during  this  decade,  the  demand 
is  sky-high  for  software  wizards  who 
can  do  everything  fi-om  tie  global 
networks  together  to  make  an  Inter- 
net applet  dance  on  a  World  Wide 
Web  page. 

That's  where  Rajagopalan  comes 
in.  She's  the  No.  1  recruiter  for  Mas- 
tech, a  $125  milhon  company  founded 
10  years  ago  by  two  Indian  emigres, 
Sunil  Wadhwani  and  Ashok  Trivedi. 


LOOKING  FOR  ITCHY  FEET 
Rajagopalan,  Mastech's  top 
recruiter,  hunts  for  brainpower  in 
areas  people  are  eager  to  leave 

While  others  in  the  industry  pursue 
programmers  mostly  for  home-mar- 
ket assignments,  Mastech  figiu'es 
that  the  more  talent  it  finds,  no  mat- 
ter where,  the  faster  the  company 
will  gi'ow.  After  all,  each  employee — 
there  are  2,000 — is  expected  to  gen- 
erate $90,000  in  revenue  and  an  op- 
erating margin  of  12%.  In  this 
calculation,  demand  does  not  abate. 
"This  isn't  like  pork  bellies  or  cof- 
fee," says  CEO  Wadhwani. 

In  this  market,  Rajagopalan  comes 
up  against  all  kinds  of  competition. 
She  puts  talented  progi^ammers  on  a 
job,  and  pretty  soon  the  customer  is 
sidling  up  and  asking  where,  exactly, 
in  Sri  Lanka  or  South  Afiica,  she 
found  the  worker.  She  doesn't  tell. 


Today,  says  Rajagopalan,  who  sp( 
lialf  her  time  on  the  road,  clients 
sending  human  resource  execs 
around  the  globe  to  find  talent  fo 
themselves.  "I'm  competing  with 
DWTi  customers,"  she  complains. 
BENDING  RULES.  Mastech's  plan 
liire  hundreds  of  programmers, 
patch  them  around  the  world  on 
jjrojects,  and  link  all  of  them  via 
satellite  to  large  software  factor 
and  training  centers  in  India.  Al 
ready,  the  company — which  went 
public  last  year  at  $15  and  whos- 
shares  are  now  trading  at  $23 — 1 
operations  in  Britain,  Canada,  Si 
pore,  Australia,  and  Japan,  and 
factory  in  India.  "Mastech  trans- 
formed our  business,"  says  Curti 
Smith,  controller  at  Cloister  Spr 
Water  Co.  in  Lancaster,  Pa. 

Ideally,  Rajagopalan  would  hir< 
pi-ogrammers  who  have  mastered 
English,  which  is  high  tech's  lingi 
fi'anca,  as  well  as  the  latest  techr 
gies.  But  in  a  hot  labor  market, 
everyone  settles  for  less.  She's 
bending  on  EngHsh.  And  often  sh 
has  to  hire  the  technology  expert 
she  can  find  and  then  train  them 
find  a  fit  for  their  knowledge.  Fil- 
ipinos, for  example,  are  strong  or' 
Unisys  systems — ^just  what's  re- 
quired for  a  major  contract  undei 
way  at  the  U.  S.  Housing  &  Urbs 
Development  Dept. 

The  question,  of  course,  is  how 
global  recnaiters  such  as  Mastech 
would  weather  a  drop-off  in  demi 
Wadhwani  doesn't  see  one  coming 
"The  gTowth  of  computing  power 
the  world  is  doubling  every  two 
years,"  he  says.  "Software  has  to 
keep  up." 

If  that's  true,  Sushma  Rajagop 
can  expect  to  bump  into  lots  of  ft 
low  recruiters  as  she  I'oams  the 
world  in  search  of  brainpower. 

By  Stephen  Baker  in  Pittsburg 
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The  Chase  Corporate  Challenge  J 
(^HERE  The  Small  Caps  Take  On  The  Blue  Chips. 

(In  shorts,  sneakers  and  T-shirts,  that  is.) 


In  the  largest  road  racing  series  of  its  kind,  6,000  com- 
panies ranging  in  size  from  small,  emerging- 
growth  businesses  to  global  corporate  giants, 
compete  in  cities  around  the  world.  Each  year, 
the  3-5-mile  races  attract  150,000  men  and 
women  to  run  for  fitness,  fun  and  for  the  privi- 
lege of  representing  their  companies. 
The  Chase  Corporate  Challenge®  is  open  to  employees 


of  corporations,  businesses  and  financial  institu- 
tions. Teams  compete  in  the  Men's,  Women's 
and  Coed  divisions. 

Stay  fit.  Have  fun.  Run  in  the  Chase  Corporate 
Challenge.®  For  entry  infonnation,  write  or  fax; 
The  ChiLse  Manhattan  Bank,  Sports  Marketing 
(Jroup,  140  Eiist  45th  Street,  l6th  floor.  New  York, 
NY  10017.  F;ix:  (212)  557-3799. 


CHASE.  The  right  relationship  is  everything.' 


1997  RACE  SCHEDULE 


ay  15  New  York  City  #1 
ay  22  Albany,  NY 
me  10  Liberty  State  Pk,  NJ 
ine  12  Rochester,  NY 


June  18  Frankturt,  Germany 
June  25  New  York  City  #2 
June  26  Buffalo,  NY 


July  9  London,  England 

July  15  Philadelphia.  PA 

July  16  Binghamton,  NY 

July  17  Boston,  MA 


July  22  Stamford.  CT 
July  24  New  York  City  #3 
July  29  Long  Island,  NY 


July  31  lulorristown,  NJ 
Aug,  5  Syracuse,  NY 
Aug,  7  Chicago.  IL 
Aug  13  San  Francisco,  CA 


Aug  19  Paramus.  NJ 
Sept,  10  Atlanta,  GA' 
Oct  4    Championship.  NYC 


■  Licensing  Agreennent. 
Dates  are  subject  to  ctiange 


Athlete's 
Them  Foot 


AmericanAirlines' 


■  -St 
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Science  &  Technology 


OPTICS 


A  LENS  THAT  TRICKS 
THE  LIGHT  FANTASTIC 

LightPath's  new  ray-bending  technology  could  revolutionize  optics  and  imaging 


DANZIGER  WITH  LENS:  200  investors  funded  her  quest 


When  Leslie  A.  Danziger 
dropped  out  of  the  University 
of  Denver  to  join  her  boyfriend 
in  Boston  in  1973,  she  had  no 
idea  how  much  the  move  would  change 
her  life.  She  never  completed  her  de- 
gree. Instead,  despite  an  utter  lack  of 
scientific  training,  Danziger  devoted  15 
years  to  developing  a  radically  new  tyj^e 
of  lens — one  that  can  control  light  in 
novel,  almost  magical  ways. 

It  promises  major  improvements  and 
cost  savings  in  almost  anything  with  a 
lens,  fi-om  cameras  and  medical  endo- 
scopes to  lasers  and  fiber-optic  commu- 
nications— and  solar  jx)wer,  which  is  what 
got  Danziger  going.  John  C.  Tesar,  U.  S. 
optics  director  for  Gemnany's  Kai'l  Stortz 
Endoscopy,  says  her  lens  could  be  a  clas- 
sic case  of  "disi-uptive  technology" — so 
innovative  it  revolutionizes  the  field. 

What  disrupted  Danziger's  life  was 
her  conversion  to  the  environmental 
cause  while  she  was  producing  a  film 


on  the  Alaskan 
Pipeline  for  the  Cor- 
poration for  Public 
I!  road  casting.  "What 
1  saw  in  Alaska  con- 
vinced me  something 
had  to  be  done  to 
make  solar  energy 
more  affordable," 
says  Danziger.  So  in 
1985,  she  founded  In- 
tegrated Solar  Tech- 
nology Corp.  to  de- 
velop a  lens  that 
would  eliminate  the 
need  for  motorized 
mirrors  at  such 
places  as  Solar  One. 
This  solar-energy 
station  in  California's 
Mojave  Desert  cost 
$140  miUion  to  build 
in  the  early  1980s. 
The  motor  systems 
represented  a  big 
chunk  of  that  cost 
because  the  mirrors 
must  accurately 
track  the  sun's  movement  and  reflect 
its  rays  onto  a  tower  where  their  heat 
is  converted  into  electricity. 

Danziger  envisioned  a  lens  that  could 
point  straight  up,  yet  still  gi"ab  sunlight 
from  dawn  to  dusk.  That  would  take  a 
lens  with  a  so-called  gi-adient  index  of 
refi-action,  meaning  the  degree  to  which 
it  bends  light  would  vaiy  gradually  from 
its  periphery  to  its  center.  Then,  re- 
gardless of  the  angle  at  which  Ught  en- 
tered the  lens,  the  light  would  always 
come  out  at  the  same  focus  point. 

To  pull  it  off,  Danziger  tapped  200 
investors,  including  friends  and  rela- 
tives, for  $10  million  to  fund  more  than 
a  decade  of  research,  until  her  Albu- 
querque company,  renamed  LightPath 
Technologies  Inc.,  went  public  early  last 
year.  She  used  the  private  money  to 
hire  some  top  scientific  talent,  includ- 
ing Richard  Blankenbecler,  a  theoretical 
physicist  at  Stanford  University  whose 
weekend  avocation  is  optics. 


J 


The  notion  of  gradient-index  14 
hardly  new.  Every  fax  and  copyi; 
chine  uses  an  airay  of  tiny  grac' 
dex,  or  "giin,"  lenses  to  focus  d^ 
images.  Japan's  Nippon  Sheet  Gl 
dominates  the  $100  million  grin-le| 
ket,  says  Duncan  T.  Moore,  the 
sity  of  Rochester's  engineering  di 
Gradient  Lens  Corp.  president. 
"COMPLETE  FLUKE."  However,  mt 
lenses  are  only  a  few  milhmetei^ 
ameter  and  rarely  exceed  10  il 
ters — less  than  half  an  inch.  Oni 
up  in  making  larger  ones  occur 
various  glass  formulations,  each 
different  refractive  index,  are  fi 
heating  them.  Each  also  has  a 
ent  rate  of  therrrial  contraction,  a 
causes  internal  stresses  as  newly 
lenses  cool.  In  big  lenses,  stress( 
and  produce  optical  defects. 

In  her  blissful  ignor-ance,  Danzii 
n't  know  this.  Just  as  well,  since 
search  team  produced  its  first  lai 
lens  in  1990  by  melting  a  stack  ot 
ent  glass  formulations.  "Only  l;i 
we  find  out  that  what  we  wei-i 
shouldn't  have  worked,"  she 
Stortz's  Tesar  agrees,  terming  the»r< 
through  "a  complete  fluke."  X)iz. 
won't  reveal  precisely  how  it's  dee. 

From  lab  curiosity  to  mass 
tion  took  five  more  yeai's.  Now, 
Path  routinely  turns  out  lenses  ii 
ing  up  to  95  mm  across.  That', 
than  enough  for  camera  lenses,  ai 
Photo  Film  Co.  has  licensed  th' 

ALWAYS  FOCUSED 

Gradium  lenses  keep  the  same 
point  by  "correcting"  light  that  c 
in  from  different  angles. 
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Til  place  trades 

in  the  middle  of 
the  night-but  never 
in  the  dark " 


E*'ri^DE  understands  that  your  investment  needs  are  not 
confined  to  business  hours.  So  we  let  you  place  trades  24 
hours  a  day- by  phone  or  PC. 

More  importantly,  you'll  get  free  market  information,  like 
live  analysis  from  Briefing.com  and  earning  estimates  from 
BASELINE.  You'll  automatically  receive  news  stories 
linked  to  your  portfolio  from  Quote.com.  All  to  help  you 
invest  with  more  control  and  intelligence.  And  all  for  just 
$14.9.S  per  trade. 

Check  out  our  Web  site  or  call  today.  And  find  out  why 
E*TRADE  is  considered  "The  Future  of  Investing" 
(Fortune  3/7/97). 


Ifou  dotliematli.  Compare: 

EATRADE  Schwab 

Merrill  Lynch 

Trade  via  PC                        c  ■  ^  or 

1200  listed  shares  @$20         5  I4.9S  $I2Z24 

Not 
Available 

Trade  by  phone                    SI9  9S  SI37S2 
1200  Nasdaq  shares  @$20     *    '  '       *  ^  -■^ 

$427.98 

Price  charts  and                   Free          Free  Free 
fast-breaking  news 

Free  access  to  fundamental                       i        j       ii  i     .  j 
Unlimited    Limited  Unlimited 

data  and  earnings  estimates 

TRADE 


bmit  ant)  slop  ofders  are  S19-95  For  listed  orders  over  5,000  shares,  add  Ic/stiare  to  tfie  entire  order  Add  Sl5  lor 
broker-asstsied  trades  Orders  execute  during  market  fiours  Comparative  rales  aie  based  on  a  4/22/97  phone  survey 
Some  lirms  may  ofler  discounts  and  services  not  available  at  E»TRADE  No  connect  fees  for  Web  access  Direct  modem 
and  Touchtone  connect  fees  are  27c/miniJte,  but  with  12  free  minutes  per  trade,  you  may  pay  nothing. 
©  1997  E'TRADE  Securities,  inc  Member  NASD,  SIPC.  MBSWK97 


www.etrade.com 


Call  1-800-STOCKS-3 


]9< 

The  Renabsance  i 


The  alignmeni  of  corporate  slraiegy  with  organization  based  on  a  Balanced  Score 
The  leverage  of  corporate  assets  and  l<;nowledge  to  speed  performance...  The  conne 
to  link  people  and  processes...  The  learning  to  test  and  revise  strategies...  New  techni 
to  drive  innovation...  These  are  surely  the  signs  of  Renaissance. 

Renaissance  offers  you  solutions, 
,    "  "  that  strategies  remain  flexible  anc 

-    '  -  ■         ■        rapidly  measurably  knowledgeal 

■     _  •  -         ■  -  of  the  Corporation,  call  David 

Making  Strategies  Work 


Renaissance  Solutions,  Inc.  -  Atlanta  -  Boston  -  Chicago  -  Goteborg  - 


E  Corporation. 


-'if 


sdge -based,  but  knowledge-generating,  so  " 
hanging  conditions...  Strategies  that  work 
iness  results.  Join  the  Renaissance 
7764 


#1 


Renaissance 


San  Francisco  -  Stamford  -  Wa s h i n g to n , D . C 


INCOME  STOCKS 
FOR  LOWER  RISK 


Average  Annual  Total  Returns 

as  of  3/31/97  - 

■  Equity  Income  Fund 

M  Lipper  Equity  Income  Funds  Average 

18.06%  oco/ 
16.95/0 


T.  Rowe  Price  Equity  Income  Fund,  one  of  our  most  con- 
servative stock  funds,  seeks  substantial  income  and  capital 
growth  over  time  with  reduced  risk.  The  fund  invests  in  divi- 
dend-paying stocks  of  established  companies.  This  dividend 
emphasis  offers  investors  three  important  advantages: 
reduced  volatility,  a  relatively  steady  source  of  investment 
returns,  and  enhanced 
total  return  through  the 
reinvesting  and  com- 
pounding of  dividends. 

A  strategy  that  has  out- 
performed Lipper  and 
earned  Morningstar's 
highest  rating.  The  fund 

has  consistently  outper- 
formed its  Lipper  Cate- 
gory Average.  And,  it  was 
awarded  a  five-star  (*****)  rating  for  its  overall  risk- 
adjusted  performance  by  Morningstar.  The  fund  was  rated 
among  1,980;  1, 120;  and  61 7  domestic  equity  funds  for  the 
3-,  5-,  and  10-year  periods  ended  5/31/97,  respectively.** 

If  you  want  the  return  potential  of  stocks  but  would  like 
to  reduce  your  exposure  to  the  ups  and  downs  of  the  market, 
this  fund  may  be  an  appropriate  addition  to  your  portfolio. 
As  with  any  stock  fund,  there  will  be  price  fluctuation. 
$2,500  minimum  ($1,000  for  IRAs).  No  sales  charges. 


Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-541-6619 

www.  troweprice.  coin 


1  year 


5  years 


10  years 


Invest  With  Confidence® 

T.RowerWce 


m 
-Ik 


^Source:  Lipper  Analytical  Services,  Inc.  Figures  inchide  changes  in  principal  value,  reinvested  dividends,  and 
capital  gain  distrilnitions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  al  original  purchase. 

**Morningslar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  S/,S1A)7.  These  ratings  may 
change  monthly  and  are  calculated  from  the  fund's  .V,  and  10-year  average  annual  returns  in  excess  of  90-day 
Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fimd  performance  below  90-day 
Treasury  bill  returns.  The  1-ycar  rating  is  calculated  using  the  same  methodology  but  is  not  a  component  of  the  overall 
rating.  The  fund  received  5  stars  for  the  .v,  and  10-year  periods.  For  the  1-year  period,  the  hind  received  4  stars  and 
was  rated  among  i,U)},  domestic  equity  funds.  Ten  percent  of  the  funds  in  an  investment  category  receive  5  stars,  and 
the  next  22.5%  receive  4. 

Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before  investing.  T  Rowe  Price 
Investment  Services,  Inc.,  Distributor  10^6908 


nology.  Danziger  fignai-es  Fuji  coui  h 
its  raw-material  lens  costs.  Th  lii 
bending  power  of  one  of  her  Sic?. 
GratJium  lenses  can  replace  two  m 
tional  ones  in  cameras,  which  thi': 
have  fom-  or  more  gi'oimd-glass  el  h- 

LightPath  has  also  spent  th-'l 
developing  new  lens-design  so 
working  with  Invention  Machin  e 
in  Cambridge,  Mass.  RochesterVi? 
knows  how  cioicial  this  is.  "Lcai 
design  a  gradient  lens  that  can  1 
ufactured  takes  at  least  six  mm 
notes.  "Not  many  people  ai'e  wiilt. 
after  15  years  tiying  to  persuad< 
to  do  so,  Moore  decided  to  get  C 
Lens  into  maiiufactming.  Its  ma 
net:  borescopes  with  4-mm  ler 
inspecting  the  inside  of  rifle  1 
They  seU  for  $350  to  $550— roug] 
of  the  cost  of  conventional  bon 
Both  Gradient  Lens  and  LightF 
working  on  similar  products,  ca 
doscopes,  for  the  medical  marki 
TELECOM  BILLIONS.  The  fattest 
may  come  from  telecommunicatic 
Internet's  gi'owth  is  prodding  th 
phone  companies  to  boost  capac 
AT&T,  MCI  Communications,  and 
are  tiuning  to  a  technology  calle 
length-division  multiplexing,  wi 
tiplies  the  capacity  of  fiber-op' 
tems  by  splitting  laser  light  in 
eight,  or  more  streams  of  sepa: 
ors,  each  carrying  as  much  clatsl' 
original  signal.  The  phone  coni;: 
expect  to  spend  bilhons  on  ud.m 

To  get  in  on  this  action,  Ln 
and  Invention  Machine  in  July  li 
joint  venture,  LightChip  Inc. 
duce  WDM  systems  that  can  hand 
32  colors  now,  with  100  colors 
offing.  "Our  main  focus  will  be  ( 
area  networks,"  says  Joel  C.  G( 
LightPath's  marketing  vice-pri 
That's  just  for  starters.  Ray  T.  C 
electrical  engineer  at  the  Univ( 
Texas  in  Austin  and  a  LightP; 
sultant,  says  Gradium  has  ben 
long-haul  systems  as  well.  It  ca 
more  sharply  on  an  optical  fibe 
As  a  result,  splicing  two  fibers  i)g 
er — which  is  done  eveiy  few  irje; 
the  signals  can  be  amplified — vIb 
recjuire  brain-surgery  precision.  |) 

Danziger  hasn't  given  up  her  ( 
mentalism.  LightPath  ha^;  a  contnj 
San  Diego's  d-r  Technologies  Inc 
velop  a  "light  pipe"  to  channel  tm 
rays  to  solai'  cells  that  power 
satellites.  She  also  aims  for  privat' 
spin-offs,  since  "I  still  believe  sol 
er  will  be  a  major  energy  sour- 
probably  not  for  10  years."  Mejl 
she'll  settle  for  the  other  type  ofT 
By  Otis  PoH  in  N( 
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S^elopments  to  Watch 


BY  NEIL  GROSS 


m  TEST  FOR 
iST  TUMORS 

T  CANCER  IS  MOST 

)le  when  caught 
But  mammogi'aphy 
ly  hmited  abiUty  to 

very  small  tumors, 
i  team  at  the  Weiz- 
Institute  of  Science 
,el  led  by  chemistiy 
5or  Hadassah  De- 
as  developed  an 
chnique  that  can 

for  tiny  lesions, 
11  which  ones  are 
ous. 

r  to  being  scanned, 
is  are  injected  with 
that  gets  taken  ;ap 
jared  out  more 
!  by  malignant  tu- 
han  by  benign 
IS.  Unlike  ordinary 
ans,  in  which  sig- 
r  each  segment  un- 
idy  are  recorded 
t  a  few  seconds, 
'ocedure  uses  an 
led  recording  period 

to  four  minutes, 
ig  of  the  breast  is 
1  out  thi'ee  times — 
efore  the  dye  is  in- 
and  twice  after- 
That  allows  doctors 
ly  how  quickly  the 
iters  the  tumor, 

through  it,  and 
i  cleared  away.  Dif- 
ss  in  speed  are  rep- 
ed  by  different  col- 

the  screen,  which 
splays  telltale  signs 
ignant  cancer,  such 
abundance  of  leaky 
vessels  around  the 

concern:  The  pro- 
!  is  more  expensive 
rdinai-y  mpj.  So  its 
ay  initially  be  con- 

0  young  women 
ave  a  genetic  pre- 
ition  to  cancer.  De- 

1  seeking  funding 
ire  clinical  trials. 

Naomi  Freimdlich 


RIDING  THE  RAILS 
WITH  A  NOSE 
FOR  ADVENTURE 

IMAGINE  BOARDING  A  TRAIN 

and,  while  riding  the  rails,  es- 
caping to  an  undersea  world 
off  the  coast  of  Jamaica.  You 
hear  the  sound  of  crashing 
waves  and  smell  the  scents 
of  salt  water  and  suntan  oil. 
For  a  small  fee — still  to  be 
determined — passengers  will 
be  able  to  do  just  that  on 
First  American  Railways 
Inc.'s  new  Florida  Fun  train, 
which  will  begin  running 
from  Orlando  to  Fort  Laud- 
erdale in  October. 

Seated  at  virtual  reality 
kiosks  called  Virtual  Scent- 
sations,  users  will  wear  hel- 


mets developed  by  Digital 
Tech  Frontier,  a  high-tech 
entertainment  company  in 
Phoenix.  In  addition  to  syn- 
thetic sights  and  sounds,  the 
gear  will  dehver  a  range  of 
familiar  odors.  These  are  cre- 
ated with  liquid  chemicals 
from  foodstuffs,  which  are 
converted  into  a  gas  and  re- 
leased into  the  helmet  in 


spurts  every  three  millisec- 
onds. Scott  Jochim,  founder 
of  Digital  Tech  Frontier, 
admits  that  scents  from  un- 
related sources  can  seem 
similar — and  therefore  be 
confusing.  But  visual  and  au- 
ral cues  will  help  kiosk  users 
interpret  them  in  context. 

So  far,  Digital  Tech  Fron- 
tier has  generated  three  dif- 
ferent scenarios,  including  a 
tour  of  Egyi^t's  pyi-amids,  in 
which  the  traveler  will  smell 
fiery  torches.  But  the  compa- 
ny believes  entertainment 
kiosks  are  just  the  beginning. 
Since  scent  can  trigger  emo- 
tional responses,  Digital  Tech 
Frontier  sees  therapeutic  uses 
for  VR  technology,  such  as 
helping  chemotherapy  pa- 
tients relax  before  and  after 
treatment.  Elizabeth  Veomett 


A  CLOSE-UP  OF  ARTERY  TROUBLE  

FOR  SEVERAL  YEARS,  DOCTORS  HAVE  USED  ULTRASOUND 

to  obtain  close-up  views  of  plaque  on  coronary  artery 
walls.  The  technique,  called  intravascular  ultrasound 
(ivus),  is  performed  by  means  of  a  catheter  inserted 
into  the  artery.  It  provides  detailed  information  on  the 
location  and  type  of  plaque — a  big  step  up  from  older 
angiography  that  relies  on  iodine  dyes  and  X-rays  to 
create  2-D  pictures. 

Now,  EndoSonics  Corp.  of  Rancho  Cordova,  Calif.,  is 

improving  the  versatili- 
ty of  catheter-based  ul- 
trasound. Its  EndoSon- 
ics Five-64  catheter 
uses  feedback  from  64 
sensor  elements,  rather 
than  one  moving  aper- 
ture. This  eliminates 
the  need  for  moving 
parts.  EndoSonics'  sys- 
tem provides  both  an  ultrasound  image  and  additional 
analysis  on  blood  flow,  says  Dr.  Steven  R.  Bailey  of  the 
University  of  Texas  Health  Sciences  Center  at  San  An- 
tonio. What's  more,  the  new  technology  allows  doctors 
to  perform  balloon  angioplasty  and  ultrasound  simulta- 
neously, saving  procedural  time  and  cost. 

EndoSonics'  approach  is  especially  useful  in  treating 
patients  v\ith  coronary  artery  blockage.  For  example, 
doctors  have  used  it  to  determine  the  optimal  diameter 
for  implanted  stents  used  to  hold  open  the  artery  wall. 
And,  EndoSonics  says,  patients  treated  with  ivus-guid- 
ed  therapy  generally  experience  fewer  complications 
than  those  treated  without  ivus.         Elizabeth  Veomett 


■  Here's  a  new  twist  on  vir- 
tual manufacturing:  The  Na- 
tional Institute  of  Standards 
&  Technology  (nist)  plans  to 
develop  computer  models  of 
machine  tools,  which  will  help 
determine  the  viability  of 
new  product  designs.  Today, 
designs  are  regularly  re- 
vamped because  of  machine- 
tool  limitations.  Ti-ansplant- 
ing  this  process  from  the  real 
world  to  a  digital  one,  nist 
figui'es,  could  gi'eatly  reduce 
the  time  it  takes  to  get  new 
products  to  market. 

■  High-energy  physicists  have 
a  fresh  take  on  low-energy 
appliances.  Working  with  the 
Association  of  Home  Ap- 
pliance Manufacturers,  Oak 
Ridge  National  Laboratory 
has  developed  a  refrigerator 
that  uses  only  half  as  much 
energy  as  today's  models. 
Thanks  to  such  changes  as 
better  insulation  and  the  re- 
placement of  AC  with  DC  mo- 
tors, researchers  trimmed  the 
20  cubic-foot  fridge's  thirst  for 
power  to  levels  that  ai'e  actu- 
ally below  the  ones  mandated 
by  an  Energy  Dept.  nale  an- 
nounced on  Apr.  24. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjul@businessweek.com 
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Business  Opportunities 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  LeasesUom  $l,000to 
S10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unllinited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

.  The  Loan  Consultants,  Inc. 


CONSULTANTS 


International  firm  expanding 
in  US  needs  independent 
consultants  to  represent  our 
company.  We  offer  some  of  the 
finest  Training  and  Development 
processes  available  today.  Very 
high  income  potential.  Extensive 
training  and  support. 
Management,  marketing,  or 
consulting  experience  helpful 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engie,  VP  Development 
Department  WB77 
31  Hickory  Road 
Mohnton,  PA  19540 

(800)  799-6227  Ext.  12 
Fax:  (610)  775-9686 


Business  Opportunities 
■  EXECUTIVE  CONSUITING  i 


Call  Ihe  SSK  Group  today  to  receive  your 
NO  OBLIGATION  free  video  and  literature 
explaining  how  you  can  start  your  ovi/n 
specialized  business  consulting  practice 
with  a  moderate  amount  of  slart-up  capital 
Discover  how  a  number  of  our  associates 
annually  earn  $150,000  or  more  applying 
Ihe  S&K  approach  (800)660-0330 


$350K+-t"t-  Annual  Profit 

Potential  From  Home 
from  less  than  $10K  start  up! 


•  $75K  possible  first  few  months 

•  Nominal  overhead 

•  Exciting  breakthrough  products 

•  24  hour  support  system 

•  No  employees  •  No  inventory 

•  No  selling  expenence  required 

•  Flexible  hours 

•  Portable--operate  anywhere  you 
have  fax  and  phone 

Financial  freedom  can  be  yours  in 
90  days!  Find  out  more  today 

1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 


Business  Opportunities 


9  <t  why  didnt  i  «> 
•think  of  that. 


That's  the  respdnsf  v,v  hear  al'tiT  we 
explain  tiur  unique  and  evcilinj; 
oppurlunitN.  11  Miu're  liiuking  for  a 
simple  business  with  HKiH  INCOMK 
f'OTRMIAI.  and  absotuiely  lu, 
diiwnside.  let's  talk.  Territories  won't 
last.  Small  in\estment  includes 
inventiirv  nei.essar\  to  start. 


Call  1'800'599'7891 


SELL  /Vew  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  receive  substantial  profits  Simple 
IS  minute  demonstration  produces 

dynamic  results  Prime  territories  still 
available  Small  initial  investment 
For  details  and  Free  sample 

Call  1-800-447-4962 

Fax  310-530-1381  Ctironomite  Labs.  Inc. 


Franchising 


You're  never  too  young  to  run 
your  own  accounting  practice. 


1-800-323-9000 

Comprehensive 

vwvw  cbsaccouniing  eom 


your  business! 

Call  for  tnlormation  about 
"Franchise  Your  Business"  seminars, 
or  Information  on  tranctilsing 

Ffancorp' 

Specialists  m  Franchise  Developmer}!  BW 

t-eOO  FRANCHISE  (1.800-372-6244)^ 


Int'l  Marlceting/Consulting 


INVESTING  IN  MEXICO? 

Secure  Your  Success 
Before  ti^aking  A  Commitment! 

Banking  •  Real  Estate  •  Legal 
•  Professional  Reference  Service 
•  Individual  Profile  For 
Your  Company 

Progressive  Consultants 
Call  (412)  843-1560 

Mex.  City  (011)525-652-5460 


CHINA 


Exxe  International  IncCtiina  Business  Consultants 
Your  gateway  to  China 

Feasibility  studies  /  Support '  Govt  [oint  ventures 


Tel;(7l4)  260  4920  Fax:  (7 14)  260  4799 

E  mail:  Exxe@aol.com  Hnp://wwv«.exxeintl.com 


Investment  Opportunities 


INVESTMENT  GOLDMINE 

HOT  STOCKS... Potentially  Ready 
To  Double  In  Just  Months! 

Find  out  tiow  to  dramatically 
increase  your  investment  profits 
•  Stock  Recommendations  •  Proven 
Performers  •  Investment  Tips 
and  fvlorei  Updated  Daily 

1-900-263-3237  Ext.  100 

$3  99/min  (18-f.  Tlone  req  )   OPT  CORP 


INVESTOR'S  BEST 
WEB  SITE 

Visit  our  Free  Offer  Shop  and 

judge  for  yourself!  Receive  a  free 
investor's  kit  ($75  value). 

www.futures-trading.com 
or  call  1-800-221-2917 


Investment  Opportunities 


BANQUE  de  PETITE  MARTINIQUE 

St,  George's.  Grenada.  W.I 
[809)  440-4949  Fax  (809)  440-4952 
E-Mail  money@caribsurf.com 
Website  http://the-banque.com 

When  you  get  really  serious  about 
international  investing  call  us!! 

•  Your  privacy  is  protected  under  law  by  the  Grenadian  Government 

•  Interest  rates  for  your  deposits  are  competitive 

•  Staff  IS  made  up  of  individuals  witfi  money  center  bank  experience 

•  Your  investment  will  not  be  subjected  to  double  taxation 


Consulting  Serici 


FREE  CONSUin 

Market  Research,  Si*t 
Business  PtANhc 

tvlBAs  from  lop  business  scjct 
consulting  projects  in  Septemir 
SI  89  95  Ck/IVIO  lor  instsi 
submitting  proposals  plL^m 
professor  contacts  to  Theoia> 
Seminars,  9108  Hiilsboro  Dr  * 
C  A  90034  30  day  lull  money  Ut  c 


Education/lnstrt^ 


BS,  MA,  MBA 

EARN  A  DE( 


llflHWHWM.g 


Approved  Self  Paced  Hk 
Associate  Bachelors  Mast 

Emphasis  in  Business  Admin 
Health  Care  Admin,  Human 
Finance,  Inl'l  Business, 
Paralegal,  Psychology,  Comp 
http://wwvi/.scupsj 
Email:  enroll@scup 
1-800/477-2254  (241 
Southern  California  Uil 
for  Professional  Stj 
1840  E.  17  St-BW,  Santa  An 


MBH  BY  Distance  l» 

Major  British  univeisity  ctler'.,  .n  it« 
Bachelors  oi  GMAT  needed  Lhuv' ' 
Intelligence  Unit  as  one  ol  world's  bes' 

HERIOT-WAH  UNIVERSITy  I  (800 
North  American  Distributor  I 
6921  Stockton  SI,  Suite  2,  El  Cein' 
For  immediate  FaxBack  literatu  i 
fax  mactiine's  phone,  call  (510)  »)■ 


Your  VALUE  Is  Whal  Y. 
Appr<wed  BS'i  and  Masters  in 
Engineenng  Through  Distant 


CNU 


]WW  Panhi-ma  Slrcel  Nnnh  Hi  ( 

For  Catalog  Call  1-800- 2- 
Web  Site:  http:  //www.cia 


COLLEGE  DElf 

BACHELORS  •  MASTERS  •  T 

FortWor*,  Lileai' 
Eiperience  •  N( 
Attemlanct  I 
Call  (800)4,3, 

extl/: 
Fax:  (310)4-6 
http:/Atfww,p\-ti 
or  send  delailiti 
lor  Free  Evsltir 

F'ai  ifif  VVe.sU'rn  I  r/e 

1210Auahi  Street,  Dep7t 
Honolulu.  HI  96814-42 


FOR  AD  RATES  AND  INFORMATIDN 

PHDNE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


lishing  Services 
ilish  Your  Book 

idition  of  quality-  Subsidy 
alisher  offers  publishing 
jr  books  of  all  types.  For 
ri  Guide  v/nie  Dorrance- 
;mithfield,  Pittsburgh,  PA 
all  1  HOO  (>9,')-9.599 


orporate  Gifts 


irary  Tattoos  with  your  Logo, 
Jusj  $189.00!! 

Sifl  (CA  add  7.25%  sales  lax) 
miied!  Full  Color!  2"x2" 


irive.  Ste  201  •  Vacaville,  CA  95687 
148-7072  •  Fax:  707/446-8273 


ernet  Services 


ITES  $19.95/mo.*^ 


19  setup.  Includes  domain 
lion,  25mb  space.  250mb 
secure  server  &  more.  Site 
id  other  services  available, 
in  name  reg  -  $39+NIC  fee. 

it  call  201-569-1762 
m.intersessions.com 


I  )VERTISE  IN  THE 
li  USINESS  WEEK 
i  RKETPLACE  AND 

1:H  OVER  6  MILLION 
'ONSIVE  READERS!! 

xt  Marketplace  section 

OSes  on  July  24th. 

.  and  information  contact 

;ss  Week  Marketplace 
}rth  Michigan  Avenue 

Suite  2010 
:hicago,  IL  60611 
>one  312-464-0500 
•ax  312/464-0512 


Conference  Planning 


Put  a  World  Leader 
at  your  Podium 


(800)  326-a211 

GREATER  TALENT  NETWORK  INC 

www.greatertalent.com 


Industrial/Home  Products 


protective 
Coating^ 


EXTREMELY  DURABLE 
RESISTS  ACIDS.  RUST  ROT 
FOR  HOME  AND  INDUSTRIAL  USES 
WATERPROOFS  AND  SEALS 
FOR  BROCHURE  AND  FREE  SAMPLES 

800-631-2164  FAX  908-364-4109 


torf; 


Corporate  Gifts/Premiums 


This  is 
AME 

YOU'RE  ALLOWED  TO 
SHOP  FOR  500  MOUSE  PADS 


AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMART 

http://www.promomart.com/bw 

Your  imprinted  gift  cyberstore. 

Eater  the  monthly  dra¥flng 
for  $1,000  In  free  stuff  I 

Visit  www.promomart.com/bw 


Golf  Resorts/Vacations 


116  Holes 
of  Golf! 


I    ^^'^^B;"    Experience  superb 

 — iT^'        golf,  year  round. 

in  Brunswick  and  TTie  Golden  Isles. 
Pius  tennis,  beaches,  fishing  and 
casino/cruise  ship.  Brunswick, 
St.  Simons  Island,  Sea  Island.  Little 
St.  Simons  Island  and  Jekyll  Island. 
Minutes  from  1-95  at  Exits  6. 7  and  8. 

For  .1  free  \  ncilion  ^KBrunswlck  * 

PLinncr.  ljII  'S^^T^ 

t800-933-CQASr  ■ 

http://ww\\.bgisles\isitorsb.i:om 


Fine  Art 


FREDERIC  REMINGTON 

BRONZE  COLLECTION 

MOUNTAIN  MAN..  S60 

"LosI  wax  casting" 
ALSO  SILVER  CASTINGS 
FOR  CATALOG 

Call:  1-800-521-3179 
Fax:  407-332-0531 

Henry  Bonnard  Bronze  Co 
'  World's  Largest  Bronze  Supplier 


DALI 

Collect  Rare,  Authentic 

Limited  Editions 
from  S  2S00 
CALL  FOR  CATALOG 
1-800-999-DALI 

or  (310)  798-1360 


SILVERSTATE  FINE  ART 


Menswear/Fashion 


MEN*S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog«HiQh  qualitv160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55G  Hingham,  MA  02043 
1-800-992-wiDE  WWW  widestioes.coiTi 


Business  Services 


INCORPORATION 


•  FREE  Information 

•  All  .'^0  States  and  Offshore 

•  Reliable  Seivice  aixi  im,'  Pnces 


orpc 


http;//w  WW. corpereations.com 
800-672-9110  •  Fax  305-672-9110 


TRADEMARK 


Personal  Checks 

With  the  purchase  of  600 
i-Jn-A-Paff  fiusiiit'ss  Chech 

only  ^29 '^^S£vH 
(Offer  good  thru  12/31/97) 

1-800-239-4087 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

I  Send  S2  for  the  290  page  catalog. 

I  CusiOiTi-wniien  lepoits  olso  avsilsble 

,  RESEARCH  ASSISTANCE 

'  n322laahoAve.#206BF 

I  Los  Angeles,  CA  9002S 

I  TOLL  FREE  HOTLINE:  800-351-0222 


http:  //www.research-asslstance.com 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  its  Kind! 

Receive  Our  fRIi  Moil 
Order  Colalogue  Now! 

212  pgs.  of  Top  Brond 
Names  in 

Audio  *  Video 
Computers*  Portables 

Home  Office 
l^usic 'Video  &  More 

All  at  Dis<ounf 

Order  loll  free  24  Hour-,  A  Doy,  7  Doys  A  Week 

1-800-221-8180 


Telecommunications  Services 


FREE  Audio  Conferencing 


Special  Offer!!! 
FREE 
Meet-Me  Automated 
Conference  Calls 
for  the  Month  of 
this  publication'^ 

{Day-Time  Conferences  "Subjed  to  Availability) 


Call  1-800-778-MEET  now! 

www.eagle.nel 

Referral  Code:  BW797ETSI  


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

MSEK-IET  COLUKl'KO  I)KAI-T/.MA.STEH 
DESKJET  DRAFTPRO  DESIGN.IET 

ELECTROSTATIC  PLOTTERS  RllCGEDWRlTER 

HP  9000  workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

41 17  Second  Ave  S  Birmingham,  AL  35222 
PtTone  205/591  -4747  Fax  205/591-1 1 08 
800/638-4833  •  e-mail  salesOdaslrer  com 


Sports  Equipment 


Cheat 
At  Tennis 


_SSl_ 


|tenms  Ti  r()K|  Your  Own 

iiiMMfS  Portable 
^9|Hh*P  Tennis  Ball 
II^H^Jll  Machine 

1-800-448-8867 

for  FREE  brochure 


.4 —  


Now  it's  time  to 
discover  ns. 


PORTUGAL  I 

lALAND^ 

FOR  YOU 

1  T   O       0    I    S    C:    O   V    !■    R  I 


Our  ^tr.ili'^ii  l( H  alii >ii.  .is  \rt'll  ;is 
(he  |ii  ,il  .nici  siH  slaluliu  iil 
line  III  ilii  l',iiiii|ic,in  I  niiiii's  l.isicsl 
Hiiiwmn  I'l  I  nil  iiiiK"..  li.iM'  ikaiK  |iiil 
us  I  HI  llic  lll,l|l. 

Thai's  \\\\\  an  iiii  rr.isini;  iiuniliiT  iit 
inullin.iliiiii.il  I  uiii|).inR's  .iic  scnini; 
up  liusiiicss  HI  1)111  iiiiinln.  Allcr  .ill. 
iiucslini;  111  PiHlimal  ii|iiiis  a  H.ilewav 
In  .1  iiKiiki  l  III  !!?()  iiiilliiiii  |icii|iic. 

I'l  11  nil  ire  inli  iriii.illi  m,  1 1  mlac  I 
l(  EP.  Well  help  Mill  liiiil  \\k  n'M 
ua\  111  Lid  llicrc. 


Av.  Bde  Outubro,  101 

lOSOLisboa 

Tel.  351-1-793  01  03 

'Fay.'351-1-793Sa28', 


Isiness  Week  Index 


UCTION  INDEX 


PRODUCTION  INDICATORS 


ige  from  last  week.  0.4% 
ige  from  last  year:  2.9% 


PRODUCTION  INDEX 

June  28=123.0 
1992=100 


July  Nov  Mar.  June 

1996  1996  1997  1997 

de.-v  IS  a  4-week  movmg  average 

uction  index  increased  again  during  the  week  ended  June  28.  Before 
in  of  tfie  four-week  moving  average,  tfie  index  also  increased,  to 
'om  122.7.  Seasonally  adjusted  output  of  coal  and  lumber  were 
rly  strong,  offsettmg  declines  in  steel,  crude-oil  refining,  and  auto 
■n.  For  the  month  of  June,  the  index  advanced  to  123.0,  from  a 
if  121.3  in  May. 

)n  if>de»  copyiighl  1997  by  The  McGraw-Hill  Companies 


NG  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

'RICES  (7/3)  S&P  500 

916.92 

887.30 

39.5 

ATE  BOND  YIELD.  Aaa  (7/4) 

7.35% 

7.36% 

-3.5 

HAL  MATERIALS  PRICES  (7/4) 

105.9 

106.2 

0.1 

iS  FAILURES  (6/27) 

NA 

NA 

NA 

TATE  LOANS  (6/25)  billions 

NA 

NA 

NA 

SUPPLY.  M2  (6/23)  billions 

$3,918.4  $3,911.3r 

4.7 

CLAIMS.  UNEMPLOYMENT  (6/28)  thous 

337 

332 

-4.0 

Standard  &  Poor's.  Moody's,  Journal  of  Commerce  (index;  1990=100), 
eserve.  Labor  Dept. 


5ST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

L  FUNDS  (7/8) 

5.46% 

6.24% 

5.14% 

ICIAL  PAPER  (7/9)  3-monlh 

5.58 

5.64 

5.54 

CATES  OF  DEPOSIT  (7/9)  3  month 

5.60 

5.67 

5.55 

ORTGAGE  (7/3)  30-year 

7.83 

7.81 

8.36 

(BLE  MORTGAGE  (7/3)  one  year 

5.85 

5.88 

6.07 

7/4) 

8.50 

8.50 

8.26 

Federal  Reserve.  HSH  Associates.  Bloomberg  Financial  Markets 


QTPCI     t~7/^\  thniic     r\f  not  t-nnc 
O  1  CLL  K/IOi  inOUS.  OT  rit;[  [Ullb 

LATEST 
WEEK 

2  080 

WEEK 
AGO 

2  043# 

YEARLY 
%  CHG 

4  1 

HUlUd  \//D)  uniis 

7  491 

1  1  K  Af^Aril 

-37  1 

TRIIfttfQ   (l/R^  iinil-c 

iiiUvivo  uniis 

1  tLU  ,H\JdLl  it 

39  5 

ELECTRIC  POWER  (7/5)  millions  of  kilowatt-hrs. 

69,519 

72,792# 

0.0 

CRUDE-OIL  REFINING  (7/5)  thous  of  bbl  /day 

14,762 

14,988# 

4.3 

COAL  (6/28)  thous.  of  net  tons 

20,412# 

19,448 

9.6 

LUMBER  (6/28)  millions  of  ft. 

508. 5# 

485.7 

7.3 

RAIL  FREIGHT  (6/28)  bilhons  of  ton-miles 

26. 5# 

26.1 

3.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (7/9)  $/troy  oz. 

LATEST 
WEEK 

317.300 

WEEK 
AGO 

332.200 

YEARLY 
%CHG 

-17.2 

STEEL  SCRAP  (7/8)  #1  heavy,  $/ton 

138.50 

138.50 

3.7 

COPPER  (7/4)  <ti\b. 

116.6 

116.7 

26.1 

ALUMINUM  (7/4)  e/ib 

76.0 

75.3 

9.4 

COTTON  (7/5)  strict  low  middling  1-1/16  in.,  «/lb 

72.10 

72.19 

-5.7 

OIL  (7/8)  $/bbl. 

19.34 

19.83 

-9.2 

CRB  FOODSTUFFS  (7/8)  1967=100 

235.45 

237.49 

-15.9 

CRB  RAW  INDUSTRIALS  (7/8)  1967=100 

332.51 

335.36 

-0.1 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market.   NYMEX.  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (7/9) 

UTEST 
WEEK 

112.82 

WEEK  YEAR 
AGO  AGO 

114.41  11008 

GERMAN  MARK  (7/9) 

1.76 

1.75 

1.52 

BRITISH  POUND  (7/9) 

1.69 

1.67 

1.55 

FRENCH  FRANC  (7/9) 

5.95 

5.91 

5.16 

ITALIAN  LIRA  (7/9) 

1717.8 

1705.8  1534.3 

CANADIAN  DOLLAR  (7/9) 

1.37 

1.38 

1.37 

MEXICAN  PESO  (7/9) 

7.885 

7.947 

7.611 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/9) 

103.2 

103.7 

98.3 

Sources:   Maior   New  York   banks    Currencies  expressed   in   units  per   US.  dollar, 

except   for   British   pound   m  dollars    Trade-weighted  dollar  via  J  P  Morgan 


a  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (charl);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meanmgful 


E  WEEK  AHEAD 


SALES 

July  15,  8:30  a.m.EDT*-  Retail 
bably  rose  0.2%  in  June,  according 
sdian  forecast  of  economists  sur- 

MMs  International,  one  of  The 
Hill  Companies.  Excluding  cars, 
;ly  were  up  a  stronger  0.4%.  Store 
iiave  been  falling  since  March.  In 
JS  fell  0.1%  for  all  items,  whether 
otor  vehicles  are  excluded. 

lER  PRICE  INDEX 

/ay,  July  16.  8:30  a.m.EDT>-  The 

forecasts  a  small  0.2%  increase 
or  consumer  prices  of  all  goods 
ices  as  well  as  for  core  prices, 
elude  food  and  energy.  In  May,  the 


overall  cpi  rose  0.1%,  while  the  core  index 
edged  up  0.2%. 

BUSINESS  INVENTORIES 

Wednesday,  July  16,  8:30  a.m. edt>-  Inven- 
tories held  by  manufacturers,  wholesalers, 
and  retailers  grew  0.3%  in  May,  the  same 
increase  recorded  in  April.  Factories  have 
already  reported  a  0.4%  gam  in  their  stock- 
piles. 

INDUSTRIAL  PRODUCTION 

Wednesday,  July  16.  9:15  a.m.EDT>-  The 
MMS  forecast  expects  that  industrial  output 
rose  0.3%  in  June,  after  a  0.4%  advance  in 
May.  However,  the  gain  may  be  less  since 
total  hours  worked  in  manufacturing  fell. 


The  average  operating  rate  for  all  industry 
in  June  likely  remained  at  May's  83.7%. 

HOUSING  STARTS 

Thursday.  July  17,  8:30  a.m.EDT^  Housing 
starts  probably  rebounded  to  an  annual  rate 
of  1.41  million  in  June.  Starts  had  fallen 
for  three  consecutive  months,  including  a 
4.8%  drop  in  May. 

INTERNATIONAL  TRADE 

Friday,  July  18,  8:30  a.m.EDT>-  The  foreign 
trade  deficit  for  goods  and  services  likely 
widened  to  $9  billion  in  May,  from  $8.4  bil- 
lion in  April.  Exports,  which  have  risen  for 
three  months  in  a  row,  likely  fell,  while 
imports  continued  to  rise  to  record  highs. 
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Adx'C)  tiscinoit 


Salutions 


0)  for 


I 


CofJTplex 

problems. 


Product  Development 

e  mail  innovSWadlittle.com 
voice  (011617,498.6556 


""altitude^ 

L  J 


Altitude  Inc. 
48  Grove  Street 
Somerville,  MA  02144 
617.627.7600 
www.altitudeinc.com 

Product  Design  and  Development 


Need  an 
inventory 
solution? 


We  have  one. 

Donating  your  excess  inventory 
earns  a  generous  tax  write-off 
for  your  company.  And  creates 
college  scholarships  for  needy 

students,  EAL  can  c(Mivert 
your  donation  of  inventory  into 
financial  aid. 
A  GREAT  SOLUTION. 

Request  a  free  guide 

to  learn  more. 
Call  (630)  690-0010 
Ff/.v{630)  690-0565 
Einiiil  scholar@eduassist.org 


■ML 


Educational  Assistance  Ltd. 

P.O.  Box  3021 
Glen  Ellyn,  IL  60 1 38-3021 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
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Editorials 


DON'T  SELL  THE  NEW  ECONOMY  SHORT 


The  "it  can't  get  better  than  this"  economy  is  beginning  to 
make  some  people  nei'vous.  Call  it  the  backlash  to  eco- 
nomic optimism  or  the  New  Economy  be  damned,  but  a 
gi'owing  number  of  pundits  are  telling  us  why  seven  years  of 
noninflationary  growth  cannot  continue  and  why  the  stock 
mai'ket  has  to  crash.  Without  naming  names,  we'd  like  to  sim- 
ply list  all  the  "whys."  Here  goes: 

8  Naive  boomers  panic.  The  irrational  exuberance  of  aging 
baby  boomers  betting  their  retirements  on  stocks  sends 
shai"e  prices  to  ridiculous  heights.  A  downtm-n  becomes  a  rout 
affecting  consumer  confidence,  spending,  and  growth.  Un- 
used to  major  market  con-ections  (the  last  being  in  1987),  the 
boomers  cause  their  own  recession. 

■  Alan  blows  it.  Greenspan's  run  of  luck  at  the  Federal  Re- 
serve runs  out,  and  he  zigs  when  he  should  zag.  This  could  go 
one  of  two  ways.  Either  he  doesn't  raise  interest  rates  early 
enough  and  inflation  resurges,  or  he  raises  them  too  much  and 
a  deflationary  cycle  takes  hold  killing  corporate  profits. 

M  Global  synch.  Europe  and  Japan  finally  take  off,  and  all  that 
excess  capacity  overseas  disappears.  Capacity  utilization  sud- 
denly becomes  important  again,  and  prices  begin  moving 
higher,  setting  off  an  inflationary  spiral. 

■  Hie  compute}'  millennmm  meltdown.  Computer  systems  fail 
ai'ound  the  world  because  most  of  them  aren't  programmed  to 
recognize  the  year  2000.  Companies  might  have  to  spend  up 


to  $600  billion  over  the  next  two  year's  to  solve  the  prilf 
150%  of  all  1996  corporate  profits.  Or  they  nm  out  f 
and  things  go  crash  in  the  night  all  over  the  world. 

■  Wage  hikes  kick  in  at  last.  Job  insecurity  abates,  a 
panies  can't  hold  the  line  anymore.  With  unemployme 
ing  at  4/^;%  to  5%,  workers  demand  their  just  rewai 
wage  inflation  takes  off. 

■  Ciirveballs.  Histoiy  shows  that  stuff  happens.  S( 
problem,  another  appears  uninvited.  Who  predicted 
shock,  the  Japanese  bubble,  the  savings  and  loan  disa: 
eui-o-induced  Eui'o-slump?  Some  exogenous  variable  in 
knocks  the  economy  off  course. 

Had  enough?  Call  us  Panglossian,  but  we  think  glob; 
information  technology',  and  deregulation  are  chani 
shape  of  the  business  cycle  (BW — Mar.  31).  It's  now  pi  > 
have  higher  noninflationajy  gi'owth  and  lower  unemj)! 
and  nothing  on  the  horizon  appears  to  alter  that  situ; 
riously.  It  doesn't  mean  the  end  of  the  business  cycle, 
surely  as  the  Dow  Jones  industrial  average  wifl  h 
there  will  be  a  recession  and  a  market  correction 
won't  change  the  economic  basics.  Our  advice:  Forget  c 
glitches  and  boomer  panic — and  don't  bet  on  Greensp; 
it  anytime  soon.  Keep  your  eye  on  wages,  wait  for  gl( 
chronization,  and  watch  out  for  that  totally  unexpecte 
thing.  Bottom  line?  The  New  Economy  vdll  roll  on. 


DEFENSE:  THE  CIRCLE  IS  GETTING  TIGHT 


Is  defense  consohdation  going  too  far?  Lockheed  Martin's 
planned  piux-hase  of  Northi-op  Grumman  in  an  $11.6  billion 
transaction  will  leave  the  industry  dominated  by  thi-ee  giant 
corporations — Boeing,  Lockheed,  and  Raytheon.  But  for  many 
critical  products  such  as  fighter  jets  and  electronics,  there  may 
now  be  only  two  potential  prime  contractor's  competing  for 
any  one  major  contr-act.  Wor-se,  the  number  of  independent 
suppliers  will  decline  sharply.  The  worry  is  that  this  concen- 
tr-ation  may  hiul  the  kind  of  innovation  and  price  competition 
sor-ely  needed  in  defense. 

Even  befor-e  Defense  Secretary  William  J.  Perry  invited 
defense  industry  executives  to  dinner  in  1993  and  suggested 
they  merge,  the  industry  was  uniquely  defined  by  an  in- 
cestuousness  unknown  in  the  rest  of  the  economy.  The  Pen- 
tagon deliberately  parceled  out  contracts  and  encouraged 
defense  companies  to  shar*e  in  them  in  order  to  maintain  a 
huge  military-industrial  base  against  the  Soviets.  It  relied  on 
competition  among  suppliers  to  keep  prices  in  check  and  to 
foster  much  of  the  mnovation,  especially  in  electr-onic  warfare, 
which  generates  nearly  half  of  all  new  contracts.  With  the 
Lockheed  Martin-Northrop  Grumman  combination,  there 
will  now  be  two  companies  dominating  defense  electronics.  In 
1990,  there  were  25  defense  electronics  companies.  Now, 


only  Raytheon  Co.  will  compete  vrith  Lockheed  on  mjjr 
tems  (page  28). 

Not  only  ar-e  the  prime  contractors  consolidating  It 
are  also  becoming  more  vertically  integrated.  A  le 
Lockheed  Martin-Northrop  Grumman  will  essentia^ 
many  of  its  suppliers.  Not  only  will  it  make  jet-figb5r 
ft'ames  but  it  will  also  be  able  to  supply  the  core  eledm 
r-adar,  and  missiles.  In  the  past,  many  of  these  wou( 
from  independent  companies.  The  same  is  true  for 
which  bought  Rockwell  Inter-national  Corp.'s  defe  * 
space  operations,  bringing  many  supplier's  in-house.  ac: 
year,  Northrop  Gr-umman  bought  Westinghouse  k 
Corp.'s  defense  electronics  operation. 

One  solution  is  to  open  the  U.  S.  weapons  marketitc 
eign  competition.  The  British,  Germans,  Fr'ench,  and  Si 
make  serious  weapons.  They  can't  compete  in  jet  ^ 
against  the  F-18  or  the  F-117  Stealth  fighter,  but  th 
ly  make  quality  electronic  war-far'e  systems,  missile;  i 
submarines  and  other  weapons.  Post-cold  war,  it  mak 
for  the  West  (perhaps  eventually  even  Russia)  to  h 
large,  open  military  arms  market.  That  could  pr-omc; 
vation  and  price  competition,  a  Lockheed-Boeing-RTti 
troika  notwithstanding. 
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illGH-PERFORMANCE  PRAISE, 
i  JLLTHROTTLE  ACCOLADES. 


"THIS  TAURUS  SHO  IS  TERRIFIC.  IT  IS  A  FAST  CAR,  BOTH  CONFIDENT 
AND  ATHLETIC.  IT  IS  ALSO  A  REFINED  CAR,  BOTH  QUIET  AND  COM- 
POSED. AND  IT  SURE  DOESN'T  COST  MUCH,  DOES  IT?"      Automobile  Maj^azine 

(July  1996) 

"SHO'S  3.4-LITER  4-CAM  V-8,  A  MARVEL  OF  COMF^ACTNESS  AND 
SMOOTHNESS,  MAKES  235  BHL  WITH  LITTLE  STRAIN."  Road  &  Track 

(July  1996) 

"THE  235-HP  V-8  ENGINE  HAS  A  HEALTHY  SNARL,  AND  ITS  POWER  IS 
CONCENTRATED  WHERE  ITS  NEEDED  " 

"REFINEMENT  AND  SPORTINESS  AT  A  FAIR  PRICE."  Car  and  Driver 

(July  1996) 

"back-roal:)  passing  is  never  a  concern,  and  escaping  the 
truck  races  on  the  interstate  takes  just  a  touch  of  the  toe." 

AutoWeek 
(April  29.  1996) 

"YOU  GET  THE  FUN  OF  A  HIGH-PERFORMANCE  SPORTS  MACHINE, 

WITHOUT  SACRIFICING  ROOM  FOR  THE  KIDS  "  USA  TODAY 

(June  19,  1996) 

FORD  TAURUS 

HAVE  YOU  i:)RIVEN  A  FORI)  LATELY? 
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steel  is 
a  precious 
metal 


Impurities  in  steel  can 
not  only  compromise 
its  toughness  and 
durability  but  can  mar 
the  effects  of  polishing 
by  leaving  little 
telltale  traces  called 
"comet  trails." 
To  eliminate  this,      ,  , 


the  Oyster  case  of 
^    this  $2, 250  Air-King 
is  made  of  steel 
classified  as  "904  L," 
the  finest  quality  used 
in  watchmaking  and, 
perhaps,  now  that  we 
think  of  it,  why  so  many 
people  take  a  shine  to  it. 


t 

ROLEX 


e  name  and  location  of  an  Official  Rolex  Jeweler  near  you,  please  call  1-800-36ROLEX.  Rolex,  t,  Oyster  Perpetual,  Oyster  and  Air-Kmg  are  trademarks. 


COVER  STORY 


AFTER  VERSACE 

The  business  drive  of 
the  Versace  clan  is 
legendary.  But  can 
the  fashion  empire 
survive  the  slaying  of 
its  creative  soul? 

page  76 


76    AFTER  VERSACE 

Before  his  murder  on  July  15,  Gianni 
Versace  was  planning  to  transform  his 
family-run  fashion  house  into  a  global, 
professionally  I'un  brand  wrapped  in  a 
pubUcly  traded  company.  The  IPO  was 
shaping  up  as  one  of  Europe's  hottest 
stock  offerings  of  1998.  Can  the  hopes 
and  dreams  he  and  his  family  nurtured 
outlive  theii"  flamboyant  creator? 
80    A  TALK  WITH  GIANNI  VERSACE 

The  fashion  mogul  recently  spoke  with 
Hi'siK'Es.s  WEEK  about  globalization, 
going  public,  and  Italian  fashion 
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make  the  second  quarter  a  letdown 
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MERGER  MANIA 


WALL  STREET  DEALS  THAT  ARENT  SO  PRICEY 


THE  BANKINC  BIZ  HAS  MADE 

big  buys  on  Wall  Street  re- 
cently, but  some  may  not  be 
as  pricey  as  they  seem — if  a 
partnership  is  acquired.  The 
big  plus:  Buyers  can  deduct 
the  purchase  price  of  a  part- 
nership on  their  taxes  over 
15  yeai-s,  according  t^ 
Lehman  Brothers. 

Take  Nations- 
Bank's $1.2  billion 
piu'chase  of  Mont-  / 
gomery  Secui'i- 
ties,  a  San  Fr-an 
Cisco  partnershij). 
Lehman's  tax 
expert,  Robert 
Willens,  figiu'es 
that  NationsBank 
will  pick  up 
million  in  tax 
write-offs.  And  when 
Bank  of  America,  in  a  deal 
structured  a  bit  differently, 
bought  Robertson  Stephens 
for  $540  million,  it  nailed 
down  $2!)5  million  in  deduc- 
tions. In  part  .  Bank  of  Amer- 
ica is  treating  the  buyout 
money  it  pays  Stephens'  pail- 


ners  as  a  tax-deductible  busi- 
ness expense. 

The  little-known  tax  break 
that  NationsBank  is  using, 
created  by  Congi-ess  in  1993, 
shows  how  Wasliington  favors 
partnerships  by  making 
mergei-s  with  them  attractive. 
(It  also  taxes  their 
Ijrofits  more  light- 
y  than  corporate 
dividends.  Still, 
most  securities 
ftrms  are  coipo- 
rations,  whose 
edge  is  that 
they  can  raise 
capital  more 
easily.) 
The  tax-sav- 
ings featm'e  could 
boost  buyouts  of 
partnerships, 
says  independent  analyst  Per- 
rin  Long.  Some  of  Wall 
Street's  best-known  names 
are  pailnershij^s.  Do  Goldman 
Sachs,  Alliance  Capital,  or 
Cantor  Fitzgerald  have  a 
suitor  in  their  future?  Mum's 
their  word.  □ 


THE  LIST  SHOPCrTY 


MALL  OF  AMERICA 


The  mailing  of  America  is  on  again 
after  a  slowdown  earlier  in  the 
decade.  Ten  large  malls — over  1 
million  square  feet  each — open 
every  year,  on  average.  Several 
existing  behemoths  recently  com- 
pleted expansions.  And  the  gargan- 
tuan Mall  of  America  outside  Min- 
neapolis celebrates  its  fifth 
anniversary  in  August. 


LARGEST  U.S.  SHOPPING  MALLS 


NAME 

LOCATION 

SIZE* 

MALL  OF  AMERICA 

BLOOMINGTON,  MINN. 

4,200,000 

DEL  AMD- FASHION  CENTER 

TORRANCE,  CALIF 

3.000,000 

SOUTH  COAST  PLAZA/CRYSTAL  COURT 

COSTA  MESA,  CALIF 

2,900,000 

WOODFIELD  MALL 

SCHAUMBURG,  ILL. 

2,700,000 

SAWGRASS  MILLS 

SUNRISE,  FLA. 

2,350,000 

'^Gross  leasable  area  in  square  feet 


DATA,  INTERNATIONAL  COUNCIL  OF  SHOPPING  CENTERS 


TALK  SHOW  UMr  Foster  committed  suicide  by  gunshoti 
Fort  Marcy  Park,  Virginia,  on  July  20, 1993. '5 

— Report  by  Whitewater  prosecutor  Kmneth  Starr,  on  the 
death  of  White  House  aide  Vincent  Foster 


WHAT  GOES  to  a  10%  titet 
UP  gets  a      tax — about  |6t! 
tax  break      per  jump.  !  y 
divers  poi 
out  that  they  should  pay 
that  because  their  fli 
aren't  round-trip.  So  the 
ate  wants  to  charge  t 
only  the  tax  for  the  airdi 
fuel  used,  which  is  geneitly 
a  lower  bite. 

Fat      chance:  Na 
Alaskan  whaling  captains 
ditionally     thi'ow  a 
wingding  after  a  hum 
which  the  blubber  gets  d  > 
ed  among  the  tribe.  A  Se  J,i: 
provision  would  give  captm 
a  $7,500  wi'ite-off  for  ovit- 
ting  their  crews  and  ' 
throwing  the  party. 

This  Bud's  filr  sick:  lu. 
chambers  of  Congress  vw 
to  encourage  U.  S.  beer  n- 
sumption  at  Embassy  Im 
ftmctions  by  making  the  b 
purchases  tax-free  to  fori; 
diplomats.  The  $18-per-bare] 
excise  tax  amounts  to  aM 
5.5(2  a  can.  But  it's  harctc 
imagine  German  beer  ek- 
vinists  swilling  Pabst  lie 
Ribbon.         Roy  Furchiti 


CAPITAL  OFFENSES 

BEER,  BLUBBER. 
AND  BOONDOGGLES 

THIS  year's  tax  bill,  NOW  IN 
heavy  negotiations  between 
Congress  and  the  White 
House,  has  the  usual  crop  of 
special-interest  plums.  Among 
the  wackier  items: 

Frequent  Jumper  Fares:  A 
few  years  ago,  the  Internal 
Revenue  Service  declared 
that  skydivers  were  airline 
passengers  and  thus  subject 


SPORTS  BIZ 

SUBPAR  FOR 
THE  GOLDEN  BEAR 

.lACK  NICKLAUS  HAS  BEEN  A 

better  golfer  than  business- 
man. His  company.  Golden 
Bear  Golf,  is  down  29%  from 
its  offering  price  of  16  when 
it  went  public 
last  August. 
The  company, 
which  oper- 
ates practice 
centers  and 
markets  golf- 
ing gear,  lost 
60(2  per  share 
last  year  and  nicklauS: 

29c  in  1997's   

first  cjuarter.  Golden  Bear 
mainly  blames  its  slump  on 
the  11  propei'ties  it  bought 
in  1996,  which  have  taken 
longer  and  cost  more  to  re- 
vamp than  projected. 

The  57-yeai-old  golf  legend. 


who  owns  55%  of  Gol 
Bear,  is  unveiling  a  mar 
ing  plan  to  help  him  getu! 
of  the  rough.  A  fonnei'  Ar  r- 
ican  Express  pitchman,  1 
soon  be  seen  in  ads  pushii  ; 
special  Nicklaus  Visa  card  at 
lets  you  enter  a  monli^ 
sweepstakes.  Grand  prize 
round  of  golf  with  Nickl 
himself.  C; ' 
holders  \ 
shell  out  a 
annual  fee  ^ 
join  an  affi:-V 
program  t 
awards  < 
point  on  e\ 
dollai-  chai-j ' 
Enough  po[;s 
get  you  jll 
lessons  oi'  clubs. 

Menill  Lynch  analyst  Ht,'- 
ley  Kissell  doubts  such'l- 
Uances  will  have  much  im] 
on  the  bottom  line.  What  < 
do  you  have  in  your  1 


lj>  from 


Jack? 


Lisa  Sani. 
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Do  online  services  still  matter? 


CompuServe  Inc. 

CSHCompuSei^ 


While  AOL  and  MSN  at- 
tempt to  fend  off  the  ISP 
hordes  with  splashy  graphics 
and  television  metaphors,  CSi 
3.0,  the  online  service  former- 
ly known  as  CompuServe,  re- 
ygsf^g^gs^  focuses  on  the  fundamentals 
of  what  makes  a  strong  online  service.  CS. 
provides  dependable  connections,  e-mail 
delivery,  well-attended  hosted  forums,  In- 
ternet access,  and  an  improved  user  inter- 
face. It  may  not  offer  the  same  pop-culture 
3oltasitscompetitors,butwithitspenodi^ 

cals  databases,  CSi  delivers  the  valuable 
information  business  users  need. 


I    ur  ""'"^  ■>'°"  dig  inti 

^••e  "npar;n;',ed  by  onr  ^'^  \ 
Petitors  or  by  the  1 
^^'^'e  are  Cs/s  fee  a^d  w  ''''^"'^^'y 

°ffer,ncred,bleresea'h  r^''^"'"'''^'' 

not 

:  ^^"f^"cibe,ngabe  M  r°'""''°''^°"- 
standout  features  ^^^^^'ngs 

55  daily  ner!r""-'^-^f^^ch,ves 


i 


Evidently,  CompuServe  does. 


while  the  Internet  delivers  a  lot  —  you  won't  find  everything  there. 
That's  why  so  many  people  rely  on  CSi  (CompuServe)  to  deliver  today's  richest 
collection  of  online  content  —  content  you  can't  find  anywhere  else.  It's  also 
why  we  earned  the  1997  Editors'  Choice  Award  from  PC  Magazine. 

Whether  you're  after  wavs  to  improve  your  home  PC's  performance, 
advice  on  today's  best  performing  mutual  funds,  or  seamless  Internet  access, 
CSi  delivers  what  you  need,  when  you  need  it. 

Find  out  for  yourself  why  at  least  one  online  service  still  matters. 
Call  1-800-375-7969  for  the  latest  version  of  CSi  software  and  10  free  hours. 


CompuServe. 

Get  on  with  it. 


01997  CompuServe  Incorpoiated  All  nghls  reserved  CompuServe.  CSI.  and  the  CSi  logo  are  registered 


Call  now  for  your  free  CSi  software 


1-800-375-7969 


and  get  10  hours  free. 


)(  CompuServe  Incorporated.  Repnnted  tram  PC  Magazine  May  6,  1997  Copynghl  Zm-Davis  PuBIisHing,  1997 
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PHONE  WARS 


BELL  SOUTH  DROPS  A  DIME  ON  AT&T 


AT&T  IS  A  (IREEDHEAD  THAT 

sticks  it  to  consumers.  So 
says  Bell  South  in  the  tele- 
phone wars'  latest  skimiish. 
At  issue:  a  Federal  Commu- 
nications Commission  order 
that  required  the  Baby  Bells 
by  July  1  to  reduce  the  ac- 
cess charges  they  levy  on 
AT&T  and  its  brethren  for 
transmitting  long-dis- 
tance calls  to 
customers. 

Bell  South 
points  out,  in 
high  dudgeon, 
that  AT&T  did 
not  pass  along 
the  reductions  to  con- 
sumers until  July  15.  The  re- 
sult of  the  15-day  delay:  $36 
million  in  .savings  for  AT&T. 
While  that  may  seem  a  pit- 
tance compared  with  at&t's 
$5.6  billion  1996  net  income, 
Bell  South  thinks  the  access- 
chai'ge  windfall  has  gi'eat  pro- 
paganda value. 

AT&T  says  it  passed  along 


the  rate  reductions  as  soon 
as  logistically  possible.  In- 
deed, some  of  the  delay  is  a 
result  of  the  Bells'  inability 
to  adjust  their  billing  systems 
quickly  to  accommodate  the 
change,  says  AT&T.  This  yeai-'s 
access-charge  reductions  will 
decrease  by  about  $1.7 
billion  what  the  long- 
distance companies 
pay  the  Bells  (1996 
total:  $23  billion). 
AT&T  spokesman 
Mark  Sigel  says  his 
company's  access- 
charge  discounts, 
now  in  place,  are  a 
boon  to  customers, 
slicing  day  and  evening  call- 
ing rates  by  5%  and  night 
and  weekend  rates  by  15%. 
The  long-distance  canners  say 
that  they  could  be  moi"e  gen- 
erous still  to  the  public,  if 
only  they  could  get  into  lo- 
cal-calling mai-kets — but  that 
the  mean  Baby  Bells  won't 
let  them.       Catherine  Yang 


COLLECTIBLES 

HARD  ROCK  IN 
A  HARD  PLACE 


HARD  ROCK  CAFE,  THE 
worldwide  chain  of  music- 
themed  family  restaurants,  is 
known  for  its  displays  of  rock 
'n'  roll  memorabilia.  Now  in 
76  locations  around  the 
globe.  Hard  Rock 
plans  to  open 


prices  of  objets  d'rock  higher 
than  a  Deadhead  on  Maui 
Wowie.  Take  Jimi  Hendrix' 
famed  V-shaped  guitar.  Fly- 
ing Angel,  on  display  at  the 
chain's  London  eateiy.  Hard 
Rock  bought  it  for  $15,000  in 
1985.  Now,  the  company  says, 
it  is  appraised  at  $250,000. 

To  afford  more  stuff,  says 
mai'keting  veep  Steve  Routhi- 
er,  Hard  Rock  is  speculating 
in  little-known  ciuTent  acts  in 
hopes  they 

iieiiieiiaieiaieia^j^  TliTsl 

JIMI'S  AX:  he  bought  a 

new  Alas,  unique  vinyl  red  dress  worn 


restaurants  by 
2000.  So  it  needs  to  add 
10,000  rock  knickknacks  to  its 
collection,  which  includes 
everything  ft'om  the  Beatles 
Magical  Mystery  Tour  bus  to 
a  guitar  the  Surfaris  played 
on  their  one  hit.  Wipe  Out. 

But  private  collectors  and 
Cleveland's  new  Rock  and 
Roll  Museum  have  bid  up  the 


by  Gwen  Stefani,  lead 
singer  for  Grammy-nominated 
band  No  Doubt.  And  he 
snapped  up  an  autogi-aphed 
jacket  from  Better  Than 
Ezi'a  and  signed  posters  from 
Radio  Head — two  groups 
that  have  had  a  couple  of  hits 
between  them.  Who  knows? 
They  might  be  the  next 
Surfaris.        Roy  Furchgott 


DRAWN  &  QUARTERED 


MAIL  SACK 

IT'S  JUNK,  BUT  IT 
MEANS  JOBS 

LOTS  OF  AMERICAN  UNIONS 

claim  they've  heard  the  giant 
sucking  sound  of  jobs  going 
to  Mexico — but  postal  work- 
ers? The  American  Postal 
Workers  Union  is  up- 
set about  some  1,300 
Mexican  workers 
who  put  bar  codes 
on  junk-  and  other 
mass-mailing  en- 
velopes, such  as 
bills,  in  three  bor- 
der plants.  "These 
workers  are  getting 
$4  a  day,"  says  Moe 
Biller,  union  president. 
He  met  with  Mexican  labor 
leaders  recently  to  find  a  way 
to  raise  wages  at  the  plants. 

The  fracas  stems  from  the 
discounts  the  U.  S.  Postal 
Service  began  a  year  ago, 
giving  5c  to  8c  off  the  noiTnal 


32(Z  rate  for  presorted  nifl ; 
it  includes  a  bai'  code.  S(Ot 
vate  mail-processing  co;; 
nies — MailCode,  Posta 
and  ElectroCom— got  hf 
into  bar  coding.  A  lot  o 
work  is  automated  ano 
be  cheaply  done  in  the 
The  Mexicans  focus  or 
labor-intensive  job  of  ci 
envelopes  with  smudge 
'*'\  complicated  addresses 
union  says  the  a, 
coding  techno? 
^         developed  b\ 
USPS,  shou,, 
be  used  to  m 
^      work  to  Me« 
\\  The  mailn 

cessors  ar"gue' 
their  Mexicar 
erations  ha- 
cost  one  Americ 
job,  since  this  is  a  b' 
business.  The  union  hi 
that  with  the  ever-groj; 
mass-mailing  pile,  Post  Ck 
jobs   could  eventually 
thi'eatened.  Elisabeth  Md 


THE  BIG  PICTURE 


BASEBALL'S  STRIKEOUT 

Baseball  might  be  the  national  pastime,  but  it's  not  a  \ 
draw  for  television  advertisers.  The  1994-95  strike  mac 
things  worse.  Basketball's  high  energy  has  led  to  stead 
growth.  And  good  old  brutal  football,  with  its  flashy  Suf 
bowl,  still  captures  top  dollar  from  Madison  Avenue. 

NATIONAL  ADVERTISING  ON 
1.5       TELEVISED  SPORTS  PROGRAMS 


FOOTNOTES     Investors  planning  to  monitor  mai-ket  news  while  on  vacation:  90%;  planning  to  call  their  broker:  20"; 
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RATA  QUICK  &  RE 


BREAKTHROUGH  PRODUCTS? 

Actually,  our  greatest  innovation 
is  the  reinvention  of  the  company  itself. 


Over  the  years,  NEC  Technologies  has  been 
responsible  for  some  of  the  most  important 
breakthroughs  in  the  field  of  high  technology. 
And  not  surprisingly,  we  have  garnered  some 
of  the  most  important  awards  in  the  industry 
along  the  way  as  well. 

Yet,  if  we  dare  say  so  ourselves,  our  most 
important  innovation  may  |ust  be  the  rein- 
vention of  the  company  itself. 

Today,  NEC  Technologies  is  truly  a  new 
organization.  An  exciting  one.  A  company  whose 
employees  believe  that  expectations  were  meant 
to  be  exceeded. 

At  the  new  NEC  Technologies,  we're  more 
committed  than  ever  to  developing  the  essential 
technologies  that  will  support  and  inspire  the 


Developed  the Jirst  multiple-frequ 


Introduced  the  first  Jlat  square  technology  CRT. 


red  Reduced  Mognetic  Field  technology. 


Launched  the  1X01280,"  the  first 
full-color  active  matrix  TFT  liquid  crystal  display. 


The  industrv'f  frst  3-year  limited  ..u 


The  first  to  use  pow 


anagewent  softiv 


The  first  Plug  and  Play  compatible  n 


multimedia  society  of  the  21st  century. 

To  that  end,  we've  pioneered  new  products 
like  liquid  crystal  display  monitors,  smart 
monitors,  plasma  displays  and  digital 
technologies  —  products  which  don't  |ust  give 
you  a  window  into  the  future,  but  which  deliver 
an  experience  that  gives  you  a  better  window 
into  your  world.  It  is  also  why  we  offer  our 
Exceptional  Support  Promise,  which  assures 
unparalleled  service  plus  the  peace  of  mind 
to  migrate  to  these  future  technologies. 

To  learn  more,  call  1-800-NEC-INFO  or  visit 
www.nec.com.  You'll  find  that  the  new  NEC 
Technologies  is  a  company  from  which  you  can 
always  expect  more.  And  from  whose  products 
you  can  always  experience  more. 


Ji 


The  Superscript    1260  is  a  cross- 
platform  printer  that  fits  into  all 
major  network  environments. 


How  do  vou  know  if  you're  having  a 
genuine  NEC  Technologies  product? 
The  SFC  Technologies  mark  assures 
you  that  you  are  buying  a  premium 
quality  product  that  is  only 
available  from  NEC  Technologies. 


The  lightweight,  tellable,  t'U5>  to  use 
Multisync  MTllW  LCDprojeaor  is  one  of 
the  kevs  to  giving  a  worry-free  presentation. 


The  Multisync-  tCDAW  "  the 
first  commercially  available  20.1" 
viewable  LCD  monitor. 


.MultiSiTK  Lnterprise  and  .Advanced 

Series  are  the  monitors  for  people 
looking  for  superior,  lifelike  images. 


MultiSync  is  a  registered  trademark  and  Reduced  Magnetic  Field,  LCD1280,  LCD2000,  Superscript,  MTIOOO,  "Expect  more  Experience  more  "  and  tlie  NEC  Technologies  icon  are  trademarks  of  NEC  Tectinologies,  Inc  ©1997  NEC  Tectinologies,  Inc. 


AIDS  IS  A  GLOBAL  EPIDEMIC.  More  than  Ji 
^^^L     men,  women  and  children  are  currently  injected  with 
worldwide.  In  the  U.S.  alone.  O.i"'o  of  1 5-to-45-j< 
have  HIVMIDS.  In  developing  nations,  the  infection  rate  is  ci 
robbing  tens  of  thousands  of  people  oj  their  loved  ones  every yi 


LOOKING  AT 
DATA  is  never 
enough.  You  need  to 
look  beyond,  which  David  Ho 
does  on  an  NEC  Technologies 
MultiSync'  LCD2000'"  20. 1  " 
viewable  LCD  monitor.  After 
discovering  that  the  virus  is  more 
active  than  originally  thought, 
Dr.  Ho  formulated  a  very  aggres- 
sive approach.  He  administers 
a  powerful  mix  of  protease 
inhibitors  ivitb  traditional 
antiviral  drugs  very  early  on. 


How  do  you 


envision  a 
for  those  who 


can't  see  one 
tliemseJv^? 


THI:  AIDS  QUILT  mis  Jcwc/ncJ  10  ruise  invcirt'nes.s  cf  r/in  insidious 
isease,  as  well  as  to  honor  its  viciiiiis.  Each  panel  is  the  result  of  lo\e  and 
aring,  and  many  carry  messages  to  the  ones  thej'ye  lost.  Seeing  the  entire 
hied  in  one  place  is  a  profound!]  mm  mg  experience.  Sadly,  however, 
teing  added  so  quickU  that  n 's  douhtjul  that  it  would Jit  here  today. 


DR.  DAVID  HO 
AND  HIS 
COLLEAGUES 
at  the  Aaron  Diamond  AIDS 
Research  Center  in  New  York 
City  have  been  tirelessly  working 


with  other  researchers  around 
the  world  to  solve  this  medical 
mystery.  Dr.  Ho  will  he  thejtrst 
to  tell yoliubat  his  work  is  very 
much  a  tea^ejjort.  He  n  ill 
also  be  the  fi^mto  remind  you 
that  no  breakttwaugh,  however 
promising,  is  a  replacement  for 
responsible  heha;^^or. 


THERE  IS  HOPE.  Dr.  Ho's  approach  was  actually  able  to  reduce  the  level  of  HIV 
in  patients'  blood  to  the  point  ivhere  it  couldn't  be  measured.  The  expectation  is  that 
ajler  a  jew  years  of  such  treatment,  the  virus  might  be  eliminated  entirely  from  this 
atients.  Naturally,  this  is  not  a  "cure."  and  there  is  still  a  tremendous  amount  of  work 

But  for  once  at  least,  it  appears  that  the  .ilDS  virus  has  blinked. 
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NIKE  HASN'T  LEARNED 
ITS  LESSON 


As  a  long-standing  critic  of  Nike  Inc.'s 
Asian  production  practices,  I  applaud 
Linda  Himelstein's  observation  that  An- 
di'ew  Young  did  a  dissenice  to  Nike  by 
failing  to  address  some  key  issues  ("Nike 
hasn't  scrubbed  its  image  yet,"  News: 
Analysis  &  Commentaiy,  July  7).  Young's 
Good  Works  International  may  have  made 
a  significant  contribution,  however,  by 
providing  a  good  example  of  what  "inde- 
pendent monitoring"  isn't.  In  the  coming 
months.  President  Clinton's  apparel- 
industiy  partnersliip  will  unveil  its  plan 
foi-  monitoring  factories.  As  GoodWorks' 
facile  report  makes  clear,  this  monitoiing 
must  include  sui-vey  work  done  by  in- 
digenous gi'oups  the  workers  tinst,  not 
using  factoiy  walk-thi'oughs  with  a  few 
ritual  visits  to  local  worker-rights  gi'oups. 

Jeffrey  Ballinger 
Alpine,  N.J. 

LEAKS?  NOT  AT 
MONTGOMERY  SECURITIES 

I  have  grave  concerns  about  yom*  re- 
porting on  how  we  use  research  at 
Montgomery  Securities  ("Love  among 
the  heavyweights,"  Finance,  July  14). 
We  do  not  "leak  research  reports  to  fa- 
vored clients,"  a  point  I  emphasized  re- 
peatedly in  an  interview.  Leaking  re- 
search is  an  illegal  and  unetliical  activity. 
Were  we  to  find  an  employee  guilty  of 
such  activity,  that  employee  would  be 
dismissed  and  his  activities  repoiled  to 
the  authorities.  The  authorities  have 
never  chai-ged  us  with  that  type  of  un- 
ethical distribution  of  reseai'ch.  To  allege 
it  is  absurd,  given  how  we  have  been 
able  to  gi'ow  our  brokerage  business. 

We  would  not  be  the  eighth-largest 
brokerage  in  the  U.  S.  (based  on  an  in- 
dependent survey  of  institutional  com- 
missions) if  we  condoned  giving  some 
clients  advantages  over  others,  as  you 
suggest. 

Thomas  W.  Weisel 
Chairman  and  Cliief  Executive  Officer 
Montgomeiy  Securities 
San  Francisco 


CORRECTIONS  &  GURIFICATION^ 

"Love  among  the  heavyweights"  (Finae, 
luly  14)  reported  incorrect  underwriig 
rankings  for  Montgomery  Securities.  Jucjd 
by  the  stocl<  market  performance  of  the  cv 
panies  Montgomery  brought  public,  it  rai 
18th  in  1995  and  1996,  not  25th,  accon 
to  Securities  Data  Co.  (sdc).  This  correi 
ranking  excludes  firms  that  did  only  on 
two  deals.  Furthermore,  Montgomery's  e 
ty  underwriting  ranking  for  the  first  ha 
1997 — based  on  dollar  volume — was  1 
not  13th,  according  to  sdc. 

"The  Biology  of  Business"  (Books,  July 
should  have  said  Sumitomo  was  a  Japat 
company,  not  South  Korean.  j 

in  a  table  accompanying  the  article  on  ■ 
stocks  in  the  midyear  investment  out 
("How  to  play  this  market,"  Cover  S\ 
June  16),  the  price  of  Arbor  Software  s' 
should  have  been  29%,  not  39i<. 


THE  DIGITAL  FRONTIER'S 
OVERLOOKED  PIONEERS 

We  at  SRI  read  with  interest 
article  "The  digital  fi'ontier"  (Cover 
ry,  June  23).  For  more  than  30  y 
SRI  International  has  collaborated 
and  competed  against  many  of  th 
search  labs  that  were  profiled. 

SRI  has  made  significant  contribu 
to  the  origins  of  personal  compi 
and  computer  networking.  In  the 
1960s,  Douglas  Engelbart  and  his 
at  SR!  developed  the  fu-st  founda 
of  personal  computing.  The  first  p 
display  of  this  revolutionary  chi 
came  in  the  fall  of  1968  with  adjus 
cathode-ray  terminal  display  termi 
remote  collaborative  computing  ens 
by  video  window  exchange  and  sh 
electronic  displays;  hypertext  link; 
online  help;  and  even  the  mouse. 

SRI  has  some  of  the  earliest  pat 
on  modem  technology.  We  devel( 
optical-disk  recording  and  playbacl 
3M  in  1963,  built  the  first  secure  t 
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Introducing 

CFO  Vision 

THE  POWER  TO 

FIGURE  IT  OUT. 


EClSIONS  ARE  TOUGHER. 
ME  IS  CRITICAL. 
ESOURCES  ARE  LEANER. 
NDTHE  BUCK  STOPS  WITH  YOU 


HYPE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency 

Pov^erful,  award-v^inning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


m 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copynght  ©  1996  by  SAS  Institute  Inc. 


Re<^ders  Report     ;^    ^  1  } 


shared  operating  system,  and  created 
one  of  the  first  mobile  robots  capable 
of  observing  and  reasoning  about  its 
environment. 

William  P.  Sommers 
Chief  Executive  Officer 
SRI  International 
Menlo  Park,  Calif. 

"The  digital  frontier"  neglected  the 
U.  S.  Energy  Dept.'s  national  labs, 
vi^hich,  together  with  the  Energy  Dept., 
have  an  annual  research  and  develop- 
ment budget  of  more  than  $16  billion. 
The  U.  S.  government  supports  more 
than  735  laboratories  thi'ough  various 
departments  and  agencies.  The  total 
federal  budget  for  laboratory  R&D  is 
about  $60  billion  annually.  NASA  alone 
has  12  large  laboratories  for  r&d,  much 
of  it  related  to  digital  work. 

Finally,  most  of  the  university  re- 
searchers in  the  digital  field  are  either 
connected  to  these  laboratories  or  have 
close  colleagues  who  work  in  them.  In 
fact,  due  to  the  premier  facilities  and 
equipment  at  most  of  these  labs,  much 
of  the  university  researchers'  actual 
experimentation  is  done  at  the  national 
labs,  and  it  involves  graduate  students 
as  well. 

Woodrow  W.  Clark  Jr.,  Manager, 
Strategic  Planning,  Energy 
Lawrence  Livermore 
National  Laboratoiy 
Livermore,  Calif. 


TELECOM  WARS: 

A  FEW  CLARIFICATIONS  

Amy  Barrett's  Commentary  ("Regu- 
lators should  discipline  telecom  brats," 
News:  Analysis  &  Commentary,  June 
30)  was  off  the  mark.  She  lumps  seven 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 


www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL.  call  (800)  641-4848 
and  mention  Business  Week. 

MaVen 

Shopping  for  computer  equipment?'  Visit  Maven.  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


completely  different  companies  togeth- 
er and  then  tars  us  all  with  the  same 
brush. 

Ameritech  Corp.  launched  the  objec- 
tive of  a  fully  competitive  telecom  mar- 
ketplace in  1993,  with  our  Customers 
First  filing  to  the  Federal  Communica- 
tions Commission.  But  Barrett  leads 
readers  to  believe  otherwise.  She  then 
closes  her  case  by  asking  regulators  to 
deal  forcefully  with  those  who  block 
competition.  In  fact,  it  is  regulators 
who  have  the  powei'  to  deliver  the  kind 
of  competition  the  telecom  act  intended. 
All  they  have  to  do  is  pull  the  trig- 
ger— and  those  of  us  straining  behind 
the  starting  gate  will  be  off  like  a  shot. 

Kelly  Welsh 
Executive  Vice-President 
and  General  Counsel 
Ameritech  Corp. 

Chicago 

Since  I  am  acutely  aware  of  the  in- 
tricacies of  wireless-communications 
competition  in  New  York  City,  I  am 
compelled  to  take  issue  with  some 
statements  made  in  your  column  on 
the  New  York  wireless  marketplace 
("Cell  phones:  More,  better,  cheaper," 
Personal  Business,  May  26). 

For  example,  wireless  calls  made  on 
cellular  networks  are  not  "frequently 
dropped,"  as  the  article  indicated.  In 
fact,  calls  on  Bell  Atlantic  Nynex  Mo- 
bile Inc.'s  advanced  network  are 
dropped  less  than  2%  of  the  time,  sig- 
nificantly lower  than  the  "new"  com- 
peting wireless  personal  communica- 
tions system  (pes)  providers. 

And  numerous  wireless  data  applica- 
tions with  analog  technology  have  been 
available  for  years,  including  wireless 
fax.  E-mail,  Internet  access,  remote  dis- 
patch, and  viitually  instantaneous  credit- 
card  verifications,  to  name  a  few. 

You  should  also  know  that  Bell 
Atlantic  Nynex  Mobile  has  all  but  elim- 
inated security  weaknesses  through  the 
use  of  advanced  enciyption  technology. 

W.  Richard  Conrad 
President 
New  York/New  Jersey 
Metropolitan  Region 
Bell  Atlantic  Nynex  Mobile  Inc. 

Orangeburg,  N.  Y. 

In  your  recent  spate  of  commen- 
taries on  the  failure  of  federal  telecom- 
munications legislation,  your  readers 
received  only  the  views  of  spin  doc- 
tors bent  on  thwarting  competition  in 
long  distance. 

The  assertion  that  the  regional  Bells 
are  forestalling  local  phone  competition 
is  blatantly  false.  Tliis  is  the  big  lie  per- 


petuated by  the  long-distance  jn 
Also,  your  assertion  that  technokic 
innovation  is  stalled  is  ridiculous,  js 
ness  customers  have  wide  choice  f 
telecommunications  service.  Coma 
tion  for  data  service  is  robust  bet'', 
cable  and  local  phone  companies,  i 
Atlantic  is  constantly  rolling  out  c 
seiviees  and  competitive  price  pack  f 
The  thi'eat  of  local  rates  hikes,  r  ■ 
in  BUSINESS  WEEK,  is  just  as  ludic . 
Bell  Atlantic  hasn't  raised  basic 
dential  rates  a  cent  since  the  [las 
of  the  Telecommunications  Refornn 
of  1996.  And  we  won't,  because  t 
rates  are  capped  almost  e very w  Ik 
James  G.  <  'i 
Vice-Chait 
Bell  Atlantic  ( 
Arlington, 

WHAT  THE  AVIAN  WORLD 

CAN  DO  FOR  BUSINESS  

Your  article  on  the  business  of  1 
ing  was  great  ("Ti-acking  Anicr 
winged  beauties,"  Personal  Busiir 
June  30).  However,  you  neglected 
supply  side.  That  is,  where  do  the  1 
come  from? 

The  natural  habitats  that  prodfle 
birds  are  under  constant  threat,  it, 
contrary  to  the  beliefs  of  many  b5i- 
ness  people,  a  healthy  environment'C- 
ally  is  good  for  business.  Birds  are-a.-- 
your  article  points  out — good  businjs. 
And  not  just  for  the  mechanical  toollo! 
the  trade,  either.  Birders  travel  abt 
and  spend  money  for  food  and  lodgg. 
Birdseed,  feeders,  books,  magaziis. 
compute!'  software,  and  communicati' 
equipment  are  in  the  budgets  of  m 
birders. 

Donald  A.  Win( 
Noi"wich,  N 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


1            HARDCOVER  BUSINESS  BOOKS  | 

1                    PAPERBACK  BUSINESS  BOOKS 

"HE  DILBERT  FUTURE  by  Scott  Adams  (HarperBusiness  • 
^25)  Prognostication  from  tlie  prolific  cartoonist. 

^HE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
ind  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  Tfie 
lenny-pinctiers  stiall  intierit  the  earth. 

5UCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
Broadway  •  $25)  Coach  says  work  harder,  harder! 

STOCK  MARKET  MIRACLES  by  Wade  B.  Cook  (Lighthouse 
Publishing  •  $24.95)  Investing  fundamentals,  from 
oortfolio-building  to  stock  selling. 

DIG  YOUR  WELL  BEFORE  YOU'RE  THIRSTY  by  Harvey 
Wlackay  (Currency  •  $24.95)  How  to  build  and  mamtain  a 
personal  network,  by  a  syndicated  columnist. 

WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  Formulas  to  help  you 
strike  it  rich. 

FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95)  Get- 
ting out  of  debt-fur  good. 

WARREN  BUFFETT  SPEAKS  by  Janet  Lowe  (Wiley  •  $16.95) 
Quotes,  droll  and  otherwise,  from  Omaha's  wealthiest  citizen. 

SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
A  collection  of  bite-size  lessons  on  marketing. 

PERSONAL  HISTORY  by  Katharine  Graham  (Knopf  •  $29.95) 
The  grande  dame  of  the  Washington  Post  on  journalism, 
business,  and  her  life. 

THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  handling 
money,  fay  a  Self  magazine  writer. 

AGAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $27.95) 
Risk  management  In  the  making  of  the  modern  world. 

THE  PRINCESSA  by  Harriet  Rubin  (Currency  •  $22)  New 
rules  for  successful  women,  demonstrated  by  heroines  past 
and  present. 

DOGBERT'S  TOP  SECRET  MANAGEMENT  HANDBOOK  by 

Scott  Adams  (HarperBusiness  •  $16)  Straight  from  the 
puppy's  mouth. 

INTELLECTUAL  CAPITAL  by  Thomas  A.  Stewart  (Currency  • 
$27)  Managing  and  profiting  from  the  talents  of  the 
knowledge  worker 


1  THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusiness  • 
$1 1.95)  The  revenge  of  the  cubicle  dwellers. 

2  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

3  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  investment  duo  puts  it 
on  paper. 

4  THE  1997  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

5  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

6  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

7  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial 
independence,  restructure  your  life. 

8  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

9  THE  FIFTH  DISCIPLINE  by  Peter  Senge  (Currency  •  $18.50) 
Creating  the  "learning  organization. " 

10  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

11  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $11.95)  What  is  an  oligopsony  anyway? 

12  FIRST  THINGS  FIRST  by  Stephen  R.  Covey,  A.  Roger 
Merrill,  and  Rebecca  R.  Merrill  (Fireside  •  $14)  Managing 
your  time  by  balancing  your  life. 

13  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $16.95)  Lighthearted  primer. 

14  THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies'  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
four-bean  salad,  five-hour  stew — and  23%  returns. 

15  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books  • 
$19.95)  From  stocks  to  small  business-with  cartoons,  too. 


51NESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
inagement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
ited.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  June. 

Reviews  and  more  are  available  on  www.businessweek.com.  Click  on  BW  Plus 


IF7SVXS?3aI  '^'^^'^^      COLLEGE  BASKETBALL  COACH,  AND 

IKuSAMLUdi  you've  just  led  your  team  to  the  finals 
;e  in  a  row.  Then  you  quit  and  accept  a  $70  million 
itract  to  revive  the  most  storied  team  In  pro  hoops.  Not  a 
I  time  for  a  book  advising  people  how  to  succeed,  eh? 
■"hat's  exactly  what  new  Boston  Celtics  honcho  Rick  Pitino 
.  done  with  Success  Is  a  Choice,  the  No.  3  hardback  on 
5  month's  best-seller  list.  He  offers  fairly  standard  motiva- 
lal  fare:  Believe  in  yourself,  set  realistic  goals,  work  hard, 
'ays  be  positive,  and  never  be  totally  satisfied.  "You  must 
Tiinate  the  word  quit  from  your  vocabulary,"  Pitino  urges. 
Highlights  include  Pitino's  description  of  specific  steps  he  has 
en  over  the  past  two  decades  to  turn  around  four  moribund 


or  troubled  college-  and  pro-basketball  programs.  Remember  Bil- 
ly Donovan?  Pitino  tells  how  he  helped  turn  the  pudgy  kid  into 
a  national  star  for  Providence  College  in  the  late  '80s. 

The  book  stumbles,  though,  in  asserting  that  people  have 
complete  command  of  their  destinies.  "We  control  our  life,"  he 
writes.  "We  alone  have  the  power."  Even  Pitino — maybe  un- 
wittingly— realizes  that's  a  bit  much.  Fifty  pages  later,  he  says: 
"There  are  so  many  things  we  can't  control,"  such  as  injuries, 
the  weather,  and  the  world  economy.  What  we  do  control,  he 
then  says,  are  our  moods.  He  may  find  his  own  spirits  flagging 
this  year  as  he  tries  to  help  the  woeful  Celtics  recapture  their 
lost  glory.  Then  again,  it's  hard  to  bet  against  him. 

BY  DAVID  LEONHARDT 
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LEX  YiOUR 

HEART  Take  the 

WHEEL. 


Your  heart  is  telling  you  something. 


To  unleash  your  spirit. 


To  get  behind  the  wheel  of  an 
Eldorado  Touring  Coupe  with  the 
Northstar  System. 


"e^4h£  SOP^horsepower  V8 

weld"^our  back 
to  the  lea!her  of  the  seat. 


To  take  control  of  the  only 
uxury  coupe  with  the  astonishing 
handling  advantages  of  StabiliTrak. 


Your  heart  is  telling  you  something. 


Are  you  listening? 
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Who  Has  How  Much  and  Why 

By  Andrew  Hacker 
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THEM  THAT'S 
SHALL  GET 


GOT 


Americans  have  an  ambivalent  at- 
titude toward  money.  Many  peo- 
ple never  talk  about  how  much 
they  earn,  even  with  friends  or  col- 
leagues at  work.  Yet  we're  fascinated  by 
how  much  everyone  else  makes  and 
spend  plenty  of  time  following  the  con- 
spicuous spending  of  the  Donald  TiTimps 
of  the  woi'ld. 

Andrew  Hackei'  feeds  Ameiicans'  fas- 
cination with  the  power  of  the  purse  in 
Movetj:  Who  Han  How  Much  and  Why. 
Hacker,  a  political  science  professor  at 
Queens  College  in  New  York  City, 
draws  broad  conclusions  that  are  well- 
known:  Wealth  and  income  in  the  U.  S. 
ai'e  distributed  unequally  and  sometimes 
almost  arbitrarily,  trends  that  have  be- 
come more  extreme  in  recent  decades. 


As  a  snapshot  of  American  society. 
Money  does  not  treat  questions  of  eco- 
nomic mobility.  Still,  Hackei"  has  done  an 
excellent  job  of  gathering  a  wealth  of 
facts  and  stats  and  bringing  the  num- 
bers to  life. 

Not  surprisingly.  Hacker  looks  most 
at  the  wallets  of  those  at  the  top.  He 
defines  the  rich  as  those  puUing  down 
$1  million  or  more  a  year,  a  gi"oup  made 
up  of  68,0()4  households  in  1994,  the  last 
year  for  which  he  had  data  available. 
That  works  out  to  one-twentieth  of  1% 
of  all  Americans  who  filed  a  federal  in- 
come-tax form  that  year. 

So  do  the  rich  pay  their  taxes?  Sui-e 
do,  Hacker  finds,  contrary  to  the  im- 
pression left  by  public  figures  who've 
paid  no  taxes  in  some  years.  They 


forked  over  32%  of  their  declarei.in. 
come  to  the  feds,  a  larger  percengp 
than  the  less  fortunate  (assuming  if 
the  wealthy  actually  declared  all  f 
income).  On  the  other  hand,  that's  , 
below  what  the  $1  million  club  paioe 
fore  President  Reagan  ushered  iia' 
era  of  tax-cutting.  In  1979,  the  gku: 
coughed  up  47%  to  the  Internal  ^• 
enue  Service.  Another  nonsmprise: 
rich  don't  work  for  theii'  money.  ' 
get  just  a  third  of  their  incunn' 
employment,  with  the  rest  coming 
earnings  off  the  assets  they  hold, 
as  interest,  dividends,  and  rent. 

What  is  surprising  is  who  the 
are.  Sure,  they  include  all  the  t 
you'd  expect:  a  few  hundred  mox  ie 
rock  stars  and  sports  figures,  per 
1,500  Wall  Street  bankers,  a  sijrinl' 
of  lawyers  and  doctors  and,  of  coi 
top  execs.  But  even  the  last  gi-oup  i 
bers  only  2,500  or  so.  Hacker  says, 
othei'  60.000-odd  millionaires  are  an 
mous,  mostly  owners  of  small  busii 
es  and  heirs  to  fortunes.  A  big  cl 
are  retirees:  About  10,000  cashed 
cial  Secuiity  checks,  which  anyone,  i 
billionaii'es,  can  do  once  they  hit  a^ 
(when  all  income  limits  disappear). 

Hacker's  sleuthing  has  unean 
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\  of  other  tantalizing  tidbits  about 
ifcstyles  of  the  rich,  if  not  always 
They  seem  to  value  family,  since 
ill'  millionaire  households  include 
inl  couples,  vs.  55%  for  the  country 

w  liole.  But  cast-off  spouses  don't 
liy  get  the  royal  treatment.  The 

lich  households  that 
;!limonv  dished  out  an 
me  of  .$61,000  a  year— 
iluiu  3%  of  their  aver- 
iiinual  income.  Nor  are 
rich  more  generous 

It  comes  to  giving  to 
:ither  than  family, 
liable  donations  aver- 

$i;i,000  a  year  as  well, 
in  percentage  terms 
1  many  Americans  of 
1  means,"  Hacker  says, 
illionaires  also  are  hap- 
1  accept  subsidies  from 
V  taxpayers.  Sixty  percent  take 
nage  deductions.  These  average 
1(1(1  a  year,  "which  means  that  other 
i.\'<'rs  are  imdei-wiiting  a  lot  of  tree- 
1  driveways  and  tennis  courts," 
.'-r  says.  A  few  even  take  child- 
credits  and  deduct  moving  expens- 
nm  taxes. 

'  wiiat  about  the  rest  of  us?  Physi- 


ANDKEW 
HACKER. 


MONEY 


WHO  HAS  HOW  MUCH  AND  Win' 


cians  have  held  the  best-paying  jobs  for 
most  of  this  century,  Hacker  notes. 
Three-quai'ters  of  private  practitioners 
net  more  than  $100,000  a  year,  and  a 
third  of  all  doctors  make  at  least  double 
that.  Lawyers  are  a  more  diverse  lot, 
with  a  third  making  above  $100,000  but 
22%  earning  $40,000  or  less. 
College  professors  ai'e  even 
more  unecjual.  They  make 
just  .$44,000  on  average. 
But  tenure  has  divided 
their  ranks.  "Because  of 
their  top-heavy  pay,  senior 
professors  consume  so 
much  of  the  college  bud- 
get— in  some  schools,  thi'ee- 
quarters  of  instructional 
costs — that  little  remains  to 
hire  junior  people,"  Hack- 
er writes.  And  even  full 
professors  are  spHt.  Just 
3%.  earn  more  than  $100,000  a  year, 
while  five  universities  average  that 
much  for  their  senior  professors:  Har- 
vard, Stanford,  the  California  Institute 
of  Technology,  Princeton,  and  Yale. 

Hacker  shows  how  this  trend  toward 
heightened  inequality  has  spread 
throughout  the  economy.  Perhaps  the 
most  glaring  example  involves  race.  The 


ranks  of  black  families  earning  more 
than  $50,000  a  year  have  jumped  dra- 
matically in  the  past  two  decades,  from 
14%  to  21%.  But  this  happened  because 
blacks  in  the  middle  moved  up,  not  be- 
cause the  bottom  changed.  In  fact,  30% 
of  black  famihes  earn  $15,000  or  less 
today,  scarcely  different  from  the  32%- 
stuck  at  that  level  in  1975,  after  inflation 
adjustments.  And  blacks  ai-e  still  often 
shut  out  of  higher-wage  occupations. 
For  example,  they  comprise  about  11% 
of  all  workers  but  less  than  5%  of  den- 
tists, architects,  engineers,  and  law^/ers. 

As  a  result,  black  families  on  the 
whole  have  lost  ground,  despite  affir- 
mative action.  Today,  black  families 
make  $577  for  every  '$1,000  that  white 
families  earn,  vs.  .$605  two  decades  ago. 
Only  half  of  the  gap  can  be  attiibuted  to 
differences  in  education,  marriage  rates, 
and  other  demogi'aphic  factoi-s.  The  rest 
presumably  lies  with  prejudice  and  dis- 
ciimination.  "Something  like  this  should 
not  happen,"  Hacker  asserts. 

Hacker  laments  today's  heightened 
inequities.  But  he  doesn't  think  they're 
likely  to  reverse  any  time  soon. 

BY  AARON  BERNSTEIN 

Workplace  Editof  Bernstein  tracks 
inequality  issues  for  business  week. 
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A  CLASS  ACT 
ON  THE  NET 

A  Georgia  teacher  tells  how  she  got  her 
students  on  the  Web-and  wild  about  science 

For  the  past  seven  years,  Rhonda  Too)t  has  been  an  ele- 
mentary-school teacher  in  Lamar  County,  Ga.  In  response  to 
the  Jane  9  column  "Readin',  Writm\  and  the  Internet,"  she 
wrote  this  account  of  her  struggle  to  get  her  students  onto  the 
Internet.  For  more  from  the  front  lines  of  education,  check 
out  ivww.businessweek.com/tocs/teched.htiii. 

At  my  niral  Georgia  school,  over 
60%  of  the  students  receive  fi-ee 
or  reduced-price  lunch,  and 
many  of  them  know  little  of  the  world 
beyond  our  county.  Textiles  still  play  a 
pail  in  the  local  economy,  but  mill  clos- 
ings have  devastated  many  families. 

My  task  as  a  teachei'  is  enoiTnous. 
How  do  I  expose  these  children  to  the 
wonders  and  opportunities  available  to 
them?  How  do  I  keep  bright,  talented 
children  focused  on  education? 

One  way  has  been  to  use  teclinology. 
For  six  years,  I  have  had  the  Inteniet 
in  my  classroom.  I  have  never  received 
any  formal  computer  training.  I  did 
what  many  people  do:  I  purchased  a 
home  computer  and  began  to  see  the 
classroom  applications  it  could  have.  But 
to  get  the  Internet  to  my  classroom,  I 
had  to  write  gi'ant  proposals,  beg,  and 
boiTow.  My  fii'st  gTant  was  .$.500  from 
BellSouth.  I  thought  it  could  wire  my 
room,  buy  the  modem,  and  pay  foi-  tele- 
phone and  Internet  sei-vice.  I  will  never 
forget  pleading  with  the  customer-ser- 
vice representative  who  said  I  would 
have  to  pay  the  more  exj^ensive  business  rate.  I  offered — seii- 
ously — to  sleep  in  my  classroom  sevei'al  nights  per  week. 

I  scaled  dowTi  my  j^lans,  the  school  put  up  some  money,  and 
I  went  ahead  with  my  first  project:  Fourth-gTaders  solicited 
questions  from  students  and  submitted  them  to  reseai'chei's  at 
Georgia  Tech.  My  students  I'etrieved  the  answers  and  aired 
them  over  the  school's  closed-circuit  TV  system. 
DAILY  DRILL.  A  BellSouth  gi-ant  kept  this  exchange  going  for 
three  years.  Then  my  modem  was  stolen.  I  won  a  state 
award  for  the  Georgia  Tech  program,  and  the  prize  money 
kept  me  funded  a  little  longer.  A  gi'ant  from  Vice-President 
Al  Gore's  Global  Learning  Obsei^vations  to  Benefit  the  Envi- 
ronment (globp:)  paid  for  a  new,  faster  modem  and  Internet 
service.  Now  I  could  reach  the  World  Wide  Web,  and  a  door 
of  opportunity  opened. 

My  students  began  to  use  the  Internet  lilve  an  encyclopedia. 
I  knew  the  Net  had  become  part  of  the  daily  routine  when 


bad  weather  threatened  a  field  trip  and  a  student  suei;: 
we  check  the  National  Weather  Semce  on  the  InteriK  t  \ 
planetarium,  Megan,  one  of  my  girls,  interinpted  the  i 
downloading  images  to  ask:  "Is  that  ProComm  Plus  vi  ;! 
using?"  When  the  surprised  speaker  answered  "yes,'  fti^ 
said,  "I  use  that  at  school."  He  invited  her  to  demmist; 
and  Megan  easily  dowiiloaded  an  image  fi'om  a  rem  it 
servatory.  I  was  so  proud. 

The  program  that  has  brought  the  most  change  ii; 
classroom  is  Passport  to  Knowledge  (ptk),  sponsoi-e 
NA.SA  and  the  National  Science  Foundation.  Kids  get  id 
working  researchers.  They  read  their  journals  online, 
then'  ciuestions  answered,  and  watch  researchers  on  clusc 
cuit  TV  ft-om  such  place.s  as  Antarctica,  aboard  aircraft  i 
in  the  stratosphere,  or  at  the  Jet  Propulsion  Laboratdi- 
PTK  includes  hands-on  student  activities.  My  students 
constructed  aircraft  to  hold  eggs  and  dropped  them 
cheriy-pickers  to  simulate  the  work  of  NASA  engineers. 
have  submersed  their  hands  in  icy  water  to  study  thi^  ei 
of  the  cold  at  the  South  Pole.  The  ptk  crew  has  helpt-(i  n 
become  a  better  teacher.  But  nios 
portant,  they  have  helped  nie 
mi'al  kids  in  Georgia  that  the\'  >.-m 
come  scientists. 

It  has  caused  me  much  pain  |f 
such  access  is  not  available  to  all 
students  at  my  school.  Last  year,  ] 
cided  I  had  to  do  something.  I  Wi 
letters,  made  calls,  and  attended  J 
Day  meetings.  With  the  sponsor 
of  BellSouth,  all  the  teachers  wall  ; 
have  Internet  access  in  their  cl 
rooms,  and  every  child  wll  be  abl 
go  on  electronic  field  trips  to  Mai- 
Antarctica.  It  concerns  me  that  tl 
are  many  school  systems  like  my 
where  this  is  not  available. 

This  past  year,  as  my  concern 
the  need  for  technology  Integra 
has  gTown,  I  have  gone  a  step  fiul 
leaving  the  classroom  to  become 
gional  coordinator  of  the  Gordon  ( ; 


kids  get  to  knov 
working  researchers-and  take 
virtual  field  trips  to  Antarctica 

AUTHOR  TOON:  NOW  SHE'S  TRAINING  OTHER  TEACHERS 

gia  Youth  Science  &  Technology  Center.  I  will  train  teach 
to  use  technology  in  their  lessons. 

This  country  has  plenty  of  wiUing  and  able  teachers 
they  need  resources.  I  know  what  it  is  like  to  have  k 
come  into  my  room  and  not  be  able  to  name  a  single  scient 
And  I  have  cried  when  I  have  had  students — after  part 
pation  in  the  ptk  projects — list  not  only  the  names  of  the 
entists  they  met  through  this  program  but  their  classmates 
well.  They  now  see  themselves  and  each  other  as  scientif 

America  needs  a  scientifically  literate  populace.  The  use 
technology  can  help  us  achieve  this  goal. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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"The  CIO  said,  'let  me  see  if  I've  got  tiiis  straight.  You're  saying  you  can  implement  a  worldwide 
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BY  PAUL  CRAIG  ROBERTS 


WELFARE  DOESNT  HAVE  TO  BE 
HABIT-FORMING-JUST  LOOK  AT  CHILE 


INCENTIVES: 

The  Chilean 
system  offers 
training  and 
tiny  income 
subsidies. 
People  are 
expected  to 
work  and 
look  after 
themselves 


Paul  Craig  Roberts  is  John  M,  Olin 
Fellow  at  the  Institute  for  Political 
Economy  in  Washington,  D.C.,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif, 


Welfare  systems  have  failed  every- 
where— except  in  Chile,  a  Second 
World  country  that  has  only  recent- 
ly emerged  from  Third  World  status.  Why 
can  Chile  make  welfare  work,  but  not  the 
U.  S.,  France,  or  Germany? 

The  answer  is  that  in  Chile,  welfare  is  nei- 
ther an  entitlement  nor  an  open-ended  ex- 
penditiu'e,  and  the  system  is  carefully  crafted 
so  that  it  does  not  result  in  dependency.  Wel- 
fai'e  goes  to  those  who  help  themselves,  and  it 
cannot  become  a  lifelong  cnitch. 

Consider  the  housing  subsidy.  There  are  a 
reasonable  but  limited  number  of  these  each 
year.  The  subsidy  takes  the  form  of  a  grant 
toward  the  purchase  of  a  house.  The  gi-ants 
are  open  to  competition.  To  enter  the  compe- 
tition, a  person  must  have  accumulated  pri- 
vate savings.  There  is  a  point  system,  and 
those  who  accumulate  the  most  points  have 
the  best  chance  of  receiving  the  subsidy. 

Ernesto,  a  cab  driver,  described  to  me  how 
he  had  become  a  homeowner.  In  1990,  he 
opened  a  special  savings  account  in  a  private 
bank  for  the  purchase  of  a  house.  Foi'  the 
next  five  years,  while  driving  a  cab,  he  man- 
aged to  save  slightly  more  than  the  agreed 
monthly  amount,  thereby  demonstrating  de- 
termination, discipline,  and  commitment.  By 
1995,  his  savings  gave  him  a  good  standing  in 
the  point  system,  and  he  succeeded  in  his 
application  for  the  subsidy. 

The  combination  of  his  savings  and  the 
subsidy  allowed  him  to  obtain  a  mortgage 
for  which  he  could  afford  the  monthly  pay- 
ments. Because  the  housing  subsidy  rests  on 
personal  sacrifice  and  private  ownership,  low- 
income  housing  in  Chile  is  not  in  the  run- 
down condition  of  public  housing  in  the  U.S. 
LUNCH  SUBSIDIES.  Chilean  unemployment  pol- 
icy also  places  primary  responsibility  on  the 
individual.  There  are  no  unemployment  pay- 
ments as  such.  Instead,  there  are  training 
programs  financed  by  the  Labor  Ministry  and 
tax  incentives  for  private  companies.  The  ben- 
eficiary receives  a  three-month  course  dur- 
ing which  he  or  she  receives  a  subsidy  to 
cover  lunch  (the  main  meal  of  the  day)  and 
transportation.  Women  who  can  read  and 
write  and  are  heads  of  households  are  pro- 
vided with  child  care  and  with  a  monetary 
payment  while  undergoing  on-the-job  training. 
The  training  programs  are  designed  to  help 
dislocated  workers  and  those  people  seeking 
jobs  for  the  fii'st  time. 


At  the  municipal  level,  there  is  a  si- 
available  for  low-income,  unemployed' 
dents.  According  to  a  Plamiing  &  Conpf 
Ministry  official,  the  amounts  are  i\  >  ■  t  >  t 
low  so  as  not  to  foster  dependency.  'ITm' 
ber  of  recipients  of  the  subsidy  is  declini 
short,  Chileans  are  expected  to  Wdii 
look  after  themselves  and  their  familii-^ 

A  compassionate  North  American  i' 
dismiss  Chile's  welfare  system  as  tlic  [i^ 
of  a  Latin  American  country  and  fail  i 
preciate  its  advantages  in  pi'eventini',  tli 
mation  of  welfare  dependencies.  The  ( '1 
system  is  the  craft  of  the  military  gn 
ment,  which  had  no  need  to  buy  vutes 
handouts.  With  its  flock  of  Univci-si 
Chicago-trained  economists — the  "<"li 
Boys" — Chile's  military  government  wy  . 
best-advised  government  in  the  world  Ti 
economists  imderstood  the  blind  alleys  of^ 
passion  and  the  benefit  of  incenti\cs 
prod  i^eople  to  success. 
FRUSTRATED.  After  putting  in  place  a  ci 
tutional  oi'der  and  a  privatized  economic 
tem,  the  military  government  stepped  ( 
Since  1990,  the  country  has  been  vGi 
democratic  mle,  and  its  pohticians  are  fi;lii 
that  the  way  Chile  is  constructed,  they  a^ 
little  to  sell  to  the  electorate  for  votes.  > 
trated,  the  politicians  are  expanding  wt 
progi'ams,  and  there  is  legislation  beforc  u 
gress  that  proposes  to  establish  unemo; 
ment  insurance. 

Chile's  unprecedented  prosperity  and°r 
ployment  make  these  programs  unnece.^ 
and  the  introduction  of  social  welfare 
gi-ams  that  have  failed  even  in  the  most'C 
nomically  advanced  countries  will  hamt! 
long-term  prospects  of  Chile  and  its  citi 
However,  the  pi'ograms  do  sei-ve  the  inte 
of  politicians,  who  feign  compassion  ^ 
they  cai-ve  out  welfare  dependencies  to  ei 
their  political  futures. 

In  the  1970s,  New  York  City  arguei 
federal  subsidies  for  its  welfare  systei 
the  grounds  that  the  city  attracted  a  di: 
portionate  shai'e  of  poor  people.  The  cit. 
not  understand  that  its  system  of  we 
benefits,  generous  relative  to  other  pi 
both  attracted  and  created  poor  people.  < 
passion  and  politics  made  the  city  blii 
economic  incentives.  With  any  luck,  Chil 
will  perceive  the  self-interested  natm'e  <> 
politicians'  offerings  and  continue  on  i 
course  of  success. 


Diversify  Your  Portfolio  For 
bday's  Markets  With  Prudential's 
Highly  Rated  Mutual  Funds 
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one  of  the  world's 

1,  St  and  largest  financial 

[  \  ices  companies,  it's  no 

I  prise  that  Prudential 
)iia,'4es  so  many  funds 
ill  have  garnered  high 
ir  ratings.  It  comes 
im  our  unwavering 
mniitment  to  judicious 
set  allocation,  broad 
.ersification  and  simple 
tience. 

iday,  a  Prudential 
vestment  professional 

II  offer  you  detailed  and 
■rsonalized  guidance  in 
loosing  the  mutual  funds 
at  are  most  appropriate 

i-  you.  Why  not 
ill  and  make  an 
)))()intment 
dav? 


U.S. 

Stock 

Funds 


U.S. 

Bond 

Funds 


Overall  Morningstar 
Rating  as  of  5/31/97 


^^^^ 

Among  1,980 
Domestic  Equity  Funds 

Among  1,980 
Domestic  Equity  Funds 

Among  1,229 
Taxable  Bond  Funds 

Among  1,299 
Municipal  Bond  Funds 


Global  ^^^^ 

Stock  ,  „. 

_       .  Among  508 

runCIS  International  Equity  Funds 


Global 

Bond 

Funds 


Among  1,229 
Taxable  Bond  Funds 


Mutual  Fund  Investment  Objective 


Prudential  Equity  Fund  (Class  A) 

Long-term  growth  of  capital 


Prudential  Equity  Income  Fund  (Class  A) 

Current  income  and  capital 
appreciation 

Prudential  High  Yield  Fund  (Class  A) 

Maximize  current  income 


Prudential  Municipal  Bond  Fund/ 
High  Yield  Series  (Class  A) 

Maximize  income  free  from 
Federal  income  taxes' 

Prudential  World  Fund/Global  Series 
(Class  A)  Long-term  growth  of  capital 
and  income  as  a  secondary  objective 

The  Global  Total  Return  Fund  (Class  A) 

Seeks  total  return 


Fast  Fund  Facts 


Relying  on  Prudential's  value  investing 
expertise,  Fund  seeks  to  provide  long- 
term  growth  of  capital  by  investing 
primarily  in  stocks  of  major,  established 
companies. 

Fund  takes  a  value  investment  approach, 
seeking  companies  that  have  the  potential 
to  produce  above-average  earnings  and 
dividend  grov4h  over  the  long  term. 

Takes  a  diversified  approach  to  seeking 
high  current  income  and  solid  credit 
quality  from  non-investment  grade 
corporate  bonds. 

Uses  extensive  credit  analysis  to  select  a 
diversified  portfolio  of  investment  grade 
and  non-investment  grade  municipal 
bonds. 

Uses  a  broadly  diversified  strategy  for 
uncovering  grovWh  from  stocks  around  the 
world,  including  the  U.S. 

Invests  strategically  in  investment  grade 
bonds  from  governments,  government 
agencies  and  corporations  in  countries 
around  the  woHd,  including  the  U.S. 


For  more  complete  information,  including  soles  charges,  management  fees,  expenses  and  information  on 
other  classes  of  shares,  obtain  a  prospectus  by  calling  the  number  below.  Please  read  it  carefully  before  you 
invest  or  send  money  Each  of  the  above  funds  offers  different  classes  of  shares  with  a  common  portfolio, 
olthough  their  fees,  expenses,  sales  charges  and  inception  dates  will  vary.  These  differences  will  affect 
performance  and  Morningstar  ratings.  Funds  are  offered  through  Prudential  Securities  Incorporated  and  Pruco 
Securities  Corporation.  Past  performonce  is  no  guarantee  of  future  results. 


1-800-THE 

extension  7049 


-ROCK  Prudential 


lare  prices  and  returns  will  vary,  end  you  may  hove  o  gain  or  loss  when  you  sell  shares.  Not  all  funds  in  the  Prudential  Family  of  Funds  were  rated 
;  high  OS  those  appearing  in  this  advertisement.  Ratings  are  only  for  shai'e  classes  shown  above.  Ratings  for  other  shai-e  classes  of  these  funds  may 
jr/.  Foreign  investments  are  subject  to  special  risks  including  currency  fluctuations  and  the  impact  of  social,  political  and  economic  change.  High 
eld  bonds,  commonly  known  as  "junk  bonds,"  are  subject  to  additional  risks.  These  special  risks  moy  result  m  greater  share  price  volatility.  'Certain 
lareholders  may  be  subject  to  the  Federal  Alternative  Minimum  Tax  (AMT).  Income  may  be  subject  to  state  and  local  taxes.  Capital  gains,  if  any, 
re  lully  taxable.  Without  waiver  of  management  fees  ond/or  expense  subsidization,  the  Municipal  Bond  Fund's  return  would  have  been  lower 

I  Morningstar  periods  ended  5/31/97,  and  ratings  are  sub|ecf  to  change  every  month.  Morningstar  ptopiietaty  ratings  reflect  iisk-adjusted  perfoimance,  are  historical  and  do  not  represent  future  performance. 
oin;ngslar  ratings  are  calculated  from  the  funds'  3-,  5-,  and  lO-yeor  returns  («iith  fee  adjustments)  in  excess  of  90-day  Treasury  bill  returns,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns. 
'  /"ai  rating  is  colculated  using  the  some  methodology,  but  is  not  o  component  of  the  overall  roting.  10%  of  the  funds  in  o  category  receive  5  stars,  the  next  22,5%  receive  4  stars,  ond  the  next  35%  receive  3 
:udential  Eguity  fund  (Class  A)  received  4  stars  (among  1,120  funds)  for  the  5-yeoi  period,  4  stars  (among  1,980  funds)  foi  the  3-year  period,  and  3  stars  (among  3,103  funds)  for  the  1-yeoi  period.  Prudential 
luity  Income  (Class  A)  received  4  stars  (among  1,120  funds)  for  the  5-year  period,  3  stars  (among  1,980  funds)  for  the  3-year  period,  and  4  stars  (among  3,103  funds)  for  the  1-yeoi  period.  Both  funds  were  toted 
ihe  Domestic  Eguity  category  Prudentiol  High  Yield  Fund  (Closs  A)  received  5  stars  (among  661  funds)  tor  the  5-yeai  period,  5  stars  (among  1,229  funds)  for  the  3-yeai  period,  and  3  stars  (omong  1,713  funds)  for 
e  1-yeor  penod  in  the  Taxable  Bond  category.  Prudential  Municipol  Bond  fund/High  Yield  Series  (Class  A)  received  5  stors  (among  631  funds)  for  the  5-year  period,  5  stars  (among  1,299  funds)  for  the  3-year  period, 
td  5  stors  (among  1,742  funds)  for  the  1-year  period  in  the  Municipol  category  Prudential  World  Fund/Global  Series  (Class  A)  received  4  stars  (among  227  funds)  for  the  5-yeai  peiiod,  4  stars  (among  508  funds) 
I  the  3-yeai  peiiod,  and  3  stors  (among  984  funds)  for  the  1  -year  peiiod  in  the  International  Eguity  category.  The  Global  Total  Return  Fund  (Closs  A)  received  4  stars  (among  282  funds)  for  the  1 0-yeot  period,  4  stars 
iniong  661  funds)  foi  the  5-yeai  period,  5  stars  (among  1,229  funds)  for  the  3-yeor  period,  ond  3  stors  (omong  1,713  funds)  for  the  l-yeoi  peiiod,  rated  in  theTaxoble  Bond  cotegoiy.  Shares  of  the  Funds  ate  offered 
lough  Piudenhol  Secuiihes  Incoipoioted,  1 99  Watei  Street,  New  Yoik,  NY,  and  Piuco  Secuiifies  Coipoiation,  213  Woshlngton  Street,  Nework,  NJ,  both  subsidioiies  of  The  Piudentiol  Insurance  Compony  of  Ameiica. 


On  May  Uth,  an  RS/6OO6  known  as  Deep  Blue 
became  the  most  famous  computer  on  this  planets 


The  same  [BM  RS/6000™  technology  that  as 
"Deep  Blue"  competed  against  world  chess  champion 
Garry  Kasparov  is  also  conquering  deep  space. 

For  the  Mars  Pathfinder  mission,  NASA  and 
Lockheed  Martin  had  only  one  shot  at  success.  Their 
solution:  an  onboard  flight  computer  based  on  ever- 
reliable  and  powerful  RS/6000  technology. 

From  launch  to  landing,  the  computer  was 
responsible  for  over  100  mission-critical  events.  On 
Mars,  it's  controlling  vital  communications  between 


Earth,  the  Pathfinder  lander  and  the  Sojourner  roy: 
But  you  don't  have  to  be  a  grand  master  os. 
rocket  scientist  to  benefit  from  RS/6000  technoloj/ 
More  than  600,000  RS/6000  systems  are  in  y3 
around  the  world  (Earth,  that  is),  handlihg  everyth  i 
from  massive  data  warehouses  to  mega-Web  sijs 
to  large-scale  simulations. 

To  get  a  closer  look  at  the  computer  technoloy 
that's  taking  this  and  other  worlds  by  storm,  visit  d 
Web  site  at  www.rs6000.ibm.eom 


Solutions  for  a  small  planet" 


IBM,  RS/6000  and  Solutions  for  a  small  planet  are  trademarks  of  International  Business  Mactiines  Corporation  in  ttie  United  States  and/or  ottier  countries.  Other  company,  product  and  service 
'tianpesmaybetradgmarlffior.serviceriiarksofp^  •  *.      '  -  A 


EconQmic  Trendb 


BY  GENE  KORETZ 

WORKERS  GET 
MORE  OF  THE  PIE 

That's  what  new  tax  data  suggest 

When  the  federal  govemment's  tax 
receipts  for  June  were  totaled, 
they  turned  out  to  be  so  strong  that 
economy  watchers  began  sharply  low- 
ering their  deficit  estimates  for  fiscal 
1997.  The  betting  now  is  that  the  deficit 
this  year  could  fall  to  $50  billion,  far 
below  the  Congressional  Budget  Office's 
projection  of  $120  billion  last  January. 

But  the  real  news,  according  to  econ- 
omist Joseph  Carson  of  Deutsche  Mor- 
gan Grenfell,  was  buried  in  the  data  on 
the  sources  of  government  revenues. 
"Tax  receipts  are  a  sensitive  gauge  of 
economic  activity,"  he  says,  "because 
they  are  the  hardest  of  all  data  series — 
mainly  reflecting  taxes  jjaid  on  income 
generated  fr-om  current  production." 

A  SHARP  SHIFT  IN 
U.S.  TAX  PAYMENTS 

■  INDIVIDUAL  INCOME  TAXES  WITHHELD* 
CORPORATE  INCOME  TAXES  PAID 


'94  '95  '95  '97 

▲  PERCENT  INCREASE  OVER  JUNE  OF  PREVIOUS  YEAR'* 
*0N  WAGES  AND  SALARIES 
"ADJUSTED  FOR  NUMBER  OF  WORKDAYS 

DATA  TREASURY  DEPT. 

In  June,  notes  Carson,  the  strength  in 
tax  i-eceipts  was  on  the  individual  and 
not  the  coi'porate  side  of  the  equation. 
Moreover,  the  fact  that  the  biggest 
gains  over  June  of  last  year  were  post- 
ed by  withheld  taxes  rather  than  esti- 
mated tax  payments  suggests  that  the 
i-evenue  sui'ge  was  tied  not  to  capital 
gains  but  to  increases  in  laboi-  earnings. 

Indeed,  -withheld  tax  receipts,  which 
usually  rise  in  line  vdth  wage  and  salaiy 
income,  are  rising  far  faster  this  year — 
up  about  9%  over  1996,  vs.  7%  or  so  for 
reported  wage  gains.  "Apparently,  em- 
ployment gTowth  and  growth  in  wages 
and  hours  have  all  been  understated 
this  year,"  Carson  says. 

That's  not  all.  Carson  points  out  that 
in  June,  for  the  first  time  in  the  current 
expansion,  federal  withheld  tax  receipts 
showed  a  larger  year-over-year  gain 
than  quarterly  coi'porate  tax  payments, 
which  reflect  companies'  estimated  tax- 


es for  the  second  quarter  (chart).  Ad- 
justed for  the  number  of  workdays  in 
the  month,  the  rise  in  withheld  tax  re- 
ceipts was  12.1%,  vs.  an  anemic  1.3% 
rise  in  corporate  tax  collections.  Unad- 
justed, the  rise  was  17.7%,  vs.  6.4%. 

This  dramatic  shift  in  tax  receipts, 
says  Carson,  suggests  not  only  that  la- 
bor markets  and  wage  gains  are  strong 
but  also  that  a  greater  share  of  income 
from  current  production  is  now  flo^wing 
to  workers  and  less  to  companies.  The 
upshot,  he  concludes,  is  that  "the  shiink- 
ing  federal  deficit — which  might  signal 
declining  interest  rates  in  other  circum- 
stances— appears  moi'e  and  moi-e  likely 
to  be  accompanied  by  rising  ones." 


THE  MAPLE-LEAF 
MIRACLE 

What's  behind  Canada's  turnabout 

With  its  jobless  rate  down  nearly  a 
full  percentage  point  since  No- 
vember, Canada  is  finally  turning  in  the 
kind  of  broad-based  gi'owth  economy- 
watchers  have  been  expecting  (page 
26).  But  the  nation's  most  significant 
acliievement,  accoi-ding  to  Toronto-based 
economist  Michael  Gregory  of  Lehman 
Brothers  Inc.,  is  the  structural  shift 
highlighted  in  its  economic  accounts  for 
the  first  quailer. 

For  the  first  time  since  quartei'ly  na- 
tional accounting  began  in  1947,  notes 
Gregory,  final  sales  to  business  sur- 
passed final  sales  to  government.  Pri- 
vate-sector spending  on  capital  goods 
and  structures  accounted  for  a  i-ecord 
21.2%  of  gi'oss  domestic  product  in  the 
first  quarter.  At  the  same  time,  total 
govemment  spending  on  goods  and  ser- 
vices fell  to  just  20.6%'  of  GDP,  its  lowest 
level  since  the  1950s. 

Several  factors  lie  behind  this  turn- 
around: the  avid  pursuit  of  price  sta- 
bility by  the  Bank  of  Canada,  tax 
changes  favoring  business  investment, 
and,  perhaps  most  important,  aggi-es- 
sive  downsizing  by  all  levels  of  govern- 
ment. Indeed,  the  latest  national  ac- 
counts indicate  that  the  combined  fiscal 
deficit,  which  hit  a  huge  8.2%.  of  gdp  in 
early  1993,  has  tui'ned  into  a  surplus  of 
0.1%'  of  GDP — the  first  such  positive 
showing  in  more  than  two  decades. 

By  yearend,  predicts  Gregory,  both 
federal  and  provincial  governments  will 
be  net  redeemers  of  debt,  contributing 
to  a  triple  legacy  that  should  bolster 
the  Canadian  economy  for  years  to 
come:  smaller  government,  disappear- 
ing debt,  and  increased  competitiveness. 


il 


SHEEPSKINS  AR; 
GOLDEN  FLEECE 

How  degrees  ratchet  up  earnini 

There's  no  question  that  going  ti 
lege  pays  off  in  terms  of  hii 
earnings.  But  in  a  study  in  the  l-V^ 
Reserve  Bank  of  Cleveland's  Econ' 
Review,  researchers  Peter  Ku 
Mark   Schweitzer,   Eric  Sevci-? 
Lossin,  and  Erin  Turner  reixut 
the  financial  benefits  are  often  t 
ge rated.  That's  because  simply 
ing  on  the  difference  between  tlie 
ings    of   high    school    and  cui 
graduates  overlooks  the  fact  that 
largest  gains  arrive  in  big  jumps  v 
someone  has  acquired  a  degr. 
whether  from  high  school,  colli-yt 
gi'aduate  school — and  not  increnieii 
-with  additional  years  of  educatifui. 

Although  college  gi'ads  are  oitci 
ported  to  earn  60%'  more  tlian 
school  grads,  for  example,  that  fij 
reflects  the  fact  that  roughly  10"^ 
college  grads  pm'sue  postgi-aduate  w 
Actually,  the  study  finds  that  those 
four-year  degi-ees  earn  on  average 
about  52%  more,  while  those  witl 
least  two  years  of  graduate  sc; 
(many  of  whom  attain  gimluate  degi 
enjoy  much  larger  income  pi'emium 
Indeed,  the  biggest  relative  inc^ 
gains  over  the  past  20  yeai's  have  1 
racked  up  by  those  attaining  master' ji 
other  postgraduate  degrees,  with  t  ii 
edge  over  high  school  grads  widei 
ft-om  46%  in  1973  to  73%  in  1993. 
the  other  hand,  the  average  income  ]p- 
mium  for  students  completing  fe"? 
than  four  years  of  college  has  bai 
edged  up  from  15%  to  19%. 

The  bottom  line  for  college  studi 
assessing  then-  earnings  outlook:  W 
any  amount  of 
higher  education 
will  help,  those 
who  actually  re- 
ceive a  bachelor's 
degree  can  look 
foi-ward  to  earning 
about  28%  more 
on  average  than 
their  classmates 
who  drop  out  of 
college  after  a 
year  or  two — and 
those  who  com- 
plete postgi'aduate 
studies  will  aver- 
age at  least  45% 
more.  In  other  words,  the  more  she(. 
skins  you  take  home,  the  more  gold 
your  financial  future  is  likely  to  be. 
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AMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HOPPERS  HIT  A  SPEED  BUMP, 
UT  MAY  REV  UP  AGAIN 

e  foundations  for  stronger  growth  are  already  in  place 
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RETAIL  SALES 
lUNCED  BACK  IN  JUNE 
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As  Washington's  data  mills 
start  to  close  the  books  on  the 
»nd  quarter,  the  numbers  prove  only  what  most 
lomists  had  expected:  Demand,  especially  by  con- 
,ers,  slowed  sharply  after  the  first  quarter's  surge, 
low  the  attention  of  the  financial  markets  and  busi- 
5  planners  is  keenly  focused  on  the  third  quarter, 
it  be  more  of  the  same,  or  was  the  slowdown  just 
luse  before  another  burst  of  strength? 

Very  little  third-quarter 
data  are  available,  but  based 
on  second-quarter  trends  in 
several  key  areas,  such  as  re- 
tail sales,  income  gi-owth,  fi- 
nancial-market conditions,  fac- 
tory orders,  and  industrial 
production,  the  foundations  for 
a  growth  rebound  ai-e  in  place. 
In  particular,  consumer  spend- 
ing seems  set  to  pick  up,  per- 
haps substantially,  given  that 
underpinnings  of  household  demand  are  even 
mger  now  than  they  were  six  months  ago. 
/hen  the  Commerce  Dept.  reports  on  second-quaiter 
1  gross  domestic  product  on  July  31,  the  numbers 
expected  to  show  that,  despite  weak  consumer 
lays,  capital  spending  by  businesses  continued  to 
strongly  in  response  to  good  profits,  cheap  financ- 
and  robust  demand,  especially  from  abroad.  In- 
d,  despite  the  strong  doUai",  exports  generally  are  in- 
ising  amid  improvement  in  the  economies  of  key 
3.  markets.  And  housing  is  shovdng  resilience  in 
face  of  lower  mortgage  rates  and  healthy  job  mar- 
s.  Still,  the  retrenchment  in  consumer  spending — 
eh  accounts  for  two-thirds  of  GDP — means  the  econ- 
Y  grew  by  only  about  2%. 

T  SURPRISINGLY,  retailers  bore  the  bnant  of  the 
ing  consumer  slowdown.  Retail  sales  rose  a  larger- 
n-expected  0.5%  in  June,  but  that  followed  three 
secutive  di'ops  (chart).  After  adjusting  for  prices,  re- 
volume  probably  fell  at  an  annual  rate  of  2.5%  in 
second  quarter. 

lowever,  not  all  retailers  suffered  equally.  In  par- 
ilar,  sales  of  motor  vehicles  and  gasoline  collapsed 
;  quarter.  The  former  partly  reflects  a  recoil  after  car 
5S  surged  16.3%  in  the  fii-st  quarter,  largely  because 
3ne-time  factors,  such  as  early  tax  refunds  and  un- 


ENERGYHAS  BROUGHT 
DOWN  INFLATION 


usually  good  weather.  The  latter  drop  in  receipts  rep- 
resents the  fall  in  energy  prices.  As  the  consumer 
price  data  show,  gas  prices  plunged  at  a  26.6%  annual 
rate  last  quarter.  Cheaper  energy  has  contributed  to 
the  slowdovm  in  overall  inflation  (chart).  As  a  result, 
households  have  greater  buying  power — a  big  reason 
why  shoppers  can  bounce  back. 

Sales  elsewhere  strengthened  as  the  quarter  pro- 
gressed. Furniture  stores  and  building-material  retail- 
ers posted  healthy  sales  gains  last  quarter  on  top  of  sol- 
id advances  in  the  first.  Those  increases  reflect  the 
strong  housing  market,  and  the  trends  in  the  latest  sur- 
vey of  homebuilders  and  in  mortgage  applications  for 
home  pm*chases  suggest  that  home  buying  will  remain 
at  a  high  level  in  the  second  half.  Through  the  week 
ended  July  4,  the  four-week  average  of  applications 
was  the  highest  since  the  Mortgage  Bankers  Associa- 
tion of  America  started  keeping  track  in  1990. 

Other  retailers,  including  de- 
partment stores  and  food  and 
apparel  sellers,  saw  small  de- 
clines in  sales  last  quarter. 
Again,  however,  the  weakness 
occurred  early  in  the  quarter, 
so  that  these  merchants  head- 
ed into  the  third  quarter  with 
some  selling  momentum.  De- 
partment-store sales  increased 
a  solid  0.9%)  in  June  after  ris- 
ing 0.5%  in  May. 

For  early  July,  at  least,  retail  survey  results  are 
mixed.  But  more  important,  no  data  released  in  the  sec- 
ond quarter  show  any  changes  in  the  health  of  con- 
sumer fundamentals.  Job  and  income  gi'ovrth  remained 
solid,  while  consumer  confidence  jumped.  The  soaring 
stock  and  bond  markets  are  adding  to  household  wealth, 
while  hopes  of  a  tax  cut  are  contributing  to  a  sense  of 
well-being.  Moreover,  the  fiscal  1998  budget,  which 
kicks  in  on  Oct.  1,  is  likely  to  be  stimulative,  with  any 
pain  from  deficit-cutting  i-eserved  foi"  later  years. 

THE  LATEST  DATA  ON  PRODUCTION  also  show  ev- 

idence  of  momentum  heading  into  the  third  quarter. 
Not  only  were  manufacturers  busy  at  the  end  of  the 
second  quarter,  but  the  latest  readings  on  orders  and 
inventories  argue  that  output  will  continue  to  expand. 

Industrial  output  rose  0.3%  in  June,  led  by  gains  in 
transportation  equipment  and  utility  output.  Factory 
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output  alone  was  also  up  0.3%.  For  the  quarter,  indus- 
trial output  grew  at  a  4.2%  annual  rate,  not  far  below 
the  4.5%  pace  of  both  the  fourth  and  first  quarters. 

Production  of  business  equipment,  particularly  high- 
tech machinery,  is  leading  the  advance  (chart).  Pro- 
duction of  information-processing  equipment — every- 
thing from  grocery-store  scanners  to  office  computer 
networks — soared  by  about  12%  in  the  fii'st  and  second 
quarters  (chart).  The  high-tech  production  surge  re- 
flects both  capital  investment  by  productivity-seeking 
U.  S.  coiporations  and  the  steady  double-digit  gTowth  of 
high-tech  exports. 

Factory  output  will  rise  further  because  the  high 
level  of  orders  show  that  demand  is  mounting.  New  or- 
ders excluding  aircraft  have  grown  for  five  consecutive 
quarters,  and  the  backlog  of  unfilled  orders  outside  of 
planes  also  is  rising. 

Moreover,  businesses  cannot  fill  those  orders  from 
their  warehouses.  Total  inventories  held  by  factories, 
wholesalers,  and  retailers  rose  just  0.2%  in  May.  And 
the  inventory-sales  ratio,  though  up  a  bit  from  Febru- 
ary, was  still  extremely  low  by  historical  standards. 

AT  THE  SAME  TIME,  the  growth  in  output  has  not  yet 
put  strains  on  capacity  use  or  raised  worries  about 
price  pressm-es.  The  average  operating  rate  for  all  in- 
dustry remained  at  83.5%  in  June.  Factory  usage 
slipped  to  82.5%  from  82.6%  in  May.  But  output  has 
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gTown  faster  than  new  capacity.  As  a  result,  operjm 
rates  are  a  percentage  point  higher  than  in  early  ip 

Even  so,  the  higher  operating  rates  are  not 
the  danger  zone  typically  associated  with  producjo 
bottlenecks  and  shortages  that  lead  to  price  incre^'^ 
Producer  prices  of  finished  goods  fell  for  the  sixth  |j 
secutive  month,  slipping  0.1%  in  June.  Falhng  eni 
prices  more  than  offset  a  rise  in  food  prices.  ExcIuIj 
volatile  food  and  fuel  costs,  core  producer  prices 
just  0.1%.  Both  the  total  producer  price  index  jii 
core  index  are  about  flat  from  a  year  ago. 

Consumer  prices  are  equally 
tame.  The  total  consumer 
price  index  and  the  core  CPi 
each  increased  just  0.1%  in 
June.  For  the  entire  fii'st  half, 
total  prices  gi'ew  at  an  annual 
rate  of  just  1.4%.  Core  prices 
were  up  2.4%. 

Inflation  should  remain  low 
in  the  second  half.  But  in- 
vestors and  executives  will 
more  likely  concentrate  on  de- 
mand. Capital  spending  and  exports  will  certainly 
roles,  but  consumers,  who  account  for  the  bulk 
spending,  will  be  squarely  in  the  spotlight.  How  stro 
ly  they  snap  back  will  decide  just  how  spunky  1 
third  quarter  will  be. 


MANUFACTURING 
OUTPUT 
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SINNY  SKIES  COULD  LAST  INTO  1998 


Like  the  U. S.,  Canada  should 
enjoy  a  second-half  blend  of 
solid  economic  gi'owth  and  low  in- 
flation. Canada,  however,  has 
more  excess  labor  and  capital, 
which  could  keep  the  combination 
going  longer  into  1998. 

The  economy's 
strength  was  clear  in 
the  June  labor  report. 
The  jobless  rate  fell 
from  May's  9.5%  to 
9.1%,  the  lowest  in 
two  years.  And  pay- 
rolls increased  by 
51,500.  Job  gi-ovrth  last 
quarter  averaged 
48,700  a  month— the 
biggest  quarterly  pace  in  nearly  a 
decade  (chart). 

Factory  jobs,  which  accounted 
for  most  of  the  June  gain,  are  at 
their  highest  level  in  TA  years. 
That  reflects  a  pickup  in  manufac- 
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turing.  May  factory  orders  fell 
only  0.2%'  after  April  orders 
jumped  4.9%.  Orders  so  far  in  the 
second  quarter  stand  well  above 
the  first-quarter  level.  With  inven- 
tories lean,  increased  orders  will 
have  to  be  satisfied 
by  production  gains. 

And  demand  in- 
creases are  wide- 
spread. Exports  in 
the  first  quarter 
surged  at  a  23.2%  an- 
nual rate,  while  do- 
mestic final  sales  rose 
6.4%.  ForeigTi  demand 
is  being  lifted  by  a 
weak  Canadian  dollar, 
which  fell  3.5%  against  the  U.  S. 
dollar  in  the  fii'st  half.  The  Bank 
of  Canada  moved  to  reverse  that 
slide  on  June  26,  when  it  hiked  its 
overnight  lending  rate  by  a  quar- 
ter-point. Since  then,  the  Canadi- 


an dollar  has  risen  1.4%.  Even  so 
Canadian  monetaiy  policy  is  ex- 
tremely stimulative;  short-tenn 
rates  are  nearly  two  percentage 
points  below  U.  S.  levels. 

Canada's  real  gross  domestic 
product  grew  at  a  healthy  annual 
rate  of  3.4%  in  the  first  quarter, 
and  some  economists  think  it  can  I 
gi'ow  as  fast  as  4%  for  all  of  1997.1 
Meanwhile,  consumer  inflation  re-' 
mains  at  the  low  end  of  the  Bank 
of  Canada's  target  of  1%  to  3%. 

The  BOC  is  likely  to  hike  rates 
again  this  fall  before  inflation 
rekindles.  Policymakers  at  least 
have  the  luxury  of  some  slack  in 
Canada's  economy.  The  BOC  said  a 
gap  of  2.5%  existed  between  actu-j. 
al  and  potential  GDP  at  the  end  of 
1996.  To  be  sure,  that  gap  could 
close  quickly  if  growth  soars.  But 
for  now,  output  constraints  are 
more  likely  to  be  a  1998  problem. 
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TELECOMMUNICATIONS 


HOW  DEEP  IS  THE 


Losses  enrage  BT 
and  reveal  the 
weakness  at 
MCFs  core 


It  was  a  bombshell,  all  light.  At 
a  July  9  board  meeting,  just  24 
hours  before  disclosing  the  news 
to  Wall  Street,  MCi  Commimications 
Corp.  informed  would-be  merger  part- 
ner British  Telecommunications  PLC, 
that  its  fledgling  local-service  business  is 
on  track  to  lose  $800  million  this  year — 
twice  what  had  been  predicted.  Stunned 
and  humiliated,  BT  ceo  Petei-  L.  Bonfield 
called  an  emergency  board  meetmg  to 
review  the  company's  pendmg 
$20  billion-plus  deal  with  MCI. 
By  the  time  they  met  on 
July  11,  MCi's  stock  had 
fallen  17.4%  and  bt's  6.4% 
on  the  news. 

Small  wonder  bt 
and  MCI  brass  were 
under  the  gun  during 
a  contentious  three- 
hour  BT  shareholders' 
meeting  on  July  16  in 
Edinburgh.  Some  an- 
gry  investors  opposed 
the  reelection  of  Mi  l 
Chairman     Bert  C. 
Roberts  Jr.  and  ceo 
Gerald  H.  Taylor  to  bt's 
board  and  pushed  for  a 
renegotiation    of  the 
merger.  One  called  for 
Bonfield's  resignation. 
SILENCE.  What  didn't  hap- 
pen at  the  meeting  was 
equally  important:  bt  did 
not  affirm  the  deal  would 
go  forward,  and  it  did  not 
say  it  would  try  to  renegoti- 
ate the  terms,  bt  also  did  not 
make  a  statement  supporting  MCi 
brass — a  move  that  would  have 
squelched  reports  that  bt  would  demand 
some  MCI  heads,  perhaps  includingthat 
of  President  Timothy  F.  Price. 


Industry  observei's  and  former  bt  ■ 
ecutives  still  expect  the  deal  to 
ceed.  But  the  combination,  once  h; 
as  a  strategic  masterstroke,  is  now 
ing  setbacks  that  thi'eaten  the  comb 
company's  emergence  as  a  traii 
lantic  powerhouse  in  global  e 
munications. 

Behind  all  the  ch'ama  its  a  ;:, 
pie  fact.  MCI  is  not  only  far  fm 
delivering  to  bt  the  local  conic- 
tions  to  American  customer! it 
wants;  it  is  also  beset  by  troublein 
other  businesses,  including  marlt- 
share  losses  in  its  core  long-dista 
business. 

MCI  management  is  trying  to  kp 
the  attention  of  bt — and  other  i- 
vestors — on  its  woes  in  local  callingit 
accuses  the  Baby  Bells  of  throwing'^ 
blockades  against  potential  competiti 
and  on  July  15,  mci's  Pi, 
called  on  the  Federal  Cu- 
munications  Commission 
craft  new  rules  to  fo 
the  Bells  to  open  thi 
markets.  The  F(;c,  me 
while,    has  announ( 
plans  for  a  task  fu 
to  look  into  lo 
competition. 

But  indust' 
analysts  say  tl 
few  of  mci's  w< 
can  be  traced 
the  FCC  or  even 
the  Baby  Bells.  1 
instance,  while  A 
complains  it  is  Uf 
able  to  reach  agrti 
ments  to  share  s(| 
,-^1     -m    vice  with  the  Bel 
gJt^     M   competing  carrie 
such  as  GTE  are  doiij 
lu.st  that.  "It's  convi 
nient  to  scapegoat  bo 
the  Bells  and  the  reg 
lators  rather  than  adrr 
that  they're  in  a  rottt 
strategic   pickle,"  sa; 
Scott  C.  Cleland,  an  an 
lyst  at  Legg  Mason  Wo( 
Walker  Inc. 

The  gist  of  MCi's  strategic  problem: 
has  not  successfully  diversified  beyoi 
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ROUBLE  AT  MCI? 


distance.  In  addition  to  a  disap- 
ing  start  in  local  calling,  it  has  a 

<  jible  presence  in  wireless  calling. 
;tments  in  Rupert  Murdoch's  News 
.  and  a  News  Corp.  satellite  en- 
ise  have  yielded  little.  A  consumer 
e  service  cooked  up  with  Murdoch 
ed,  and  few  shoppers  flocked  to 

i  now  defunct  online  shopping  mall. 

i  )oasts  the  world's  fastest  Internet 

j  )one  but  derives  just  $200  million  a 

'  from  Net  service  sales, 
me  analysts  chalk  this  record  up  to 
culture,  which  evolved  around 
■footed  marketing  campaigns, 
en  in  doubt,  MCi  acts,"  explains 
e  Koppman,  a  senior  analyst  at 
hern  Business  Information.  "With- 
;he  emphasis  on  planning,  as  the 
:et  gets  more  comphcated,  it  faces 
'  problems  with  the  start-and-stop 
oach." 

m,  MCI  is  slipping  in  its  core  long- 
nce  business,  which  last  year  ac- 
ted for  91%  of  revenue  and  virtu- 
al profits.  In  the  first  quarter,  MCi's 
distance  traffic  gi-ew  just  4%,  while 
it  Corp.'s  gi-ew  at  14%  and  World- 
's grew  even  faster.  MCi's  market 
e  is  flat  at  17.7%.  Analysts  don't 
ct  local-caUing  losses  to  affect  sec- 
quarter  earnings  on  July  29 — but 
xpect  a  30%  drop  for  the  year,  to 
)  a  share  from  $1.70. 
ike  its  archrival,  at&t,  mci  is  being 
laneuvered  by  smaller  companies 
as  WorldCom  that  undercut  the 
guys  on  price  and  jump  on  new 
nology  sooner.  WorldCom  subsidiaiy 
ET  Technologies  Inc.,  for  example,  is 
atening  to  peel  off  a  chunk  of  long- 
mce  sales  by  routing  faxes  over  the 
met.  Faxes  are  responsible  for  34% 
L  S.  long-distance  traffic,  according 
)an  Briere,  a  consultant  at  Tele- 
ice.  Price  says  any  slowdown  in 
distance  is  temporary  and 
MCI  is  gaining  among  high- 
gin  business  customers. 
■  he's  wrong,  there's  not 
h  to  fall  back  on  for  earn- 
1.  MCI  has,  for  example,  all 
dealt  itself  out  of  wireless,  the 
est-growing  voice  phone  market.  | 
ead  of  creating  its  own  wireless 
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...ON  MCrS  WOES 

LOCAL  PHONE  BUSINESS  MCI 

faces  $800  million  in  losses  this 
year — twice  the  level  anticipated — 
and  it  will  likely  incur  up  to  $1 
billion  in  losses  in  1998. 

LONG-DISTANCE  SERVICE  MCI 

saw  calling  growth  drop  to  a 
market-lagging  4%  in  the  first 
quarter.  New  entrants  are  pushing 
down  prices  and  putting  pressure 
on  market  share  of  MCI  and  AT&T. 

WIRELESS  PHONE  SERVICE 

Unlike  rivals  AT&T  and  Sprint,  MCI 
chose  not  to  build  a  wireless  net- 
work. Instead,  it  is  buying  capacity 
from  NextWave  Telecom,  a  compa- 
ny now  facing  financial  woes. 

SATELLITE  VENTURES  MCI  S 

$682  million  investment  in  a 
satellite  slot  for  Rupert  Murdoch's 
direct-broadcast  satellite  venture 
has  yet  to  pay  off. 


network,  the  company  resells  caUing  ca- 
pacity from  competitors  such  as  at&t 
and  Bell  Atlantic  Corp.  and  Nynex 
Corp.  Then  there  is  personal  communi- 
cations service  (PCS).  Thi"ee  years  ago, 
MCI  sat  out  the  government  auctions  of 
spectrum  to  offer  PCS,  even  though 
Sprint  and  at&t  were  snapping  up  li- 
censes for  national  coverage.  MCi's  plan 
was  to  resell  sei-vice  from  NextWave 
Telecom  Inc.  But  NextWave  is  strug- 
gling to  pay  off  its  $4.9  billion  auction 
bid.  Meanwhile,  MCi's  competitors  are 
already  launching  PCS  service. 

MCi's  investments  in  direct-broadcast 
satellites  have  also  yielded  little.  Since 
1995,  MCI  has  invested  $1.3  billion  in 
News  Corp.  and  paid  $682  million  sep- 
arately for  a  satellite  slot  for  a  sub- 
scription service  with  News  Corp.  So 
far,  no  payoff.  "It's  premature  to  fully 
evaluate  this  business,"  says  an  mci 
spokesman. 

MCI  still  offers  British  Telecom  a 
prominent  place  in  the  vast  U.  S.  mar- 
ket, and  its  heavy  investment  in  local 
sei-vice  could  eventually  pan  out.  "I  still 
beheve  the  long-term  benefits  [of  push- 
ing into  local  calling]  are  going  to  be 
worth  it,"  says  Bonfield. 

But  the  way  MCi  disclosed  its  latest 
problems  to  bt  has  created  deep  ten- 
sions between  the  companies.  And  there 
ai'e  signs  of  disagi'eements  to  come  over 
the  ftitiu'e  of  mci's  local-mai'ket  strategy. 
BT  Finance  Dii-ector  Robert  Brace  won't 
comment  on  whether  MCi  has  agi'eed  to 
put  its  plans  on  hold  while  bt  conducts 
its  review. 

Perhaps  the  most  lasting  impact  of 
the  mci-bt  family  crisis  may  be  the 
strained  relationship  between  the  two 
companies'  managers.  Bonfield  is  un- 
hkely  to  resign,  and  MCi's  Roberts  and 
Taylor  will  likely  be  voted  back  onto 
bt's  boai-d.  But  MCi's  thunderbolt  means 
that  at  the  very  least,  the  honey- 
moon between  mci  and  bt  is 
over  before  anyone  has 
said  "I  do." 

By  Catherine  Yang  in 
0^    ^     ^    Washington,  Julia  Flynn 
>^   pifJ         in  Edinburgh,  Peter  El- 
^  Strom  iyi  Neiv  York,  and 

Amy  Barrett  in  Philadelphia 
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CORPORATE  PROFITS 


LESS  GUSTO 
THIS  TIME  AROUND 

Despite  some  standouts,  the  second  quarter  wasn't  superb 


Will  the  second  quarter  keep  up  the  pace  of  30% 
earnings  growth  of  1997's  first  three  months?  So  far, 
the  answer  appears  to  be  no.  That's  the  signal  from 
the  80  companies  in  business  week's  flash  report  on  second- 
quarter  profits,  which  rose  8%,  while  sales  were  up  7%.  What 

happened?  Despite  standout 


CURRENT  QTR.  SALE 
(MILLION; 


reports  from  Intel,  Ford, 
and  General  Electric,  other 
companies  brought  down 
the  average  with  disap- 
pointing returns  and 
write-downs.  Chrysler 
Corp.'s  earnings  fell 
53%,  because  an  en- 
gine-plant strike  cost  an  esti- 
mated $438  million.  At  International 
Paper  Co.,  a  $419  million  loss  included 
$535  million  in  pretax  charges.  There  was  good  news  in  tech 
stocks  (see  below).  But  overall,  investors  will  have  to  wait  a 
while  longer  for  another  profit  blowout. 


COMPUTERS 


RIDIN'  THAT 
TECH  TRAIN 

Strong  PC  sales  and  big 
earnings  buoy  investors 


All  year  long,  as  the  bull  market 
gathered  a  new  head  of  steam  and 
pushed  through  previous  records, 
investors  kept  a  cai-eful  eye  on  the  tech- 
nology stocks  that  have  been  such  a 
huge  factor  in  the  market's  rise.  For 


months,  any  sign  of  trouble — real  or 
imagined — sent  tremors  through  the 
tech  sector.  By  the  end  of  the  fii-st  half, 
the  Standaixl  &  Poor's  Computer  Sys- 
tems Index  trailed  the  s&p  500  stock 
index  by  2%. 

Not  anymore.  As  analysts  began  to 
focus  on  second-ciuailer  earnings,  it  be- 
came clear  that  the  boom  in  personal- 
computer  sale.s — the  key  driver  of  the 
tech  sector — was  not  slowing.  Investors 
launched  a  tech-stock  buying  spree  and 
di'ove  tech-laden  market  indexes  to  new 
highs.  For  the  first  two  weeks  of  July, 
the  s&p  computer  index  soared  15%,  vs. 
a  4%  gain  in  the  broader  s&p  500  index. 
Instead  of  getting  the  jitters,  investors 


INDUSTRIALS 

188,963  4 

ABBOTT  LABORATORIES 
ALCOA 

BLACK  &  DECKER 
BOiSE  CASCADE 
CHRYSLER 

2,900.4 
3,432.0 
1,182.2 
1,333.0 
14,388.0 

CINCiNNATI  MILACRON 
COCA-COLA  ENTERPRISES 
CONAGRA  ft 
CORNING 

CPC  SNTERNATiONAL 

452.1 
2,905.0 
5,795.3 ;« 
1,031.1 
2,104.5 

CROWN  CORK  &  SEAL 
CUMMINS  ENGINE 
EASTMAN  KODAK 
FORD  MOTOR 
GENERAL  DYNAMICS 

2,286.6 
1,396.0 
3,853.0 
40,265.0 
1,032.0 

GENERAL  ELECTRIC 
GENERAL  MOTORS 
GEORGIA-PACIFIC 
HARLEY-DAVIDSON 
INLAND  STEEL  INDUSTRIES 

21,997.0 
45,146.0 

3,326.0 
444.1 

1,321.2 

INTERNATIONAL  PAPER 
JOHNSON  &  JOHNSON 
NIKE  tT 

NORTHROP  GRUMMAN 
PFIZER 

5,000.0 
5,698.0 
2,373.9 
2,087,0 
2,913.0 

PHELPS  DODGE 

REYNOLDS  METALS 

TEMPLE-INLAND 

TEXTRON 

TRW 

1,065.0 
1,783.0 
907.9 
2,667.0 
2,852.1 

WEYERHAEUSER 
WHIRLPOOL 

2,909.0 
2,117.0 

SERVICES 

55,583.1 

AMR  4,710.0 
BANKAMERICA  NA 
BARNETT  BANKS  NA 
BOISE  CASCADE  OFFICE  PRODUCTS    600. 5 
CALIBER  SYSTEM  574.7 

CHASE  MANHATTAN 
CITICORP 
DOW  JONES 
ENRON 

FEDERAL  EXPRESS  tt 

NA 
NA 

640.7 
3,240.0 
3,068.3 

viewed  news  tlii'ough  rose-colored  gl; 
es.  Analysts  took  a  round  of  price  c  ■ 
by  Compaq,  Hewlett-Packard,  and  m 
not  as  a  sign  of  a  margin-eroding  pr;- 
war  but  as  a  harbinger  of  gi'eater  sa  • 
and  smooth  sailing  through  the 
Christmas  selling  season.  ! 

Moi-e  broadly,  the  technology  sectors 
still  deliveiing  the  best  earnings  growii 
in  the  galaxy.  According  to  data  ec- 
piled  by  FirstCall  Corp.,  analysts  ^ 
pect  a  27%  jump  in  profits  ft-om  tei 
companies  in  the  second  quarter  a? 
28%  for  the  year.  Tech's  June-quart^ 
earnings  jump,  says  FirstCall,  shou 
be  more  than  double  the  next-high(f 
sector,  consumer  noncychcals.  "Technj 


30  BUSINESS  WEEK  /  JULY  28,  1997   


EST.  EPS 

REPORTED 

,  CNG. 

(5/15) 

EPS 

DIFF. 

5 

0.87 
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QTR.  PROFITS 
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NA 

NA 
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+5 

1.19 

1.20 

+0.01 

FOOD  LION 
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+  12 
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+16 
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+5 

0.72 

0.70 

-0.02 

LUCENT  TECHNOLOGIES' 
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0.28 
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t  Third-quarter  results  tt  Fourth-quarter  results 


:  not  meaningful 


NA  =  not  available     *EPS  adjusted  for  special  items 
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)ite  all  the  pre-announcement 
I  ila,"  says  the  firm's  research  director, 
I  rles  L."  Hill. 

I  ;rong  eaiTungs  fi:"om  bell- 
I  ler  computer  and  semi- 
iuctor  stocks  had  in- 
ors  pouring  money  into 

stocks  the  week  of  July 
On  July  15,  Intel  Corp. 
)rted  a  better-than-ex- 
ed  58%  jump  in  second- 
ter  earnings,  to  $1.6  bil- 

on  a  29%  sales  increase, 
'6  biUion.  Intel  ceo  An- 
V  S.  Grove,  who  in  May 

warned  of  softness  in 


some  Intel  chips,  said  he  saw  "sti'ong" 
demand  for  Intel's  newest  Pentium 
chips.  Tlie  same  day,  Texas  Instmments 
Inc.  streaked  12  points  to  close  at  lOd'A, 


PC  DEMAND 
REMAINS  STRONG. 


...KEEPING  TECH 
STOCKS  ALOFT 


DATA:  INTERNATIONAL  DATA  CORP,  BLOOMBERG  FINANCIAL  MARKETS 


a  52-week  high,  on  strength  in  chips 
for  modems,  cell  phones,  and  multimedia 
PC  gear. 

The  bulls'  best  friend,  however,  was 
Compacj  Computei'  Coip.  Its 
unit  sales  rose  42%,  topping 
a  27%  first-quarter  gain. 
Compaq  hit  a  new  high  of 
133^  on  July  16,  up  79%  so 
far  this  year.  That  helped 
push  the  s&p  computer  in- 
dex to  a  new  52-week  high 
of  352.8  on  July  16. 

Compaq's  sales  surge,  com- 
pany executives  disclosed, 
was  the  result  of  a  new  pric- 
ing scheme  aimed  at  halting 
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inroads  by  rival  Dell  Computer  Corp. 
After  piice  cuts  of  up  to  W/(  on  selected 
models  in  April  and  May  created  tresh 
demand,  the  company  made  across-the- 
boai'd  cuts  in  July.  But  earnings  won't 
suffer,  the  company  says,  because  an 
overhaul  to  its  manufactuiing  and  dis- 
tiibution  system  has  cut  costs.  Pi-oduction 
plans  call  for  delivering  o3%  higher  unit 
shipments  in  the  second  half  of  this  year. 

That's  nearly  twice  the  expected  in- 
dusti-y  gTowth  rate — and  a  sign  of  ti'ou- 
ble  ahead  for  some  PC  makers.  Intenia- 
tional  Data  Corp.  and  Dataquest  Inc.  ai'e 
predicting  that  worldwide  pc;  unit  sales 
will  rise  by  15.5%  and  19%,  respectively, 
this  year,  vs.  18%  in  1996.  Outsize  gains 
by  Compaq,  Dell,  IBM,  Gateway  2000, 
and  other  strong  performers  come  at  the 
e.xpense  of  other  ])layers.  "There's  no 
middle  gTound  right  now,"  says  Comp- 
USA Inc.  Chief  Executive  James  F. 
Halpin.  "You're  either  doing  well  or  doing 
poorly."  Agi'ees  Compaq  cEO  Eckhard 
Pfeiffer:  "The  big  bi'and  names  will  con- 
tinue gaining  share." 
ROOM  TO  GROW.  That  could  spell  more 
woes  for  middle-tier  suppliers,  such  as 
Apple  Computer,  ast  Research,  Acer 
Group,  and  Packard  Bell  nec — all  of 
which  are  struggling  to  halt  market- 
share  losses.  With  theii'  broader  product 
lines  and  aggi'essive  pricing,  the  biggest 
companies  are  soaking  up  sales  that 
once  went  to  niche  specialists.  Home-pc 
specialist  Packard  Bell  nec  Inc.,  for  in- 
stance, is  being  forced  to  create  a  cor- 
porate sales  effort  to  offset  slowing  sales 
to  consumers. 

Dell  shows  the  results  of  this  shift. 
Its  share  price  has  jumped  178%-  this 
year,  to  1481^,  on  July  16 — after  nearly 
ti'ipling  last  year.  With  just  a  6%-  share 
of  the  huge  PC  market,  "Dell  can  con- 
tinue to  gi'ow  at  twice  the  market  rate," 
predicts  Southcoast  Capital  Corp.  PC 
analyst  Ashok  Kumar. 

Will  the  Intels,  Dells,  and  Compaqs 
lead  the  tech  sector — and  the  mai'ket — 
to  more  I'ecords?  It's  good  to  bear  in 
mind  that  summer,  with  its  retail  slow- 
down, is  the  season  when  the  market 
frets  about  tech  stocks.  Last  July's  17%' 
cb'op  in  the  nasdai^  index  is  still  fi-esh  in 
many  investors'  minds.  But  this  yeai\ 
there's  no  sign  of  flagging  enthusiasm 
for  tech.  "Christmas  has  come  every 
year  in  the  P('  industry.  I'd  be  willing  to 
bet  money  it  comes  this  year,"  says 
Michael  Carmen,  vice-president  at 
Boston  money-managej'  State  Sti-eet  Re- 
search &  Management  Co.  For  in- 
vestors, it's  looking  a  little  like  Christ- 
mas in  July. 

By  Gary  McWill lams  in  Houston, 
ivitli  biireait  reports 


EXECUTIVE  SUITE 


IS  APPLE 
MINCEMEAT? 

Maybe  not,  if  it's  willing  to  embrace  dramatic  change 


Apple  Computer  Inc.  is  caught  up  in 
a  desperate  search  for  a  new  chief 
executive.  But  everywhei'e  in  the 
compute!'  industry,  executives  agTee  that 
what  Apple  needs  most  is  a  r-adical  new 
sur'vival  plan.  Everywhere  except  at 
Apple,  that  is.  "We  don't  expect  any 
major  changes  in  our  strategy,"  says 
Chief  Financial  Officer  Fr-ed  D.  Ander-- 
son  Jr.,  who  took  on  day-to-day  ceo  du- 
ties after-  Gilbert  F.  Amelio  was  ousted 
on  July  9.  "We  believe  the  Mac  plat- 
form is  still  viable." 

Maybe,  but  inter-ested  and  disinter*- 
ested  observer's,  from  Apple  investor 


sage:  "Let's  consider  any  alliance 
makes  sense.  I'm  willing  to  listeii 
anything." 

An  alliance  would  be  a  start, 
many  experts  are  ur-ging  Apple  tc| 
nally  take  the  most  radical  step  of ; 
stop  fighting  the  Intel/Micr'osoft  PC  s\ 
dard.  That  would  mean  continuing 
make  Macs  for  its  loyal  legions  but 
building  a  new  business  in  "Wintel"] 
using  Intel  Corp.  micr'opr-ocessors 
MicTosoft  Corp.'s  Windows  software, 
pie  would  compete  on  its  brand  nl 
and  design  expertise.  Says  McNel 
who  came  close  to  buying  Applel 


"At  this  point,  they 
need  somebody 
who  will  just 
walk  in  and  say 
'We're  going  to  be 
a  Compaq ' " 

—  Sun  MicimysU'tns 
CEO  Scott  McNealii 


"1  propose 
radical  surgery 
fast.  1  believe 
a  comeback  is 
still  definitely 
possible" 

—  Former  Apple  CEO 
John  Soul  ley 


"Let's  consider 
any  alliance 
that  makes 
sense.  I'm  willing 
to  listen  to 
anything" 

— Apple  investor 
Prince  Alwaleed 


Prince  Alwaleed  bin  Talal  bin  Abdulaziz 
Alsaud  to  Sun  Micr-osystems  Inc.  ('EO 
Scott  McNealy,  ar-e  concluding  that  a 
di-amatic  change  is  necessary  to  lur'e  a 
top-flight  tur-naround  expert  and  give 
Apple  a  futm-e.  "Let's  for'get  ego.  We 
can't  just  say  'Apple,  Apple,  Apple,'" 
says  Alwaleed,  who  bought  a  5%-  stake 
earlier  this  spring  for  around  $17  a 
shar-e — only  to  watch  it  fall  to  a  10-year 
low  of  $13  befor-e  Amelio's  r-esignation. 

On  July  13,  Prince  Alwaleed  told 
business  week,  he  fired  off  an  angry 
one-page  letter  to  Anderson.  The  mes- 


months  ago:  "At  this  point,  they  nel 
somebody  who  will  just  walk  in  and  sf 
'We'r-e  going  to  be  a  Compaq'  or  we'i 
going  to  be  a  [Sun-compatible]  playi 

We'r'e  down  to  Tyson-Holyfield  Ii 

better-  to  have  your  ear  chewed  on  th. 
to  be  sitting  outside  the  r-ing." 

It's  not  a  pretty  choice.  But  it  cov 
give  Apple,  which  has  lost  $1.6  billi 
over  the  past  two  years,  a  shot  at  a  1 
ture.  For  this  plan  to  work,  howevi 
experts  say  Apple  would  also  need 
sell  off  its  ailing  operating-system  so; 
ware  operation,  which  costs  at  lea 
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million  a  year  to  support.  "Apple 
est  the  OS  war,  and  there's  no  point 
ing  it  again  and  again,"  says  David 
I  offie,  a  professor  at  Harvard  busi- 
school  and  a  director  of  Intel, 
e's  not  alone  in  that  sentiment.  In 
,  neai'ly  all  160  industry  bigwigs  at 
irvard  executive  seminar  studying 
e  voted  that  it  should  be  broken  up 
the  software  piece  sold  or  spun  off, 
-ding  to  Yoffie. 

lat's  not  necessarily  bad  news  for 
e.  It  would  end  the  conflict  between 

I  e  and  makers  of  Mac  clones,  which 
been  luring  away  Apple's  best  cus- 
irs.  Selling  off  software  would  also 
Apple  focus  on  its  last  remaining 
igths — its  world-renowned  brand  and 
ly  hardware  design.  Yoffie  figui'es 
e  could  reach  a  5%  shai"e  of  the  total 
larket — it  now  has  about  3% — and  a 
paq-like  valuation  of  $12.5  biUion 
ir  than  Apple's  $2  biUion  today, 
oving  into  the  PC  camp  is  just  one 
native  for  the  company.  Some  think 
e  should  retrench  and  sell  strictly 
s  free-spending  followers  in  pub- 
ig,  multimedia,  and  graphic  arts. 
TUNNEL.  Former  Apple  CEO  John 

key  sees  a  hybrid  track.  He  thinks 
!e  should  partner  vwth  a  PC  maker 
;tack  the  education  market,  where 
e  is  fast  losing  ground,  while  selling 
?  to  the  digerati.  "I  propose  radical 
ery  fast,"  he  says.  "I  believe  a 
iback  is  still  definitely  possible." 
)r  now,  a  key  player  is  Apple  dii-ec- 
and  DuPont  Chairman  Edgar  S. 
lard  Jr.  He  says  consultants  will  as- 
the  alternatives  and  the  board  may 
.  considering  some  on  July  21.  He  is 
urging  Apple  to  fill  three  empty 
d  seats — hopefully  with  PC-industry 
s.  The  search  for  a  ceo  is  expected 
intinue  through  the  summer, 
me  is  not  on  Apple's  side.  On  July 
he  company  announced  a  $56  million 
on  a  23%  slip  in  quarterly  sales,  to 
billion.  That  was  better  than  ana- 
1  expected.  But  abn  amro  Chicago 
).  analyst  David  Wu  looks  for  a  1997 
of  $458  billion  on  revenues  of  just 
billion,  down  from  $9.83  bilhon  a 
ago. 

the  stock,  now  around  15,  dips  be- 
10,  Apple  may  not  have  a  chance  to 
iny  of  these  strategies.  An  investor 
ip  including  Microsoft  director  and 
ure  capitalist  David  F.  Marquardt 
Id  consider  a  run  at  Apple  if  the 
K  falls  into  single  digits,  according 
n  individual  close  to  the  gi-oup.  An- 
on says  Apple  plans  to  remain  inde- 
lent  but  has  a  fiduciary  duty  to  eval- 

any  reasonable  proposal.  How  about 
asonable  strategy  proposal? 
y  Peter  Burrows  with  Robert  S. 
,  in  San  Francisco  and  John 
sant  in  Rome 


COMMENTARY 


By  Peter  Elstrom 


AT&T:  JOHN  WALTER  ISN'T  THE  ONLY 
ONE  WHO  SHOULD  GO 


Enough.  It's  time  for  the  board  of 
AT&T  to  find  real  leadership.  For 
too  long,  the  company  has  been 
spinning  its  wheels  under  Chairman 
and  Chief  Executive  Officer  Robert 
E.  Allen.  It's  up  to  the  board  to 
ensure  that  Allen  sticks  to  his  stat- 
ed plan  to  step  down  as  CEO  next 
January  and  as  chairman  next  May. 

The  forced  resignation  of  John  R. 
Walter  is  the  most  telling  example  of 
how  poorly  Allen  has  been  serving 
the  company.  Last  year,  Allen  re- 
cruited his  own  successor,  choosing  a 
surprise  candidate,  the  ceo  of  printer 
R.  R.  Donnelley  &  Sons  Co.  But 
Allen  has  been  voicing  concerns 
about  Walter  to  other  directors,  and 
on  July  15,  he  told  the  board  that  he 
didn't  think  his  man  was  ready  to 
become  ceo  in  January,  according  to 
Walter  Y.  Elisha,  the  at&t  director 
who  will  lead  the  new  ceo  search. 
Outside  directors  voted  unanimously 
that  Walter  shouldn't  get  the  ceo 
post  in  Januaiy.  Walter  resigned  and 
said  in  a  press  release,  "I  beheve  I 
am  perfectly  qualified  to  be  CEO  of 
AT&T  right  now." 

LONG-DISTANCE  LOSS.  What  next? 
Allen  had  planned  to  give  up  the  ceo 
title  in  January  and  the  chairmanship 
in  May.  Now,  Vice-Chairman  John  D. 
Zeglis  will  nin  day-to-day  operations 
while  Allen,  Elisha  says,  will  stay  on 
as  long  as  the  board  needs  him.  "I 
think  this  means  Allen  is  firmly  in 
place,"  says  J.  Christopher  Landes,  a 
consultant  at  TeleChoice  Inc. 

Leaving  Allen  in  place  would  solve 
none  of  at&t's  problems  and  perhaps 
create  new  ones,  at&t's  leadership  in 
the  U.  S.  telecom  industry  is  already 


slipping.  It's  losing  share  in  long  dis- 
tance and  is  grasping  for  a  way  into 
the  $100  billion  local  business.  Allen's 
best  idea  was  to  attempt  a  massive 
merger  with  SBC  Communications 
Inc.  But  federal  regulators  immedi- 
ately attacked  the  idea,  and  sec 
pulled  the  plug.  "It's  frightening  to 
see  a  company  this  big  shooting 
themselves  in  the  foot  over  and 
over,"  says  Jeffrey  Kagan  of  Kagan 
Telecom  Associates. 

Who  could  run  at&t  now?  In  the 
near  term,  Zeglis  could  fill  in.  He  has 
been  leading  the  company's  efforts  in 
local  calhng,  but  lacks  operational  ex- 
perience. Ehsha  says  when  the  list  of 
CEO  candidates  comes  out,  "John's 
name  will  be  on  it." 

The  board  should  aim  higher.  After 
all,  Zeglis  was  already  passed  over 
twice  for  the  coo  job.  at&t  needs  a 
dynamic  leader  with  the  technical 
savvy  to  push  the  phone  giant  into 
new  markets.  One  long-shot  possibili- 
ty: George  M.  C.  Fisher,  the  chairman 
and  CEO  of  Eastman  Kodak  Co.  The 
formei'  ceo  of  Motorola  is  already  on 
the  AT&T  board  and  has  the  right  re- 
sume. But  Kodak  is  in  the  middle  of  a 
strategic  turnaround.  Still,  at&t 
watchers  point  out  that  Fisher  is  one 
of  the  few  outside  directors  not  on  the 
ceo  search  committee.  "If  he's  not  on 
the  search  committee,  it's  Fisher," 
says  one  former  at&t  exec. 

That  may  be  wishful  thinking.  But 
it's  time  for  at&t  directors  to  wish 
for  something  better — for  the  compa- 
ny and  its  beleaguered  shareholders. 

Elstrom  is  business  week's 
telecommunications  editor. 
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COMMENTARY 

By  Jaraes  C.  Cooper 


IN  THE  NEW  ECONOMY,  THE  OLD  RULES  STILL  LIVE 


These  are  tough 
times  for  tra- 
ditional ini!a- 
tion  theory.  A 
soaring  U.  S.  econ- 
omy, fueled  by  the 
forces  of  globaliza- 
tion and  technolo- 
gy, has  pushed 
joblessness  down 
to  levels  not  seen 
in  decades.  But 
consumer  inflation 
remains  tame,  and 
producer  prices 
are  actually 
falling.  Convinced 
that  the  New  Economy  can  continue 
along  this  course,  investors  have  bid 
the  stock  market  to  new  highs. 

But  there's  a  more  classical  view 
of  the  economy  that  still  should  be 
heeded.  Virtually  all  mainstream 
economists  say  it's  too  early  to  scrap 
economic  theories  that  for  decades 
have  rehably  predicted  inflation.  Ig- 
noring these  basics  is  especially  risky 
in  a  high-flying  financial  climate  that 
is  sensitive  to  Federal  Resei-ve  poli- 
cy decisions. 

INFLATION  AND  JOBS.  First,  a  review 
of  the  Econ  101  lectures  you  may 
have  slept  through.  The  topic: 
Phillips  curve  theoiy  and  the  concept 
of  NAIRU,  a  clunky  acronym  for  "non- 
accelerating-inflation  rate  of  unem- 
ployment." Together,  these  relate 
joblessness  and  inflation — nairii  be- 
ing the  jobless  rate  at  which  inflation 
is  stable.  The  Phillips  cui-ve/NAiRU 
model  suggests  that  inflation  is 
caused  by  excess  demand — demand 
beyond  what  available  workers  and 
machines  can  satisfy.  The  excess  oc- 
curs when  the  jobless  rate  dips  be- 
low NAIRU,  causing  wages  and  infla- 
tion to  accelei-ate.  But  the  process 
doesn't  end  there.  Higher  inflation 
reduces  demand  and  labor  markets 
readjust,  pushing  joblessness  back  to 
the  NAIRU  level.  But  the  inflation 
persists  at  the  higher  le\  el,  partly 
because  people  adjust  to  it. 

Despite  the  cuiTent,  unusual  situa- 
tion of  low  unemployment  and  low 
inflation,  the  old  model  is  alive  and 
well  among  economists — and  at  the 
Fed.  "I  am  a  strong  and  unapologetic 


INFLATION  GAUGE:  Tame  prices  are  boosting  investor  confidence 


proponent  of  the  Phillips  curve  and 
the  NAIRU  concept,"  says  Federal 
Reserve  Governor  Laurence  H.  Mey- 
er. Chairman  Alan  Greenspan,  wann- 
ing to  the  New  Economy,  is  less  en- 
amoi'ed.  But  he  appreciates  the 
model's  solid  track  record. 

The  Phillips/NAIRU  model  has  prac- 
tical limitations.  But  understanding 
those  hmits  doesn't  mean  junking  the 
theory.  The  model  can  still  work,  but 
it's  cmcial  to  peg  the  level  of 
NAIRU — a  moving  target.  Before 
globalization  and  technology  pushed 

PHILLIPS  CURVE  AHEAD 

A  classic  inflaliuN  model  still 
applies  in  the  New  Economy 

MOVING  TARGET  The  link 
between  unemployment  arfd  infla- 
tion remains.  But  the  level  at 
which  dropping  unemployment 
triggers  inflation  may  be  lower 


NAIRU  below  6%  a 
few  years  ago,  the] 
model  had  a  two 
decade  run  as  one 
of  forecasters'  besi 
performing  tools 
Now  NAIRU  may  bj 
even  lower  than 
the  generally  ac- 
cepted range  of 
5^%  to  5M%. 

It  can  take  a 
year  or  more  for 
inflation  to  pick  u; 
after  a  gap  opens 
between  the  unem 
ployment  rate  and 
NAIRU.  That's  why  the  Fed's  experi- 
ment to  test  the  economy's  inflation- 
ary limit  is  dangerous.  The  wider 
the  gap,  the  more  inflation  will 
rise — and  it  will  not  fall  until  the 
jobless  rate  exceeds  nairu.  That  is, 
until  the  Fed  steps  in  to  clamp 
down  on  the  economy,  thus  throwing 
a  lot  of  people  out  of  work. 
ECONOMIC  WINDFALLS.  Another  con 
sideration:  The  Phillips/NAIRU  model 
cannot  reflect  good  economic  luck, 
and  this  U.  S.  business  cycle  has  had 
more  than  its  share:  falhng  oil 
prices,  a  stronger  dollar,  and  weaker 
growth  among  overseas  competitors. 
Also,  a  slowdown  in  benefit  expendi- 
tures has  curbed  labor  costs,  even 
as  wage  growth  has  picked  up — as 
the  model  predicts. 

Right  now,  the  model  does  not 
forecast  any  strong  pickup  in  infla- 
tion. But  for  every  half  point  the 
jobless  rate  stays  below  nairu  for  a 
year,  inflation  will  accelerate  by  a 


f! 


^"^^  - ![   quarter  point.  And  a  stronger  secondt,| 


JUST  WAIT  Inflation  seems  dead 
now.  But  it  can  take  a  long  time, 
a  year  or  more,  for  lower  unem- 
ployment levels  to  translate  into 
faster  inflation. 

GOOD  LUCK  Huge  investments 
in  technology  are  netting  produc- 
tivity increases  and  extending  the 
economic  cycle.  But  the  U.S. 
economy  is  also  enjoying  some 
temporary  windfalls,  ranging  from 
falling  oil  prices  to  slower  growth 
in  benefit  costs. 


half  could  send  the  unemployment 
rate  even  lower.  j 
That's  great — if  you're  seeking  em- 
ployment. But  traditional  inflation 
theory  says  that,  if  the  Fed's  current 
gamble  with  tight  job  markets  fails, 
the  costs  of  excess  demand  now  wall 
be  foregone  output  and  income  later 
on.  Even  in  the  New  Economy,  the 
old  approacli  to  gauging  future  infla- 
tion should  scarcely  be  ignored — it 
should  be  embraced. 

Cooper  is  business  week's  senior 
economist. 
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NKING  ON 

INTON  CONNECTIONS? 

re's  suspicion  that's  just  what  some  community  banks  did 

iiing  Bill  Clinton's  1992  Presiden- 
ual  campaign,  he  and  his  wife, 
Fiillaiy,  promised  to  create  dozens 
mmunity  banks  to  lend  to  small 
lesses  in  economically  deprived  ar- 
Vow,  31  entities  are  about  to  diwy 
)7  million  in  federal  fimds  for  Com- 
ity  Development  Financial  Institu- 
.  The  CDFi  fund,  now  also  a  pet 
ict  of  Ti-easury  Secretary  Robert 
ubin,  is  the  only  Treasiu'y  progi'am 
d  for  a  funding  increase  next  year, 
n  wants  cdfi  to  have  a  $1  billion 
;  al  budget  by  the  year  2000. 
)t  so  fast.  Republicans  on  Capitol 
are  out  to  get  cdfi.  After  a  six- 


month  probe,  Representative  Spencer 
T.  Bachus  III  (R-Ala.),  chairman  of  a 
House  Banking  subcommittee,  says 
there's  reason  to  believe  its  ftrst  round 
of  funds  were  awarded  not  on  merit 
but  on  the  basis  of  political  favoritism — 
namely  connections  to  the  Clintons. 
Now,  Clinton  and  Rubin  are  suddenly 
scrambling  to  protect  cdfi  funds  for  the 
fiscal  yeai"  beginning  in  October.  On  July 
15,  a  Senate  appropriations  panel  delet- 
ed the  $125  million  Congi-ess  had  bud- 
geted. Bachus  and  other  House  Repub- 
hcans  also  want  to  trim  the  cdfi  fund. 

Allegations  of  links  between  the  CUn- 
tons  and  cdfi  grantees  have  been  sur- 


HIGH-POWERED  BACKERS: 

HiUanj  Clinton  and  Rubin 

facing  for  months.  But  now 
it  appears  that  the  Clintons' 
ties  to  several  gi'ant  recipi- 
ents are  more  extensive  than 
previously  known.  Further- 
more, four  of  the  cdfis  are 
so  closely  linked  to  one  an- 
other that  Bachus  and  other 
critics  say  that  T^-easmy  may 
have  violated  a  $5  million- 
per-institution  hmit  on  cdfi 
grants.  And  the  House  probe 
has  uncovered  evidence  that 
Ti-easury  officials  prepared 
misleading  documents  after 
the  fact  to  support  funding 
decisions. 

A  White  House  spokes- 
man says  that  neither  the 
President  nor  Mrs.  Clinton 
had  any  contact  with  the 
Ti'easuiy  officials  overseeing 
the  cdfi  progi'am.  But  Bachus  charges 
cdfi  officials  with  "a  calculated  effort 
to  mislead  Congress."  Rubin,  in  a  July 
15  letter  to  lawmakers,  says  Ti'easury 
is  taking  steps  to  correct  problems  in 
the  cdfi  program,  but  he  is  convinced 
that  award  decisions  were  based  "sole- 
ly on  merit." 

TANGLED  WEB.  Community  develop- 
ment banks,  which  exist  in  almost 
every  state,  started  with  Chicago's 
Shorebank  Corp.  It  was  founded  in 
1973  to  lend  money  for  housing  reha- 
bilitation on  Chicago's  South  Side.  In 
1986,  the  Clintons  helped  create 
Ai'kansas'  Southern  Development  Ban- 
corporation.  Shorebank  Senior  Vice- 
President  Jan  Piercy,  a  college  room- 
mate of  Hillary  Clinton,  helped 
establish  Southern  Development.  Pier- 
cy is  no  longer  at  Shorebank.  But  the 
Clintons  maintain  ties  to  several  Shore- 
bank  officers  and  directors,  who  also 
have  ties  to  three  other  CDFis  that  got 
federal  funds.  In  addition,  the  Clintons 
have  numerous  links  to  a  fifth  bank 
that  also  received  a  gi'ant.  All  told,  $13 


WFULLY  CHUMMY 


Of  268  institutions  seeking  $37  million  in  federal  development-bank  funds,  five  with 
ties  to  Bill  and  Hillary  Clinton  will  receive  one-third,  They  are: 


IREBANK  CORP.,  Chicago,  III.  It  was  often  cited  by 
nton  during  the  '92  campaign  as  a  model  communi- 
development  bank.  A  college  roommate  of  Hillary 
nton  is  a  former  senior  vice-president. 

ITHERN  DEVELOPMENT  BANCORPORATION,  Arkadelphia,  Ark. 
lary  Clinton  was  an  early  board  member  and  served  on 
Jthern's  board  until  1992.  Her  law  firm  was 
Jthern's  main  outside  counsel. 

JGLASS  BANCORPORATION,  Kansas  City,  Kan.  and 
jisville  Development  Bancorporation  Inc.,  Louisville, 


Ky.  Part  of  a  system  of  banks  with  ties  to  Shorebank, 
which  helped  prepare  their  applications.  Memos  support- 
ing Treasury's  July,  1996,  awards  to  Shorebank, 
Douglass,  Louisville,  and  Southern  appeared  m  files  in 
April,  1997,  on  the  eve  of  a  congressional  review. 

ENTERPRISE  CORPORATION  OF  THE  DELTA,  Jackson,  Miss. 
Both  Bill  and  Hillary  Clinton  helped  set  up  Enterprise's 
parent,  Foundation  of  the  Mid  South,  in  1992.  Hillary 
was  a  director  of  Mid  South.  President  Clinton  forwarded 
a  letter  to  Treasury  Secretary  Robert  Rubin  describing 
Enterprise's  success. 
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million,  or  more  than  one-third  of  the 
$37  million  awarded  so  far,  went  to 
these  five. 

Bachus  is  looking  at  those  connections 
and  at  a  cuiious  papei-  trail.  When  the 
House  investigators  looked  into  Trea- 
sury files  on  the  cdfi  progi'am  in  April, 
there  were  no  memos  evaluating  the 
merits  of  awards  to  four  of  the  five  Clin- 
ton-connected institutions — Shorebank 
and  its  thi*ee  progeny — which  got  $11 
million.  Two  weeks  later,  however,  aides 
found  undated  evaluation  memos  justify- 
ing the  grants.  According  to  a  letter 
ft'om  House  Banking  Committee  mem- 
bers, the  memos  were  written  by  Steve 
Rohde,  deputy  director  of  the  (^dfi  Fund. 

Tr-easury  Inspector-  General  Valerie 
Lau,  in  an  unflattering  July  1 1  report  to 
Congi'ess  that  was  quoted  in  the  law- 
makers' letter;  says  Treasury  staff 
wor-ked  thi'ough  the  night  prior  to 
the  second  visit  to  prepare  the 
memos  and  ignored  legal  advice  to 
date  them.  A  Tr-easury  spokesman 
says  the  undated  memos  were  not 
meant  to  mislead,  and  that  funding  deci- 
sions were  based  on  a  r-igor-ous  review. 
CRONYISM  AT  WORK.  But  House  Re- 
publicans see  cronyism  at  work.  Take 
Jackson  (Miss.)-based  Enterprise  Cor- 
poration of  the  Delta,  which  r-eceived 
$2  million  fr-om  Tr'easiuy.  Enterpr-ise  is  a 
subsidiar-y  of  the  Foundation  of  the  Mid 
South,  on  whose  board  Hillar-y  Clinton 
once  sat.  George  Surgeon,  until  recently 
an  Enterprise  board  member-,  also  was 
president  of  Souther-n  Development,  a 
bank  on  whose  board  Mr-s.  Clinton  had 
ser'ved.  Surgeon  could  not  be  reached 
for  comment. 

Enterprise's  application  was  deemed 
"risky"  by  a  Tr-easur-y  aide,  but  r-ecom- 
mended  for  further-  funding.  The  gr-ant 
surpr-ised  other  applicants  who  wer-e 
r-ejected  because  they  were  start 
ups.  Enter-pr-ise's  CEO,  William  J. 
Bynum,  says  charges  of  favoritism 
are  "completely  unfounded." 

Meanwhile,  House  staffers  ar-e  looking 
into  whether  Tr-easury  violated  the  $5 
milhon  cap.  One  focus:  Chicago's  Shore- 
bank,  which  helped  pr-epar-e  the  ajjpli- 
cations  of  Douglass  Bancorpor-ation  and 
Louisville  Development  Bancor-jjor-ation 
Inc.  It  also  gets  a  por-tion  of  Douglass' 
CDFI  award  as  well  as  those  of  several 
other  banks  to  which  it  consulted.  Some 
lawmakers  believe  the  institutions  are 
legally  tied.  A  Treasur-y  spokesman  says 
that  unless  Shor-ebank  owns  25%  of  the 
others'  stock,  which  it  does  not,  the 
funding  cap  is  not  br-eached.  Technically 
true,  but  Republicans  are  out  to  pr-ove  a 
pubhc  tr-ust  has  been  breached. 

By  Paula  Dwyer  in  Washington 


MARKETING 


A  COZY  DEAL 
AT  BENETTON? 

Publicly  owned  Benetton 
buys  the  family's  sports  outfit 

The  four  Benetton  sibUngs  personify 
family  entrepreneur-ship,  ItaJian-style. 
In  less  than  20  year-s,  they  have 
turned  a  small  wool-dyeing  operation 
into  the  Benetton  Group,  one  of  the 
wor'ld's  premier-  clothing  brands.  With 
more  than  7,000  outlets  in  120  countries 


and  $l..s  Inllion  in  sales,  Benetton  has 
brought  r-iches  to  its  founding  family  and 
has  become  the  emblem  of  northeaster-n 
Italy's  rebir-th  as  one  of  the  wealthiest 
comers  of  Europe. 

On  July  15,  however;  the  Benettons 
struck  a  deal  that,  some  obser'vers  say, 
may  take  family  entrepreneurship  too 
far  Tlie  j^ublicly  tr-aded  Benetton  Group, 
in  which  the  family  has  a  72%  stake  and 
which  controls  the  core  clothing  busi- 
ness, announced  plans  to  pay  $.330  million 
in  cash  for  Benetton  Sport.system,  a  grab 
bag  of  sports  equipment  outfits  including 
such  well-known  names  as  Roller-blade, 
Prince  tennis  rackets,  and  Nordica  ski 


boots.  All  are  strong  brands,  and 
deal  will  increase  Benetton  Group  s 
by  50%  in  one  fell  swoop. 

The  problem  is,  the  seller  is  niun' 
er  than  the  Benetton  family  itse!: 
that  has  some  Italian  banker-s  woiidc 
if  the  tr-ansaction  isn't  designed  m;iiiil 
reduce  debt  at  the  family's  Edizione  h 
ing  company — the  seller  of  Sportsyst 
"The  deal  boils  down  to  using  Benel 
Group  cash  to  cover  the  debt  upstai 
says  one  Milan-based  investment  ban 
In  recent  years,  Edizione  has  jum 
into  super-markets,  r-eal  estate,  fast  fi 
and  ventur-e  capital,  leaving  the  holi 
company  highly  leveraged. 
SAVVY  OR  SELF-SERVING?  On  the  ot 
hand,  debt-ft-ee  Benetton  Group,  wl 
ear-ned  $145  million  last  year,  is  awas 
cash.  The  stock  market  seems  to  tl 
Benetton  could  have  done  something 
ter  with  it:  The  company's  American 
positary  receipts  fell  6.2%  to  $30.25. 
But  Luciano  Benetton,  the  ok 
br-other  and  chau-man  of  the  gr( 
says  the  sale  makes  perfect  se 
He  says  the  buyout  is  at  a 
price,  and  the  proposed  deal 
^i-.  \  received  a  faii-ness  opinion  fi 
four  investment  banks:  Mi 
based  imi  sigeco,  Saloi 
Brothers,  SBC  Warbi 
and  Morgan  Stanley. 

Mor'eover,  says  Benr 
ton,  the  deal  will  pay 
because  of  synergies 
tween  apparel  and  spo' 
equipment.    "You  t; 
Benetton's  power,  its  ■ 
tr-emely  efficient  sourc;, 
and  distribution,  and  3 
knowledge  of  world  m- 
kets,  and  you  apply  tit 
to  brands  like  Nordica,  and  >i 
can  develop  a  sports  clotht? 
br-and  as  well  as  a  spo 
br-and,"  says  Keith  Wills,  rei 
analyst  at  Goldman,  Sachs  &  ( 
in  London. 
The  Benettons  are  ah-eady  expe- 
menting  with  merchandising  ski  bo(i 
and  clothes  together.  At  the  flagsl) 
Manhattan  store,  appar-el  is  on  the  ma 
floor-  and  sports  equipment  upstairs. 
Eur-ope,  the  group  is  planning  to  lauri 
Play  life  stor-es  to  sell  sports  equipmf; 
and  sports  clothing. 

So,  is  the  deal  a  powerful  marketi 
move  or  an  asset  shuffle?  It's  too  early 
say.  If  the  Benettons  boost  sharehold 
value  with  the  deal,  the  stock  mark(i 
will  applaud.  But  they  could  have  sor 
exjilaining  to  do  if  they  can't  make  spoi; 
and  clothing  into  a  comfortable  fit 

By  John  Rossant  in  Rome,  with  Li 
Bongiomo  in  New  York 


SPORTS  MUSCLE 

Benetton  plans  to 
power  its 
equipment  sales 
with  its  massive 
distribution  system 
for  apparel 
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This  lamp  ballast  microchip 
homSGS-JHOMSON 
Microelectronics  is  helping  to 
bring  a  revolutionary  new 
light  bulb  to  life.  A  bulb  so 
efficmtit  uses  4  to  5  times 
less  energy  and  lasts  ten 
times  longer  than  a  standard 
incandescent  bulb. 

Consumer  Electronics. 
Automobiles.  Computers.  Tele- 
communications. Kit  works  with 
microelectronics,  SGS-THOMSON 
is  bringing  it  to  life. 
VisH  us  at  http://www.st.com 
or  fax  617-259-9442. 

-"  •   ,  . 


The  SGS-THOMSOfi  Microeleclronks 
Group  is  Bringing  Microelectronics  To 
Life  throughout  the  world:  Australia, 
Brazil,  Canada,  China,  France, 
Germany,  Hong  Kong,  Italy,  Japan, 
Korea,  Malaysia,  Malta,  Morocco,  The 
Netherlands,  Singapore,  Spain, 
Sweden,  Switzerland  Taiwan,  Thailand, 
United  Kin^om,  U.S.A. 


I  / 


SGS-THOMSON 


Srii^iijlkiAlnmloljie 


Our  lamp  ballast  technology 
helped  so  many  energy- 
conscious  consumers  see  the 
light  that  SGS-mmON 
earned  a  47%  share  *  of  the 
electronic  lamp  market.  And 
it's  only  one  of  many  bright 
ideas  that  lit  the  way  to  record 
revenues  and  profits  in  1996. 

*Sourte:  SGS-THOMSON  Microelectronics 


©1997  SGS-THOMSON  Microelectronits. 
All  rights  reserved. 


News:  Analysis  &  Commentary 


SPORTS  BUSINESS 


BIG  DRAW:  The 

new  botj  is 
selling  tickets 


GREAT  PITCHER?  MAYBE. 
GREAT  MARKETING?  FOR  SURE 

The  buildup  for  Yankee  flamethrower  Irabu  is  phenomenal 

Love  George  Stein- 
brenner  or  loathe 
him,  you've  got  to 
say  this   for  the 
New    York  Yan- 
kees' principal 
owner:  He  knows 
hype.  Hideki 
Irabu's  ultimate 
value  to  the  Yan- 
kees  will  depend 
on  how  well  the 
Japanese  hurler 
performs    on  the 
field.  But  Irabu  already  has  generated 
such  e.xtraordinary  fan  and  media  in- 
terest that  Steinbrenner's  decision  to 
sign  an  unproven,  out-of-shape  foreign 
import  to  a  $12.8  million  contract  looks 
shrewder  with  every  passing  day. 

"Irabu  has  come  into  baseball  with  a 
bigger  buildup  than  anyone  I  can  re- 
member," says  Steven  V.  Raab,  director 
of  special  markets  for  Starter  Sports- 
wear Inc.,  which  is  selling  Irabu  T-shirts 
as  fast  as  it  can  make  them.  That  in- 
cludes Hideo  Nomo — the  Japanese 
pitcher  who  became  an  international 
star  and  merchandising  gold  mine  after 
joining  the  Los  Angeles  Dodgers  in 
1995.  "The  marketing  opportunities  that 
we  see  with  Irabu  are  tremendous," 
says  Derek  Schiller,  the  team's  vice- 
president  for  business  development. 
THROWING  SMOKE.  Nomo  had  the  ad- 
vantage of  novelty,  being  the  first 
Japanese  to  pitch  in  the  major  leagues 
since  the  mid-1960s.  And  both  he  and 
Irabu  enjoy  the  glamoui'  of  being  strike- 
out pitchers.  But  where  Nomo,  28,  relies 
on  his  guile  and  a  wicked  curveball, 
Irabu,  also  28,  is  a  flamethrower  in  the 
classically  American,  crowd-pleasing 
mold  of  a  Roger  Clemens.  And  the  fact 
that  Irabu  is  pitching  for  the  most  fa- 
bled franchise  in  professional  sports  "is 
the  No.  1  reason  there's  more  hype 
around  him,"  says  Faust  E.  Capobianco 
IV,  director  of  licensing  for  Majestic 
Athletic  Wear  Ltd. 

Another  difference:  Nomo  only  be- 
gan attracting  outsize  notice  after  he 
actually  took  the  mound  in  Los  Angeles. 
Irabu  arrived  in  New  York  atop  a 
tsunami  of  transpacific  controversy.  His 
team  in  Japan  had  an  agreement  with 


ALL  IN  A  DAY  S  WORK 

Irabu's  hot  July  10  debut 


YANKEE  STADIUM  TAKE 


30,000  extra  tickets  sold  at  an 
average  of  $15  a  ticket  $450,000 

Extra  food  and  drink  sales 
(at  average  of  $10  per)  300,000 

Irabu  T-shirt  sales  80,000 

Total  $830,000 


TV  TAKE 


New  York  area  19%  share 

^752,000  households) 


Japan 


17.2%  share 

( 6  million  households)* 


PERSONAL  TAKE 


Irabu's  $3  million  salary  for  half  a 
season  breaks  down  to  $200,000 
per  start.  Massive  endorsement 
deals  should  also  follow. 

*For  a  50-mmute  edited  version  of  game  coverage  aired  at 
3:10  p.  m.  The  program  was  rebroadcast  at  12:30  a.  m.  and 
drew  a  15.1%  share.  These  figures  do  not  include  NHK's  hve 
satellite  broadcast,  available  to  10  million  viewers. 

DATA:  NEW  YORK  YANKEES,  WPIX,  NHK 


the  San  Diego  Padres  that  gavelif 
Pach-es  U.  S.  rights  to  the  pitcher.  Ii'r 
scandalized  Japanese  fans  by  refu 
to  sign  with  the  Padres  and  thi-eate; 
to  sit  out  the  1997  season  unless  he 
allowed  to  negotiate  with  the  Yank 
Once  Ii'abu  got  his  way,  Stetnbrei 
rose  to  the  promotional  occasion, 
lauded  Irabu's  pursuit  of  Yankee 
stripes  as  an  act  of  valor:  "This  yo 
man  said,  T  only  want  to  pitci 
New  York.'  He  stood  up  to  a  wi 
nation."  On  May  30,  Irabu  sig 
a  four-year  pact  that  ranks  as 
richest  contract  ever  given  a  pit 
without  so  much  as  an  inning  of  | 
fessional  baseball  experience 
America. 

"The  Orient  Express,"  as 
New  York  tabloids  dubbed  him, 
fat  $8.5  million  signing  bo 
payable  over  three  years  and  an 
nu'al  salai-y  starting  at  $200,000 
rising  to  $2  million  in  2001.  (N< 
had  signed  for  a  $2  million  bonus 
the  major  league  minimum  salarA 
$109,000.)  While  the  240-pound  Ir,. 
was  pitching  himself  into  shape  in  ke 
minors,  highlights  of  his  every  sr 
were  broadcast  not  only  on  local  > 
York  stations  but  also  on  espn  and  ai- 
er  national  cable  networks. 
FULL  COUCHES.  In  his  July  10  mnv 
league  debut,  Irabu  lived  up  to  the  hw 
before  a  near-sellout  crowd  of  51,! 
exceeding  the  usual  draw  by  perh 
30,000.  The  added  gate  and  concess 
stand  revenue  amounted  to  nearly  ( 
thii'd  of  the  $3  million  the  Yankees  i 
Irabu  for  1997  (table).  The  game  also 
tracted  a  huge  television  audienct 
New  York  City  and  Japan,  where 
broadcast  was  carried  by  nhk,  e 
Japanese  equivalent  of  the  bbc.  W  e 
sales  of  Irabu  T-shirts  and  warmp 
jackets  are  concentrated  in  these  S£  ,e 
markets,  suppliers  also  report  stror 
orders  from  Hawaii  and  mainland  I 
cities  with  large  Japanese-Ameri 
populations,  notably  Los  Angeles  ■ 
Seattle. 

If  Irabu-mania  is  to  endure,  je 
Japanese  pitching  sensation  will  h;- 
to  show  that  his  talent  matches 
celebrity.  "Nomo-mania"  steadily  gi 
through  1995  and  1996  on  the  stren 
of  Nomo's  consistently  superb  pitchiL'. 
On  July  15,  Irabu  turned  in  a  medio'p 
second  start.  Nonetheless,  nhk  will  j. 
Irabu  every  chance  to  eclipse  Noi 
Its  officials  have  decided  that  if  Irk 
and  Nomo  happen  to  be  pitching  sinl- 
taneously,  the  network  will  show  Ir;u 
and  the  Yankees  live  and  relegate  Nc^ 
to  tape-delayed  broadcast. 

By  Anthony  Bianco  in  New  Y' 
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EXPERIENCE  THE  ULTIMATE  IN  POWER,  PERFORMANCE  AND  CONTRC 

(RADIO  NOT  INCLUDED),  imagine  your  whole  company  as  responsive  as  a  high-performance  automob' 
That's  the  advantage  of  Tivoli  enterprise  systems  management  software.  Tivoli  gives  you  the  power  to  manage  all  ycr 
systems,  networks  and  applications  from  a  central  point.  So  you  can  roll  out  new  apps,  configure  desktops  and  maint 


i 


The  Power  to  Manage.  Anything.  Anywhere. 


resources  —  all  through  one  truly  open,  highly  scalable  technology  that  works  across  diverse  platforms.  Over  350 
-dware  and  software  vendors  work  with  us.  Which  gives  you  more  "best  of  class"  choices  now,  and  down  the  road, 
ink  about  it. Technology  choices  from  350  vendors.  Single-point  control  by  Tivoli.  Worldwide  support  from  IBM.  All 
rking  together  to  give  you  the  power  to  manage  anything.  Anywhere.  Visit  www.tivoli.com.  Or  call  1  800  2TIV0LI. 


Tivoli  Systems  Inc.  www.tivoli.com 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


in  SHOWS  HILTON 
THE  DOOR  

ITT  CHAIRMAN  RAND  ARASKCXJ 

appeal's  to  have  successfully 
fended  off  Hilton  Hotels'  $10.5 
billion  bid  for  his  conglomer- 
ate by  moving  on  July  16  to 
split  ITT  into  tlu'ee  public  com- 
panies. Hilton  President  and 
CEO  Stephen  BoUenbach  blast- 
ed the  plan.  But  iTT's  share 
price  jumped  6.9%  on  the 
news,  and  many  analysts 
tliink  Hilton's  only  option  now 
is  to  raise  its  bid  from  $55  a 
share  to  more  than  $70.  Un- 
der the  plan,  itt  would  be- 
come three  sepai-ate  entities — 
itt  Destinations,  including 
Sheraton  Hotels  and  Caesars 
World  casinos;  itt  Education- 
al Services,  which  operates 
technical  schools;  and  ITT 
Corp.,  holding  the  telephone- 


CLOSING  BELL 


SMILE 


America  hasn't  tried  Colgate- 
Palmolive's  Total  yet,  but  Wall 
Street  likes  it  already.  After 
the  FDAonJuly  14  0.K.'d  mar- 
keting the  toothpaste  in  the 
U.S.  as  the  only  one  that  can 
fight  gum  disease,  Colgate's 
stock  soared  more  than  $4, 
closing  at  73X.  "It's  bad  news 
for  Procter  &  Gamble,"  says 
PaineWebber  analyst  Andrew 
Shore.  P&G,  which  has  27%  of 
the  $1.5  billion  U.S.  market 
compared  with  Colgate's  20%, 
will  fight  back  with  Crest  Mul- 
tiCare.  Analysts  expect  Total  to 
add  $4  a  share  to  Colgate's 
earnings  by  1999. 


COLGATE-PALMOLIVE 
STOCK  PRICE 
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directory  pubUshing  business. 
The  new  companies  will  be 
structured  to  make  hostile 
bids  next  to  impossible. 

WILL  CAMPBELL 
CLEAR  ITS  PANTRY? 

DALE   MORRISON   IS  MOVING 

mm-mm  fast  at  Campbell 
Soup.  Morrison  was  just 
picked  to  succeed  David 
Johnson  as  ceo  on  June  30. 
Two  weeks  later,  Campbell 
said  it  might  divest  business- 
es with  sales  totaling  $1.4  bil- 
lion. While  the  company 
wouldn't  say  which  assets  it 
might  shed,  Prudential  Secu- 
rities analyst  John  McMillin 
figures  the  frozen-food  busi- 
ness and  Vlasic  pickle  line 
could  be  on  the  block.  Morri- 
son also  needs  to  boost  rev- 
enue gi'owth.  He  did  manage 
to  turn  around  Cainj)beirs 
Pepperidge  Farm  unit  before 
being  named  ceo. 

REYNOLDS  MAY  CAN 
ITS  CAN  BUSINESS 

NO    CAN    do:  REYNOLDS 

metals  is  considering  a  sale  of 
its  $1  bilhon  can  division.  The 
sale  would  remove  the  com- 
pany from  a  brutal  market. 
While  Reynolds  and  arclirival 
Alcoa  stole  the  beverage-can 
business  from  steel  in  the 
1970s,  they're  now  running 
into  a  tough  new  rival.  Plastic 
bottles,  especially  the  new  20- 
ounce  models,  are  a  big  hit 
with  consumers.  Although 
more  costly  for  beverage  mak- 
ers than  aluminum,  the  plastic 
battles  have  encouraged  con- 
sumers to  buy  larger  contain- 
ers— and  more  sodas,  accord- 
ing to  Coke.  And  that  puts  a 
big  dent  in  the  prospects  for 
aluminum  cans. 


BITTER  AFTERTASTE 
OF  A  SUGAR  DEAL 

A  su(_;ar  dynasty  is  extend- 
ing  its  reach  from  fields  to 
sugar  bowls.  Florida  Crys- 


HEADLINER:  ALEX  TROTMAN 


IN  THE  PASSING  LANE 


Alex  Trotman  is  sitting 
pretty.  Ford's  second-cjuar- 
ter  profit  of  $2.5  billion  was 
an  industry  record  and 
well  ahead  of  rival 
General  Motors' 
$2.1  bilUon.  Now, 
the  Foi'd  chaii'- 
man  says  his 
company,  the 
world's  No.  2  cai- 
makei-  since  1932, 
could  even  jjull 
ahead  of  gm.  "Our  goal 
is  to  be  the  best  automotive 
company  in  the  world,  and 
that  may  result  in  us  being 
the  biggest,"  he  told 
business  week  on  July  16. 

In  June,  Ford  came  with- 
in a  few  car  lengths  of 
overtaking  gm.  gm's  U.  S. 
market  share  tumbled  four 
points,  to  28.4%  in  the 
quarter,  while  Ford's 


surged  more  than  two  \ 
points,  to  26.9%.  gm  cfo  J., 
Michael  Losh  blames  its 
shai'e  loss  on  lengthy  \ 
strikes  and  pledges 
his  company's 
market  share 
Hfp'<       will  top  31%  bj 
yearend. 

Ford  has 
stalled  before. 
"""^  ,-.  \    set  a  profit 
■        recoi'd  in  second- 
quarter  '96,  then  tur 
bled  in  the  fall,  leaving  it 
with  Detroit's  worst  profife 
in  '96.  Analysts  expect  a 
second-half  squeeze  this 
year,  too.  But  Trotman 
vows  to  cut  incentives  to 
buoy  margins.  "We  have  a 
gi'een  flag  flying,  and  we'ri 
going  around  the  track  in 
fine  fashion,"  he  boasts.  \ 
By  Keith  Naughto 


tals,  the  sugar-producing  sub- 
sidiary of  Flo-Sun,  the  pri- 
vate holding  company  owned 
by  the  Fanjul  family,  said  on 
July  15  that  it  plans  to  merge 
with  Savannah  Foods  &  In- 
dustries, a  refiner  and  dis- 
tributor of  sugar,  including 
the  Dixie  Crystals  line.  The 
combined  company  wiW  have 
revenues  of  approximately 
$1.5  biUion,  and  Alfonso  Fan- 
jul will  become  chairman  and 
chief  executive  officer.  Sa- 
vannah's shares  dropped 
$0.88,  to  $14.88,  as  some  in- 
vestors signaled  unhappiness 
that  the  terms  are  too  sweet 
to  the  Fanjuls. 

SMOOTHING  THE  WAY 
FOR  EPILEPTICS 

it's  a  MILESTONE  IN  EPILEPSY 
treatment.  On  July  16,  the 
Food  &  Drug  Administration 
approved  the  first  new  thei'a- 
py  in  100  years  for  the  esti- 
mated 2.5  million  Americans 
who  suffer  from  epilepsy.  De- 


veloper Cyberonics  in  W<- 
ster,  Tex.,  sells  a  tiny,  b 
tery-powered,  pacemaker-L 
implant  for  $9,000.  Via  el- 
trodes  attached  to  a  nerve  i 
the  neck,  the  device  sen 
regular  electrical  signals  i 
the  brain  that  redu' 
seizures.  In  patients  who  d 
not  respond  to  drug  the)- 
pies,  the  Cyberonics  dev;- 
reduced  by  half  the  numl 
of  seizures  in  some  45%  .1 
patients  tested,  says  Ch|' 
Executive  Officer  Robe 
Cummins. 

ETCETERA...  

a  Clinton  will  extend  t 
provisions  of  the  Helms-Bi 
ton  Act  for  six  more  montl. 
m  Microsoft  passed  Coc 
Cola  to  become  the  secon 
most  valuable  company. 

■  The  Feds  executed  36  criv 
inal  search  warrants  agair 
Columbia/HCA  Healthcare. 

■  LTV  closed  its  last  Pitt 
burgh-based  steelmakii 
operation. 
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Washington  Outlook 


E  TED  BY  OWEN  ULLMANN 


I OW  DONORGATE  IS  KEEPING 
HE  DEMOCRATS  IN  DEBT 


J  _'hen  President  Clinton  tapped  two  business-savvy  pols 
to  iTin  the  Democratic  National  Committee  last  wintei; 
they  developed  an  ambitious  plan  to  save  the  scandal- 
red  pai'ty  from  financial  min.  But  instead  of  navigating  an 
style  turnaround,  dnc  General  Chairman  Roy  Romer 
National  Chairman  Steven  Grossman  seem  more  like 
helmsmen  at  a  listing  Apple  Computer, 
he  problem:  Donorgate  hearings  and  criminal  probes  into 
paign  abuses  are  spooking  givers  and  running  up  legal 
.  So  vrith  the  party  still  $15  million  in 
;,  Romer — who  also  is  Colorado's  gover- 
— and  Grossman  have  developed  a  new 
ue  plan.  It  calls  for  squeezing  costs  and 
easing  revenues  through  fund-raisers, 
•ct  mail,  and  such  marketing  tools  as 
lity  credit  cards. 

LITICALLY  NAKED."  If  this  effort  fails, 
nocrats  could  be  in  desperate  straits  in 
i  as  they  compete  with  well-financed  Re- 
licans.  After  that,  Vice-President  Al  Gore 
)unting  on  a  smoothly  fimctioning  dnc  to 
ase  his  way  into  the  White  House  in 
).  "If  they  can't  dig  out,  we're  going  to 
politically  naked  going  into  '98  and  be- 
d,"  frets  a  veteran  Democratic  campaign 
lager 

Jut  digging  out  is  proving  difficult.  In 
first  six  months  of  this  year,  the  dnc  raised  $19.4  million. 
■  Republican  National  Committee,  with  only  $4  million  in 
t,  pulled  in  $24.6  million  during  the  same  period. 
Some  Democratic  fund-raisers  are  frustrated  at  the  re- 
ase  they  have  been  receiving.  "People  are  afraid  of  getting 
ned — or  subpoenaed — even  if  they  did  nothing  wrong," 
s  one  money-chaser.  In  addition,  many  liberal  givers,  no- 
ly  the  entertainment  elite,  have  become  aUenated  by  the 
issant  big-buck  campaigns.  That's  why  the  Hollywood 
men's  Political  Caucus  disbanded,  for  example. 


CAPITAL  WRAPUP 


In  addition,  a  number  of  coiporate  donors  who  have  played 
both  sides  of  the  giving  street  are  reluctant  to  anger  their 
friends  in  the  gop  Congi'ess  by  donating  to  the  Dems  again. 
And  some  Dem  loyalists  are  focusing  on  the  party's  separate 
congressional  and  senatorial  committees — rather  than  the 
DNC — because  they  want  their  money  to  pay  for  campaigns, 
not  defray  lawyers'  bills  and  improper-donation  refunds. 
PRIVATE-SECTOR  PARALLELS.  Grossman,  president  of  Massa- 
chusetts Envelope  Co.,  is  keenly  aware  of  the  pressures  on 
him.  In  meetings  with  donors,  fund-raisers, 
and  local  party  officials,  he  explains  that  he 
can  trim  the  dnc  budget  by  $5  million 
through  such  savings  as  reduced  payments 
to  consultants  and  pooling  of  state-party 
business  to  win  volume  discounts  for  direct 
mail,  phone  banks,  and  other  services.  To 
ratchet  up  income.  President  Clinton  has 
agreed  to  participate  in  eight  dnc  events 
this  year,  and  Gore  has  committed  to  a 
dozen.  Grossman  insists  that  it  will  only  re- 
quii'e  15%  of  the  committee's  projected  1997- 
98  revenues  of  $100  million  to  eliminate  the 
mountain  of  debt  by  his  target  date  of  De- 
cember, 1998.  "Roy  and  I  have  got  our  situ- 
ation well  in  hand,"  he  says. 

Perhaps  they  do.  Democratic  business 
execs  such  as  Sybase  Inc.  ceo  Mitchell  E. 
Kertzman  see  private-sector  parallels  in  their  party's  slower- 
than-expected  revival.  "It's  a  classic  corporate  turnaround 
situation,"  says  Kertzman,  a  Grossman  friend.  "Things  are 
usually  more  broken  than  they  appeal'  on  the  siuface  and  usu- 
ally take  a  lot  longer  than  you  think  to  fix." 

Unfortunately,  the  paity  doesn't  have  the  luxury  of  time.  If 
it  lacks  the  dough  to  sell  its  message  to  voters  in  '98,  the  dnc, 
like  Apple  Computer,  could  face  the  prospect  of  a  reduced 
market  share. 

Bji  Richard  S.  Din) ham 


fHAT  CHINA  POLICY? 

U.  S.  foreign-policy  hands  ai'e  fret- 
ag  that  the  Clintonites  have  allowed 
hina  policy  to  vvither  because  of  the 
onorgate  scandal.  Critics  say  there 
IS  been  a  fall-off  in  senior-  and  work- 
g-level  exchanges  with  Beijing,  and 
ilks  over  China's  entry  into  the 
■orld  Ti-ade  Organization  have  lan- 
jished.  As  a  result,  some  China  ex- 
erts say  that  President  Clinton  and 
hinese  President  Jiang  Zemin  may 
ave  little  to  talk  about  when  the  two 
leet  in  Washington  this  fall. 


RAILING  OVER  A  CLINTON  PICK     A  BAD  EXPERIMENT? 


►  To  please  the  Congi'essional  Black 
Caucus,  President  Chnton  may  name  a 
cousin  of  caucus  member  James  E. 
Clybum  (D-S.  C.)  to  the  Sm-face  Trans- 
portation Board,  which  reviews  railroad 
mergers.  William  Clyburn,  31,  an  aide 
to  Senator  Charles  S.  Robb  (D-Va.)  is  in 
Une  for  the  $115,700-a-year  job.  But  top 
senatoi's,  such  as  Majority  Leader  Trent 
Lott  (R-Miss.)  and  Minority  Leader 
Thomas  A.  Daschle  (D-S.  D.),  ai-e  angry. 
Their  choice:  Clyde  J.  Hart  Jr.,  the  top 
Commerce  Committee  raih-oad  staffer. 


►  Industiy,  academe,  and  even  govern- 
ment scientists  want  to  put  the  kibosh 
on  an  Environmental  Protection 
Agency  proposal  to  regulate  air  emis- 
sions fi"om  research  and  development 
labs.  "Tliis  is  the  dumbest  idea  in 
awhile,"  huffs  Intel  Corp.  lobbyist  Tim- 
othy Mohin.  The  fear:  Forcing  labs  to 
comply  with  rigid  standards  on  pollu- 
tants would  stifle  innovation,  especially 
when  few  labs  would  be  major  pol- 
luters. The  EPA  contends  that  the  Clean 
Air  Act  requires  it  to  regulate  labs. 
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1  means  more 


More  rigorous  investment  management 
aimed  at  superior  returns  over  time 


p  r  i  I-  a  t  I-    el  i  c  ti  t  s    •     (J  c  J  i  n  e  d    l>  r  n  e  J  it    •     (/  <>  f  i  n  c  d    c  o  n  I  r  i  h  ii  I  i  o  ti  • 


1  consistent  performance 


J.P.Morgan  Investment  has  earned  the  trust  of  institutional  and  individual  clients 
worldv/ide  by  adhering  to  a  strategy  of  delivering  consistent  returns  over  time. 
Our  approach?  A  proven  investment  process,  a  fiduciary  mind-set,  and  more. 

More  commitment  to  capturing  nevv'  opportunities  and  developing  nev^  strategies 
across  asset  classes,  instruments,  and  currencies.  More  proprietary  research  -  and 
more  analysts  around  the  world  -  to  provide  our  clients  with  a  real  information 
advantage.  And  more  ability  to  make  risks  visible,  understandable,  and  manageable. 

So  it's  no  wonder  thot  J.P.  Morgan  Investment  is  the  only  asset  manager  ranked  in 
the  top  10  of  every  category  in  Pensions  &  Investments'  annual  U.S.  pension  fund 
survey.  Or  that  our  investment  expertise  extends  to  virtually  every  market  around  the 
world.  All  of  which  confirms  what  so  many  investors  already  know  -  for  consistent 
performance  over  time,  Morgan  means  more. 


JPMorgan 


-advisory    m    Jinancial    advisors     •    endowments    and   J  o  u  n  d  a  t  i  o  n  s 

©1997  J  P  Morgan  &  Co  incotporated  J  P  Morgan    ihe  marketing  name  lor  J  P  Morgan  &  Co  incorporated,  J  P  Morgan  Invf'Slmeni  Management  Inc .  and  other  subsidiaries  worldwide 


toternational  Business 


GERMANY 


THE  GERMAN  WORKER 
IS  MAKING  A  SACRIFICE' 

With  jobs  fleeing  the  country,  unions  agree  to  lower  wages  and  higher  productivity 


Hans-Gunter  Eidtner  felt  like  the 
first  officer  on  a  jet  that  was  losing 
altitude  with  sickening  speed.  Head 
of  the  works  council  at  the  Hamburg 
factory  of  struggling  Daimler  Benz 
Aerospace  (dasa),  Eidtner  faced  the 
ugly  prospect  of  800  fellow  workers  los- 
ing their  jobs  by  the  end  of  1998.  But 
the  60-year-old  labor  boss  last  month 
averted  disaster,  persuading  the  pow- 
erful IG  Metall  union  to  0.  K.  conces- 
sions, such  as  axing  overtime  pay.  "We 
had  a  big  fight"  to  push  through  the 
givebacks,  says  Eidtner. 

Such  a  deal  would  have  been  un- 
thinkable a  few  short  years  ago.  His- 
torically, Germany's  big  unions  forced 
companies  to  accept  nationwide  "pat- 
tern" contracts,  a  practice  that  gave 
them  enormous  power.  Ailing  steelmak- 
ers in  the  north  had  to  give  workers 
the  same  cushy  contracts  as  thriving 
caimakers  in  the  south.  But  now,  with  a 
near-record  4.3  million  people  out  nt 
work  and  jobs  fleeing  the  countiy,  work- 
ers suddenly  are  eager  to  compromise. 
What  began  as  a  trickle  of  reform  at 
stumbling  midsize  companies  in  eastern 
states  quickly  has  spread  to  Germany's 
biggest  companies.  "The  German  work- 
er is  making  a  saciifice,"  .says  Hubertus 
von  Grtinberg,  chief  executive  of  tire- 
maker  Continental. 

SNOOZING  ECONOMY.  Such  flexibility, 
plus  a  wobbly  German  mark  that  is 
making  German  exports  cheaper  on 
world  markets,  are  giving  the  snoozing 
economy  a  boost.  Economists  figure 
growth  could  lise  to  2.2.5%  this  year 
and  2.75%  in  1998.  Moreover,  the  steadi- 
ly rising  jobless  rate,  now  11.4%,  may  fi- 
nally have  reached  a  plateau. 

The  bad  news  is 
there's  no  sign  that  NEAR  MISS 
unemplo.vment  lines  The  UUkm  at 
will  shorten  any- 
time soon.  Modest  Daimler  Bt'iiz 

growth  means  that  soip  im 
only  about  120,000  t"^^*-  ^1-* 

additional  people  Overtime  pav  to 

The  e„"rlf"Sfii:»ert  job  cuts 


ures  Kurt  Vogler-Ludwig,  a  laboi'  econ- 
omist at  the  IFO  Institute  for  Economic 
Research  in  Munich.  "It'll  take  a  mira- 
cle" to  change  the  situation,  he  laments. 

But  German  business,  on  a  campaign 
to  boost  profits  and  shareholder  value,  is 
pushing  ever  harder  to  restructure.  In- 
creasingly, companies  are  cutting  deals 
with  workers  that  improve  productivity 
and  flexibility  (table).  Most  negotiate 
concessions  with  the  works  councils  at 
individual  factories  or  subsidiaries,  then 
gain  reluctant  approval  from  national 
unions.  Some  even  sever  all  union  links 
and  deal  directlv  with  workers.  At 


dasa's  Hambiu'g  plant,  which  assen 
Airbus  319  and  321  jets,  some  cm 
ees  will  shift  to  a  40-hour  work  v 
up  from  35  now.  All  7,000  \V'.>r 
agreed  to  up  to  100  houi's  of  ovcrti, 
year  without  extra  pay,  in  relun 
free  time  when  demand  slackens.  , 

Such  deals  are  most  common  in  ist 
ern  Germany.  That's  because,  ironic 
unions  have  less  clout  in  the  foi 
communist  zone.  Moreover,  comp; 
there,  unable  to  compete  in  a  ma 
economy,  have  scrambled  to  slash  1 
costs.  In  Saxony,  for  instance,  only  a 
8%  of  companies  in  the  electrical 
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ilworking  industries  are  bound  by 
^i-n  contracts,  says  Dietmar  Voigt, 
■^icial  at  the  regional  employers  fed- 
on  in  Dresden.  The  rest  have  cut 
•  own  deals — either  with  or  with- 
;he  consent  of  ic,  Metall,  Germany's 
;st  union. 

the  west,  small  and  midsize  com- 
as were  fii'st  to  jump  on  the  band- 
)n.  At  Gustav  Selter  Ltd.,  a  knit- 
needle  maker  near  Dortmund  that 
oys  40  people,  workers  have  agi'eed 
jxible  working  hours  and  pay  cuts 
ing  16%  since  1994.  In  return,  they 
receive  a  share  of  profits.  Sales  ai'e 
,ing  15%  a  year,  vs.  just  5%  before 
concessions  were  implemented,  and 
ts  should  jump  nearly  50%  in  1997, 

owner  Thomas  Selter.  "At  the 
3  roots,  major  change  is  under  way." 
's  trickling  up,  too.  One  German 
n  has  decided  to  support  the  trend 
ird  company-tailored  contracts.  IG 
mie-Papier-Keramik,  the  nation's 
1-largest  labor  gi-oup  with  725,000 
ibers,  in  June  struck  a  ground- 
king,  industrywide  deal.  It  allows 
l-pressed  companies  to  reduce  pay 
is  much  as  10%  in  return  for  job 
rity  and  commitments  for  further 
stment  in  German  operations.  Al- 
igh  the  contract  doesn't  go  into  ef- 


A  near-record  4.3  million  people  are  out  of  work, 
and  unemployment  lines  are  unlikely  to  shorten 
soon.  "It'll  take  a  miracle,"  says  an  economist 


feet  until  January,  about  50  companies 
already  are  negotiating  to  take  advan- 
tage of  the  new  provisions. 

Such  shifts  ai'e  contributing  to  a  pro- 
ductivity boom.  After  accounting  foi'  in- 
flation, productivity  jumped  by  4.6%  in 
1996,  nearly  a  percentage  point  faster 
than  the  last  yeai'  productivity  siu'ged — 
after  unification  in  1991 — according  to 
the  Institut  der  Deutschen  Wiitschaft  in 
Cologne.  As  sales  pick  up,  the  improve- 
ments are  boosting  corporate  earnings. 
At  the  30  companies  represented  in  the 
DAX  stock  index,  profi.ts  jumped  an  av- 
erage 45%  in  1996 — one  reason  German 
stocks  are  flying  so  high.  The  dax  has 
steadily  set  new  records  tliis  year,  gain- 
ing more  than  40%  since  January. 

Will  workers  reap  the  rewards  of 
their  newly  accommodating  spirit?  Un- 
fortunately, even  over  the  medium  tenii, 
most  of  Germany's  new  labor  agree- 
ments aren't  likely  to  boost  employ- 
ment. That's  because  most  simply  give 


WHERE  GERMANY  IS  BREAKING 
THE  LABOR  MOLD 


Bayer 


The  chemical  union  agrees  to 
reduce  bonuses,  ax  an  employee 
share-purchase  program,  and  introduce  flexible 
work  hours  over  three  years. 

Vol ksWJI         '^^^     Metall  union  has 
V  UllVoVVclgCll  gg^ggi-j  |.Q  3  two-tier  wage 

system.  Temporary  workers  will  earn  10%  less 
than  current  employees. 

Pnnf  inPTltjll   Workers  at  the  Hanover 
V^'Ulllllieillal  ^ire  plant  will  increase 
their  workweek  by  75  minutes  and  make  other 
concessions  worth  about  $20  million. 

Some  1,050  workers 
will  see  their  normal 
workweek  jump  to  40  hours.  Temporary  workers 
can  be  hired  for  the  first  time. 


Daimler  Benz 


Opilt?  W°''^^''^         machinery  maker 
UxjlXlZj  accept  a  second  year  of  pay  cuts, 
from  2.5%  to  10%,  in  1998.  In  return,  workers 
will  receive  up  to  $11  million  in  Deutz  stock. 


companies  greater  ability  to  meet  in- 
creased demand  without  hiring  new 
staff.  It's  a  huge  benefit  for  employers, 
since  layoffs  are  so  difficult  and  costly 
imder  Gemian  law.  And  some  companies 
will  continue  to  trim  payrolls  by  attri- 
tion. But  workers  are  facing  the  fact 
that  concessions  now  could  forestall  an- 


other bout  of  radical  surgery.  Says 
dasa's  Eidtner:  "Each  one  of  us  knows 
that  in  three  or  four  years,  when  the 
[aircraft]  boom  is  over,  we'd  have  ex- 
actly the  same  problem  as  before." 

Indeed,  until  Germany  undertakes  far' 
moi'e  sweeping  stnictiu'al  refoim  of  its 
labor  market  and  regulatory  system, 
companies  will  have  to  struggle  to  stay 
globally  competitive.  Even  with  the  mai-k 
hitting  a  six-year  low  against  the  dollar, 
1.79  on  July  15,  Germany's  wage  costs 
are  still  the  world's  highest.  And  social 
security  taxes,  which  Chancellor  Helmut 
Kohl  pledged  to  cut  to  less  than  40%  of 
gi'oss  wages,  are  actually  headed  towai-d 
42%,  in  part  because  of  the  added  costs 
brought  on  by  high  unemployment. 
BALLOONING  TAB.  Kohl's  embattled  gov- 
ernment is  unlikely  to  help  lower  the 
cost  of  doing  business  anytime  soon. 
The  chancellor  faces  tough  parliamen- 
tary elections  next  fall:  Polls  show  that 
the  opposition  Social  Democrats  have 
inci'eased  then-  lead  over  Kohl's 
Christian  Democratic  Union  to 
as  much  as  eight  percentage 
points.  And  Germany's  costly 
social  safety  net — about  $19,000 
annually  per  unemployed  per- 
son— caused  a  budget  crisis  in 
early  July.  A  supplementary 
emergency  budget  unveiled  by 
Finance  Minister  Theo  Waigel 
added  $10  billion  in  govern- 
ment borrowing  to  help  pay 
the  tab.  But  the  bleak  employ- 
ment outlook — and  legislative 
gridlock  in  Bonn — ensures  that 
the  crisis  will  spill  over  into 
1998. 

Tlie  governing  coalition's  tax- 
reform  plan  to  cut  rates  for  in- 
dividuals and  companies  also 
looks  moribund,  a  victim  of  po- 
litical wTangling.  "Nothing's  go- 
ing to  happen  until  the  end  of 
1998,  after  the  elections,"  says 
Thomas  K.  Bentz,  a  co-owner 
of  Melitta  Group,  the  West- 
phalia coffee  company. 

But  business  has  long  since 
stopped  waiting  for  Bomi  to  get 
moving  on  tax  and  regulatory  reform. 
Companies  continue  to  shift  some  la- 
bor-intensive operations  to  lower-cost 
locations.  And  in  their  relentless  pui*- 
suit  of  efficiency,  they  are  finding  that 
with  workers  back  home,  they  have 
more  leverage  than  ever  before. 

By  David  Woodruff  in  Frankfuii 
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International  Business 


CHINA 


is 


WILL  KODAK 

GET  LUCKY  IN  CHINA? 

Maybe-if  Beijing  lets  it  team  up  with  Lucky,  the  national  brand 


Yu  Lingtao  is  a  popular  man.  When 
he  oijened  his  small  photo  shop  in 
mid-1993  in  the  uj^scale  Beijing  sub- 
urb of  Fangzhuang,  customers  hurried 
in  with  their  undeveloped  rolls  of  local- 
ly made  Lucky  film.  Yu  printed  the 
snapshots  on  Lucky  photographic  pa- 
per. Then,  a  Fuji  Photo  Film  Co.  sales- 
person came  knocking.  With  the  Japa- 
nese comi^any's  help,  Yu  tiu'ned  his  shop 
into  a  Fuji  outlet  and  started  develoj^ing 
photos  with  Fuji  paper-  and  chemicals. 

But  two  years  later,  Yu's  shop  got  a 
new  look.  Down  came  Fuji's  gi"een  logo, 
and  up  went  the  red-and-yellow  Kodak 
sign.  Thanks  to  a  .$2,000  enticement 
from  the  Rochester  (N.Y.)  company, 
Yu's  store  became  one  of  some  2,000 
Kodak  affihates  in  China.  "They  offei'ed 
me  more,"  says  the  dapper  Yu. 

Sweeping  up  small  Chinese  entrepre- 
neiu-s  is  just  one  of  the  aggi'essive  tactics 
Eastman  Kodak  Co.  has  employed  to 
seize  a  41%  shai'e  of  Cliina's  fa.st-gTOwing 
$250  million  mai'ket  for  photograpliic  film. 
Now,  Kodak  hopes  to  shift  into  over- 
drive and  plow  some  $375  million  into 
manufacturing,  including  a  tie-up  with 
now  stmggling  China  Lucky  Film  Coii3. 
That  would  enable  Kodak  to  avoid  Chi- 
na's 60%  duty  on 
imported  film  and 
dominate  what  is 
expected  to  be  the 
world's  second- 
largest  film  market 
in  a  decade.  And 
for  state-owned 
Lucky,  whose  mar- 
ket    share  has 

plunged  fi-om  24%  to  7%.  since  1994,  it 
could  mean  rescue  fi'om  niin. 
CAUSE  CELEBRE.  A  classic  win-win  situ- 
ation? Not  the  way  Chinese  national- 
ists see  it.  While  tenns  of  the  deal  have 
not  been  disclosed,  they  fear  that  al- 
lowing Kodak  to  manufacture  locally 
will  mean  death  for  another  majoi'  Chi- 
nese bi'and.  As  a  result,  activists  are 
seizing  on  Lucky  as  a  caust'  celebre  in  a 
campaign  to  beat  back  the  advance  of 
multinationals.  Now  before  the  poweiful 
State  Council,  the  Kodak  case  is  caught 
up  in  a  national  debate  over  whether 
the  government  should  prop  up  domes- 
tic producers — or  whether  foreign  in- 


vestment should  be  permitted  at  all  in 
some  consumer  industries.  Some  oppo- 
nents of  the  deal  even  assert  that 
Lucky  should  be  preserved  on  the 
grounds  of  national  security  since  Chi- 
na's military  is  a  major  customer. 

The  verdict  of  Chinese  consumers 
seems  clear.  They  ovei"whelmingly  pre- 
fer Fuji  and  Kodak  despite  the  govern- 
ment's best  efforts.  Because  of  high  du- 


to  renovate.  With  sales  growing  by  V 
annually,  Kodak  hopes  to  overtake  jj 
whose  market  share  now  stands  at  n 
"China  is  one  of  the  key  gi-owth 
kets  for  us,"  says  Kodak  China  Cjir 
man  Patrick  T  Siewert.  j 
CLOSELY  WATCHED.  But  the  big  \h 
would  be  the  proposed  joint  ven 
with  Lucky.  First,  it  will  take  a  vu. 
for  the  furor  to  die  down.  Local  ml 
for  e.xamjjle,  allege  that  Kodak  and  I 
dump  their  products  in  China.  The! 
eign  companies  say  that's  ridiculous,} 
ing  that  their  film  and  paper  are 
more  expensive  than  Lucky's.  Nel 
theless,  a  lobby  led  by  the  Nationall 
sociation  of  Light  Industry  is  uri 

SHANGHAI:  No  decision  is  likely  to. 
reacJii'd  inifil  the  fall  at  the  earlier 


Local  media  say  Fuji  and  Kodak  are 
dumping  in  China.  Yet  their  film  and 
paper  cost  50%  more  than  Lucky's 


ties,  an  estimated  65%-  of  film  and 
photographic  paper  sold  in  China  is 
smuggled  in  through  a  thriving  gray 
market.  The  government  bars  foreign 
companies  from  manufacturing  film  lo- 
cally or  owning  retail  outlets.  And  be- 
cause policies  change  constantly,  says 
Koji  Yokota,  managing  director  of  Fuji 
Photo's  Beijing  office,  "the  road  ahead  is 
hard  to  see  in  China." 

Still,  Kodak  is  accelerating.  For  the 
past  two  yeai's,  its  ai'my  of  500  mar- 
keting employees  has  been  signing  up 
an  average  of  tlu'ee  new  exclusive  retail 
affiliates  a  day  by  offering  shopkeepers 
discounts  on  supplies  and  financial  help 


the  governmeiil  to  i.)n)\  ule  .'^240  nii 
in  cash  and  low-interest  loans  to  i 
cue  Lucky  while  maintaining  a  ban 
joint  ventures  in  film  manufacturing 
With  the  case  also  being  watcl 
closely  by  the  foreign  business  comn 
nity,  Chinese  leaders  don't  want  to 
anything  rash.  Wlien  Premier  Li  Pu 
visited  Lucky  in  mid-July,  he  did.l 
mention  the  Kodak  bid.  But  Li  did  s 
foreign  investment  should  be  cons 
ered.  No  decision  on  the  venture  is  ( 
pected  until  after  the  cnacial  15th  Pai 
Congress  this  fall,  if  then.  "The  wh' 
question  has  become  a  very  sensiti 
matter,"  says  one  official  at  the  Cher- 
cal  Industry  Ministry,  which  is  resp( 
sible  for  overseeing  Lucky.  If  the  ruli 
goes  against  Kodak,  investing  in  Chi 
may  not  be  a  pi*etty  picture  for  lots 
multinationals. 

By  Dexter  RobeHs  in  Beijing,  Wi 
Joyce  Barnathav  in  Hong  Kong 
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I    Unlimited  Internet  for  $9.95. 
t  you  blink,  this  offer  will  be  over. 


An  amazing  deal  for  a  limited  time.  Get  unlimited  Internet  access 
irough  the  world's  largest  and  fastest*  network.  The  latest 
^rsions  of  Microsoft*  Internet  E.xplorer,  Mail  and  News  (the 
est  browsing  and  e-mail  software  around).  And  top-ranked' 
astomer  support  available  all  day  and  night.  For  the  first  three 
lonths,  get  unlimited  local  access  for  just  $9.95  a  month  and 
19.95  a  month  thereafter.  But  you  better  hurry,  or  it'll  be 
one  before  you  know  it.  Call  now. 


SIGN  UP  NOW 
1-800-659-5548 
www.mci. com/a  d/n  et  3 


inlimited  Internet  $9.95  a  month 


MCI  Tdecomm  unreal  ions  Corporation.  1997.  All  rights  reserved.  Is  this  a  great  time,  or  what?  is  a  service  mark 
MCI.  Microsoft  is  a  registered  mark,  and  Microsoft  Internet  Explorer  is  a  mark  of  Microsoft.  Offer  expires 

J/31/97.  One  lime  $4  9*1  ^iccount  fee  charged  when  software  is  sent,  ^Refers  to  overall  network  capacity  of  MCI's 

C-12  backbone  tlviied  best  of  class  in  customer  support  by  Net  Magazine,  5/97. 


Is  this  a  great  time,  or  what?  :  -) 


MCI 


11:45  AM  PLEASANT  GROVE,  CAtlFORNIA 

Kirk  Johnson,  head  of  Anheuser-Busch  rice 
research,  monitors  crop  development  at  a 
CaHfomia  rice  test  field  where  varieties  of 
rice  are  bred  for  their  superior  brewing 
characteristics.  Rice  was  used  over  1 20 
years  ago  in  combination  widi  the  finest 
barley  malt  to  provide  Budweiser  with  its 
characteristic  balance  and  crisp  taste. 
While  most  odier  domestic  brewers  have 
switched  to  less  expensive  alternatives, 
rice  remains  an  important  ingredient  in  the. 
Budweiser  recipe.  Using  rice  to  brew  beer. 
It's  just  one  of  die  many  ti-aditions  that  has 
made  Budweiser  die  classic  American  lager. 
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APAN:  HASHIMOTO'S  PARTY 
I  RIDING  REFORM  TO  TRIUMPH 


inancial  scandals,  yawning  budget  deficits,  a  fits-and- 
stails  economy.  Such  things  usually  spell  death  to  politi- 
cal cai-eers.  Not  so  with  Japanese  Piime  Minister  Ryutai'o 
himoto.  After  19  months  in  office,  Hashimoto  is  shaping 
to  be  the  most  effective  Japanese  leader  at  home  and 
)ad  since  Yasuhiro  Nakasone  in  the  mid-1980s.  One  big 
;on  is  that  his  Liberal  Democratic  Party,  once  viewed  as 
olden  to  vested  interests,  has  outmaneuvered  rivals  by 
lading  for  economic  reform.  Concedes  a  senior  member  of 
opposition  New  Frontier  Party:  "They  have 
'ed  their  cards  very  deftly." 
'hat  much  became  clear  on  July  6,  when 
LDP  triumphed  in  Tokyo  metropoHtan  elec- 
s  by  increasing  its  seats  in  the  local  council 
40%,  to  54,  in  a  race  widely  viewed  as  a 
)inger  of  national  trends.  The  New  Frontier 
ty,  the  reformist  but  feud-ridden  group  led 
former  ldp  kingpin  Ichiro  Ozawa,  was 
meed.  And  in  the  500-seat  Diet,  the  pow- 
il  lower  house  of  parliament,  so  many  New 
ntier  members  have  defected  to  the  ldp 
.  Hashimoto's  party  is  just  three  seats  shy 
egaining  the  majority  control  it  lost  in  1993 
r  four  decades  in  power. 
IG  HO.  The  LDP's  revival  owes  much  to 
;himoto's  assertive  style,  which  plays  well 
1  a  public  anxious  about  the  stumbUng  econ- 
r  and  resentful  of  Washington's  lecturing, 
t  month,  Hashimoto  spooked  Wall  Street  by  hinting  that 
an  might  sell  off  its  Ti-easury  bonds  if  the  U.  S.  used  the 
ar  as  a  trade  weapon.  It  was  an  idle  threat,  but  many 
anese  were  privately  delighted.  And  in  Japan's  first  uni- 
ral  mihtaiy  action  since  1945,  Hashimoto  sent  three  C-130 
isport  planes  to  Thailand  for  a  possible  evacuation  of 
anese  nationals  from  Cambodia. 

'hese  are  easy  victories,  though,  compared  with  the  work 
:  awaits  Hashimoto.  He's  under  pressiu'e  fi'om  Washington 
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HASHIMOTO:  Deft  pluijer 


to  win  Diet  approval  for  a  new  security  agreement  this  fall 
that  calls  for  Japan's  military  to  give  the  U.  S.  more  backup 
during  regional  conflicts.  The  ldp's  left-leaning  coalition  part- 
ners, including  the  Social  Democratic  Party,  are  likely  to  at- 
tack such  plans.  Another  challenge  is  to  tame  the  sciuab- 
bhng  among  the  ldp's  zoku-gin,  or  special-interest  gi'oups, 
which  still  press  for  bullet  train  lines  and  other  goodies  in 
their  districts  even  as  Hashimoto  tries  to  close  the  deficit. 
CHANGE  PARTNERS  AND  DANCE?  A  bigger  dilemma  for 
Hashimoto  is  whether  the  ldp  should  dump 
its  shaky  coalition  partners  and  tie  up  with 
the  New  Frontier  Party.  By  embracing  refonn, 
he  has  pushed  the  ldp  much  closer  to  the  New 
Fi'ontier  on  many  issues,  ldp  leaders  such  as 
Chief  Cabinet  Secretary  Serroku  Kajiyama  are 
open  to  a  formal  New  Frontier  alliance.  But 
others,  including  Secretaiy-General  Koichi  Kato, 
oppose  it,  since  they  want  to  punish  the  ldp 
i-enegades  who  founded  New  Frontier. 

Hashimoto  needs  to  keep  these  lifts  fi"om  en- 
dangering his  broad  reform  drive.  Votei's  and 
global  investors  praise  his  plan  to  overhaul 
Tokyo's  inefficient  financial  markets  by  early 
next  century,  but  bureaucrats  still  resist.  He 
also  aims  to  downsize  the  bloated  government 
and  open  long-pi'otected  service  sectors  such  as 
wholesale  distribution  and  utilities  to  more  for- 
eign competition.  Many  smaller  companies  are 
bound  to  fight  such  threats  to  their  franchises. 

Another  danger  is  that  without  any  serious  opposition, 
the  LDP  will  be  tempted  to  sidestep  meaningful  reforms.  But 
with  the  economic  and  social  challenges  facing  Japan, 
Hashimoto  and  the  ldp  know  that  by  abandoning  all  pledges 
to  initiate  serious  change,  the  party  could  find  itself  back  in 
the  wilderness.  The  only  way  out  is  for  Hashimoto  to  com- 
plete the  difficult  task  he  started. 

Bij  Brian  Brenirier  in  Tokyo 


GLOBAL  WRAPUP 


JROPEANS  BRUSH  OFF  D'AMATO 

Senator  Alfonse  D'Amato  (R-N.  Y.) 
trying  to  turn  up  the  heat  on  Euro- 
ian  companies  doing  business  with 
an — but  he's  not  having  much  luck, 
n  July  10,  he  sent  a  scathing  letter 
Germany's  Westdeutsche  Landes- 
mk  accusing  it  of  violating  the  "spir- 
"  of  U.  S.  sanctions.  The  bank  helped 
lance  a  $90  million  loan  for  Iran  to 
jy  European  equipment  and  ser- 
ces  to  develop  its  Soroush  gas  field, 
he  bank  says  the  sanctions  bar 
vestments  in  Iran,  but  not  loans. 


France's  Total  is  expected  to  soon 
finalize  a  bigger  gas-field  deal  in  Iran. 
Europeans  are  likely  to  keep  ignoring 
D'Amato  now  that  Iran  has  a  more 
moderate  government  and  better 
economy. 

HONG  KONG  LEGAL  CHALLENGES 

►  Cases  making  their  way  through 
Hong  Kong's  courts  could  soon  delve 
into  far-reaching  questions  about  the 
judiciary's  independence  under  Chi- 
nese rule  and  the  legality  of  actions 
by  the  Beijing-appointed  Provisional 
Legislative  Council.  Among  the  most 


important:  In  an  effort  to  keep  thou- 
sands of  children  from  being  deported 
to  China,  their  attorneys  argue  that  a 
law  passed  on  July  10  by  Legco  vio- 
lates right-of-abode  guarantees  in 
Hong  Kong's  constitution.  Pro-Beijing 
lawmakers  claim  Hong  Kong  courts 
have  no  jurisdiction  because  only  Chi- 
na's National  People's  Congress  can 
overturn  Legco-passed  laws.  If  the 
court  hears  the  cases,  that  could  set 
the  stage  for  challenges  to  many  new 
laws,  such  as  rollbacks  in  civil  liber- 
ties, and  for  a  political  battle  with 
Beijing. 
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At  NEC,  we  believe  multimedia  can  be  something  far  more  powerful  than  just  a  CD-ROM  reader  hooked  up 
^    '  to  your  computer.  We  envision  it  as  a  global  network  that  breaks 


^r^h^mn  through  the  barriers  of  time  and  space.  A  net- 


NEC  ranks  among 
the  top  five  in 
all  three  key 
multimedia 
technologies: 
semiconductors, 
computers  and 

the  only  high-tech  company  that  ranks  among  the  top  five  in  all  three  key  multimedia  communications. 


work  where  people  from  every  corner  of  the 
world  can  communicate  and  work  together  face-to-face. 

And  that's  why  NEC  is  positioned  to  be  the  one  true  leader  in  multimedia.  We're 


THE  UNIVERSE 
MAY  BE  EXPANDING, 
BUT  THANKS  TO 
NEC  MULTIMEDIA, 
OUR  PLANET  IS 
DEFINITELY  SHRINKING 


technologies:  semiconductors,  computers, 
and  communications.  In  fact, 

we  hold  over  29,000  patents  

worldwide  on  everything  ^^j^^  j| 
from  video  conferencing  and  3D  graphic 
accelerators  to  flat  panel  displays  and  global 
satellite  systems. 

So,  how  will  our  multimedia  make  the 
world  a  smaller  place?  For  starters,  business 


people  from  opposite  sides  of  the  world  will  be  able  to  work  together  in  real-time  on  the  same  document.  Then 
there's  our  vision  of  the  Global  College,  where  students  will  be  able  to  attend  on-line  lectures  and  visit  vast  media 


libraries.  Even  medicine  benefits  from  our  advances  in  multimedia.  Thanks  to  our  TeleDoc" 


system,  medical  specialists  thousands  of  miles  away  can  participate  in  interactive 
.  consultations. 


N  F.  (,     M  1    I,  '1'   I    \l   E  D 


As  you  can  see,  at  NEC  we  don't  think  of  multimedia  as  simply  connecting  system  components.  We  think 
of  it  as  connecting  people.  For  more  information,  call  1-800-338-9549  or  reach  us  on  just  imagine 
the  Internet  at  http://www.nec.com. 

Proud  sponsor  of:  NEC  World  Series  of  Golf,  August  21  -  24;  Davis  Cup  by  NEC,  September  19  -  21 


laleCoc  is  a  trademark  of  Texas  Tecli  llni»er!ity  '  NtC  USA.  lac.  1936 
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TURNAROUNDS 


O.K.,  HE  CUT  COSTS. 

NOW  CAN  HE  SELL  NEWSPAPERS^ 

Having  put  Times  Mirror  into  fighting  trim,  Marl(  Willes  aims  to  jazz  up  marl^eting 

HI 


lai'k  H.  Willes  smiles  faintly  at 
the  memoiy  of  his  first  months 
at  Times  Mirror  Co.,  when  his 
I  cost-slashing  won  the  onetime 
General  Mills  Inc.  vice-chaiiTnan  the  ep- 
ithets "cereal  killer"  and  "Captain 
Crunch."  "It  didn't  bother  me,"  Times 
MiiTor's  chairman  and  CEO  says  coolly. 

It's  easy  to  be  blase  when  you're  on  a 
roll.  Since  mid- 1995,  when  Willes  be- 
came the  fii-st  outside  e.xec  brought  in  to 
run  the  family-controlled  company,  he 
has  moved  fast.  He  shocked  observers 
with  an  opening  gambit  that  shuttered 
such  papers  as  New  York  Newsday  and 
Baltimore's  Evening  Sun  and  slashed 
nearly  3,000  jobs,  or  10%  of  the  work- 
force. The  cuts  raised  operating  mar- 
gins ft-om  8%  in  1994  to  12%  last  year, 
and  the  stock  price  has  zoomed  to 
about  58Xh  from  2314  when  Willes  ar- 
rived. "You  have  to  love  the  job  he 
has  done,"  says  Mark  Greenberg, 
Leisure  Strategic  Fund  manager  at 
Invesco  Funds  Group,  which  owns 
about  90,000  shares.  "He's  made  the 
right  moves  by  getting  rid  of  things 
that  weren't  working,  and  he's  got  peo- 
ple working  for  him  thinking  they  can 
grow  their  business." 
UP  FROM  BLEACH.  Already,  the  moves 
have  buffed  earnings.  Greenberg  thinks 
1997  net  income  will  hit  $267  million, 
up  30%'  from  the  .$206  million  earned 
on  sales  of  $3.4  billion  in  1996.  Now, 
Willes,  55,  must  find  giTjwth  at  a  com- 
pany where  two-thirds  of  sales  and  76%- 
of  earnings  come  from  the  slow-gi*owth 
newspaper  business.  But  to  Willes — who 
spent  15  years  at  a  place  where  pro- 
moting Cheerios  was  an  ait — it's  Mar- 
keting 101.  To  lure  readers  to  such  pa- 
pers  as    the    Los    Angeles  Times, 
Newsday,  and  the  Baltimore  Svn,  he  is 
jazzing  up  their  look,  using  promotions, 
and  speeding  distribution.  "If  you  can 
increase  the  sales  of  something  as  bland 
as  bleach,"  he  says,  "you  ought  to  be 
able  to  do  it  for  something  as  wondeiful 
as  a  newspaper." 

Getting  readers  to  pick  up  a  newspa- 
per when  they're  inundated  with  TV, 


radio,  and  the  Internet  is  harder  than 
slapping  Michael  Jordan  on  a  Wlieaties 
box,  however.  Investment  bankers  at 
Veronis,  Suhler  &  Associates  Inc.  think 
the  industry's  total  1997  circulation  will 
reach  just  59.4  million,  down  5%  from 
1989.  "Gaining  circulation  is  a  zero-sum 
game,"  says  Salomon  Brothers  Inc.  an- 
alyst Lanny  Baker  But  WiUes  sees  a  sil- 
ver lining.  With  a  consoli- 


jros  Atifleles  Slimes 


Can  Spirit  f  ''"^"snic 

Give  Berlin  j  s-s™?  - 
New  Life?  |  rvS-Sx 


PR!  L<iing  Mexico  atyfi^ 
Kace;  Legislative  Grip  Periled 


dation  under  way  and  a  healthy  national 
economy  boosting  ad  sales  across  the 
board,  he  plans  to  scoop  up  papers  that 
dominate  their  markets.  "Newspapers 
aren't  dead,"  he  asserts. 

So  far,  however,  Willes'  wiles  have 
shown  mixed  results.  In  the  six  months 
ended  in  April,  daily  ciix-ulation  at  Times 
MiiTor's  seven  pajjers  rose  2.4%  overall, 
to  2.3  milHon,  with  the  Times  up  nearly 
5%'  from  the  1996  period.  Yet  daily  cir- 
culation is  up  by  only  0.7%  at  Neivs- 
daij,  its  second-largest  paper,  and  the 
more  profitable  Sunday  circulation  is 
down  at  five  of  seven  papers,  including 
the  Times.  Market  saturation  is  partly 
to  blame,  says  Willes. 

His  best  chance  to  grow  is  in  Los 
Angeles,  where  the  Los  A)>geles  Times 
battles  more  than  20  smaller  papers  in 
such  nearby  cities  as  Pasadena.  With 
1.1  million  daily  readers,  the  Times 
holds  just  30%  of  the  market  and  con- 
tributes more  than  one-third  of  Times 


WHAT  WILLES  HAS  DON 


►Shuttered  New  York  Newsday,  I 
more's  Evening  Sun,  The  Sports  < 
Dealer,  and  several  Los  Angeles  1 
sections. 

►  Exited  consumer  multimedia  bi 
cable  programming,  and  an  electi 
shopping  joint  venture  with  Pacifi 

►Swapped  college  publishing  bu; 
with  McGraw-Hill's  Shepard's  put 
then  sold  50%  to  Reed  Elsevier's 
Nexis  subsidiary. 
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ji  -or's  revenues  and  two-thirds  of  op- 
I  ing  earnings.  To  win  new  readers, 
I  es  has  imported  some  cereal  tac- 
;j  — inchiding  price  cuts,  heresy  to 
y  in  the  newspaper  world.  "It  was 
kind  of  guemlla  warfare  we  never 
to  use  before,"  says  Richard  T. 
\  osberg  III,  the  longtime  head  of 
es  Mirror's  newspaper  group.  In 
■1996,  Willes  halved  the  Times'  sin- 
ssue  price,  to  25?.  He  also  launched 
million  advertising  campaign — the 
n''s  fu'st  since  1989 — began  retailer 
notions,  and  put  the  Times  logo  on 
ts  venues  such  as  the  Los  Angeles 
am.  Says  Theodore  Lutz,  vice-pres- 
t  at  The  Washington  Post  for  busi- 


ness development  and  circulation:  "It's 
nice  to  see  someone  who  believes  in 
marketing  again  for  this  industiy,  and 
it's  nice  to  see  someone  who's  showing 
numbers  after  doing  it." 

Certainly,  L.A.'s  resurgent  economy 
hasn't  hull.  With  the  entertainment  sec- 
tor briskly  adding  jobs,  the  Times  has 
increased  advertising  by  expanding  its 
business  pages  with  tech  and  small-busi- 
ness sections.  Oi'ange  County  is  the  only 
major  local  market  that  the  Times  has 
not  cracked.  Despite  pi-omotions  at  base- 
ball games  and  food-fair  giveaways,  cir- 
culation is  flat,  and  the  paper  is  outsold 
2  to  1  by  the  Orange  County  Register, 
which  sells  itself  as  the  local  alterna- 


.SUN 


t  o  settle 


STILL  TO  DO 


declining  circulation  at 
Sunday  newspapers  such  as 
lore  Sun  and  the  Los  Angeles 

:h  rising  newsprint  prices  after 
)  down  years.  Newsprint  makes 
)f  Times  Mirror's  costs. 

regionally  targeted  online 
nd  others  aimed  at 
lals — in  the  face  of  intense 
on. 


tive  to  the  nationally 
minded  Times. 

Room  to  grow  is 
just  as  limited  in  the 
next  two  largest  mar- 
kets. Long  Island, 
N.  Y.,  and  Baltimore. 
Thei'e,  Newsdaij  and 
The  Sun  already 
reach  more  than  half  the  homes.  News- 
daij was  forced  to  retreat  to  its  Long 
Island  base  in  1995  after  losing  $100 
million  in  a  five-year  fight  to  wean  New 
York  City  readers  away  from  the  likes 
of  The  New  York  Times  and  the  Daily 
News.  "I  think  New  York  Newsdaij  was 
a  large  distraction,"  says  Daily  News 
CEO  Fred  Drasner.  "They're  better  off 
focusing  on  their  core  audience." 
DIFFERENT  STROKES.  Each  region  re- 
quires its  own  tactics.  On  Long  Island, 
where  Newsday  has  been  plagued  by 
late  deliveries,  75  minutes  have  been 
shaved  off  the  distribution  process  so 
sports  deadlines  could  be  moved  back.  A 
deal  with  Burger  King  Corp.  offering 
food  prizes  for  new  Sunday  subscribers 
has  boosted  circulation  by  2,500  since 
mid-1996.  Newsday  also  is  targeting 
younger  readers  with  nightlife  and  liigh- 
tech  sections.  In  Baltimore,  Willes  re- 
placed the  unionized  advertising  sales 
force  with  a  commission-based  staff. 

Willes'  overhaul  has  also  gotten  a 


hand  from  low  newsprint  prices,  which 
made  up  13%  of  1996's  costs.  In  the 
first  quarter  of  1997,  the  newsprint  price 
was  about  $550  per  metric  ton,  down 
30%  fi'om  the  previous  year.  But  prices 
are  fh'ming,  and  the  company  projected 
in  a  May  analysts  meeting  that  they 
could  hit  $650  by  1998.  To  slash  costs, 
the  company  has  jammed  classifieds  and 
comics  into  fewer  pages.  Willes  is  test- 
ing a  price-hedging  program,  but  the 
hikes  may  still  hurt  margins. 

Willes  has  also  moved  to  consolidate 
Times  Mirror's  publishing  arm,  which 
made  up  29%  of  1996  sales  but  just  18% 
of  operating  earnings.  On  Apr.  16,  he 
merged  its  Matthew  Bender  &  Co.  legal 

APPETIZING  NEWS 
Promo  efforts  have  ranged  from 
Ti7nes  giveaways  at  food  fairs  to 
Burger  King  snacks  for  first-time 
Newsday  subscribers 


books  with  Mos- 
;  §  by-Year  Book 
f  Inc.,  a  health 
i  publisher  A  key 
;|  thrust  will  be 
f  electronic  health 
and  legal  infor- 
mation for  pro- 
fessionals. Willes 
g  also  hopes  to  cre- 
ate  an  infbiTnation 
powerhouse:  After 
acquiring  The  Mc- 
Graw-Hill Compa- 
nies' Shepard's  le- 
gal citation  unit,  he 
put  it  into  a  joint 
ventui'e  with  Reed 
Elsevier's  PLC's  Lex- 
is-Nexis  unit. 
Willes  is  experimenting  with  the  In- 
ternet as  well,  investing  in  such  ser- 
vices as  ListingLink  for  real  estate  and 
the  Hollywood  Online  Inc.  entertain- 
ment service.  While  profits  have  been 
elusive,  Willes  thinks  that  Net  services 
that  act  like  classified  adveitising  com- 
plement his  newspapers.  "I'm  not  sure 
we  can  make  money  there,"  he  says, 
"but  I  want  to  be  there  just  in  case." 

What  next  for  Willes?  With  httle  left 
to  chop,  he  has  been  shopping  for  more 
papers,  although  he  lost  a  recent  bid 
for  a  group  of  newspapers  owned  by 
the  Walt  Disney  Co.  to  Knight-Ridder 
Inc.  Still,  Willes  remains  sanguine  on 
the  possibilities  for  his  industry.  "There 
is  still  nothing  that  can  beat  getting  up 
in  the  morning  with  your  newspaper 
and  a  cup  of  coffee,"  says  Willes.  "And 
we  think  if  you  make  it  appealing,  more 
and  more  people  will  do  just  that."  With 
that,  even  the  "cereal  killer"  smiles. 
By  Ronald  Grover  in  Los  Angeles 
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ENTREPRENEURS 


SOMEONE'S  IN  THE  KITCHEN 
WITH  MARTHA  

Sharon  Patrick,  Stewart's 
president,  aims  to  make  the 
domestic  doyenne  the  "first 
true  multimedia  brand" 


M 


lartha  Stewart  is  at  a  gala  sip- 
ping a  glass  of  turquoise  cham- 
pagne to  match  her  cashmere 
Ijacket  and  costume  jewelry 
when  she  turns  to  her  new  cliief  execu- 
tive. "Doesn't  this  remind  you  of  the 
blue  skin  of  a  scarab  beetle,  Sharon?" 
Sharon  Patrick — her  own  beer-hued 
pantsuit  clasliing  with  the  drink — chokes 
out  a  boisterous  laugh.  "Martha,  how 
am  I  supposed  to  know  what  a  scarab 
beetle  looks  like?" 

Sharon  Patrick  can't  distinguish  be- 
tween garden  bugs.  She  doesn't  bake 
breathtaking  cakes,  spin  sugar,  or  raise 
her  own  chickens.  But  since  they  met 
four  years  ago  climbing  Mt.  Kiliman- 
jaro, the  former  McKinsey  &  Co.  con- 
sultant and  America's  domestic  doyenne 
have  become  so  intertwined  that  they 
now  share  an  office  and  work  head-to- 
head  at  antique  French  postmaster's 
desks.  "Maltha  fell  in  love  with  Sharon's 
mind,"  says  Charlotte  Beers,  chairman 
emeritus  of  Ogilvy  &  Mather  World- 
wide Inc.  and  a  mutual  friend. 
DIPLOMATIC  TONGUE.  Wliat's  not  to  love? 
This  is  the  mind,  after  all,  that  in  Feb- 
niary  j^uUed  off  the  buyout  of  the  piized 
Martha  Stewait  Living  Enteiprises  from 
Time  Inc.,  finally  turning  America's  fa- 
vorite hostess  into  a  full-fledged  coipo- 
rate  entity  15  years  after  she  pubhshed 
her  watershed  book,  Entoiniuing.  For 
two  years,  Stewart  had  tried  to  take 
control  of  her  signatiu'e  mag;izine,  books, 
and  mail-oj'der  catalog.  But  it  wasn't  un- 
til Patrick  came  along  with  her  diplo- 
matic tongue  and  tough  negotiating  tac- 
tics that  Time  agreed  to  sell  moi-t^  than 
80%,  for  roughly  $7.5  miUion.  "Sharon  is 
gi-eat  at  bringing  warring  parties  to- 
gether," says  Joseph  Ripp,  Time's  chief 
financial  officer.  "Without  Sharon,  there 
would  have  been  no  deal." 

And  without  the  deal,  there  would 
be  no  Martha  Stewart  Living  Omni- 


media — an  empire  that  sprawls 
over  three  floors  of  a  landmark 
building  in  midtown  Manhat- 
tan. There,  160  people  create 
the  recipes,  gardening  tips,  and 
housekeeping  ad\ice  that  Stew- 
art will  preach  to  millions. 
Patrick's  job  is  to  spread  the 
gospel  over  every  mass-mar- 
ket medium.  Until  recently, 
Stewart's  mainstay  was  the 
magazine  that  carries  her  mes- 
sage to  2.2  million  people.  But 
this  year,  Martha  Stewart  Liv- 
ing will  generate  only  a  quar- 
ter of  some  $200  million  in 
sales.  The  rest  will  come  from 
books,  a  television  show,  week- 
ly appearances  on  cbs's  This 
Morning,  her  catalog,  and  a 
mushrooming  line  of  products. 
Stewart  just  signed  a  deal  for 
her  own  daily  radio  show  and 
by  fall  will  hawk  her  wares  at 
a  pay-as-you-go  Web  site.  Now, 
even  top  media  analysts  don't 
quibble  with  Patrick  when  she 
vows:  "Martha  Stewart  is 
about  to  be  the  world's  first 
true  multimedia  brand." 

Patrick,  a  tall,  blonde  San 
Diego  native  who  sw'am  with 
the  dolphins  at  Sea  World  be- 
fore getting  her  Hai'vard  .MBA, 
has  been  yearning  to  place  a 
brand  in  all  media  windows 
since  the  early  1980s,  wiien  she 
was  a  partner  at  McKinsey.  "I 
always  thought  it  was  good 
economics  and  the  wave  of  the 
future,"  she  says.  She  never 
found  the  right  chent  to  test 
her  philosophy,  but  Cablevision 
Systems  Coip.  Cliief  Executive  and  turnaround 
Charies  F  Dolan  hked  her  so  person,"  figured  OUt 


NO  CREAM  PUFF 

Patrick,  a  "startup 


much  that  in  1990  he  wooed  ,       ,       n  ^   ,  j.u 
Patrick  to  become  president  of  how  to  puli  together 
his  struggling  programming  Stewart  S  empire 
arm.  Rainbow  Programming 
Holdings  Inc.  "She  has  a  gi-eat  power  to 
analyze  and  organize,"  Dolan  says.  By 
bringing  in  new  progi'ams  and  eliminat- 
ing stale  ones,  Patrick  boosted  revenues 
50% ,  to  mo  million.  When  hei-  $;S5,000- 


a-year  contract  expir 
after  three  years,  s 
left.  "I'm  a  startup  ai 
a  turnaround  persor 
she  says.  "When  a  jd 
done,  it's  done." 

So  when  will  Path 
walk  away  from  Mart 
Stewai-t?  "This  is  an 
trepreneurial  business,"  Patrick  saA 
"It  will  be  developing  for  years  ai 
years.  I'm  here  for  the  long  haul."  Th 
surprises  some  acquaintances,  given  t 
duo's  equally  strong  egos  and  diverge 
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lestic  bents.  "I  wondered  if  Sharon 
w  what  she  was  getting  into,"  says 

Katzenbach,  a  McKinsey  director, 
ick  likes  to  garden  on  the  sprawling 
■ace  of  her  Upper  East  Side  pent- 
38,  but  looks  nervous  when  asked  if 
sekeeping  is  her  No.  1  priority.  "Of 
•se,"  she  gasps.  "Isn't  it  yours?" 
,ike  Stewart,  Patrick  seems  to  in- 
e  either  admiration  or  loathing — 
er  indifference.  Talk  to  her  chums, 

they'll  say  she's  a  brilliant  busi- 
iwoman  with  a  gi-eat  sense  of  humor, 
c  to  some  colleagues,  though,  and 

may  hear  her  described  as  a  mth- 


;  opportunist  w  ho  srlmioDzes  with 
chief  but  alienates  tlie  rai\k  and  file, 
laron  doesn't  suffer  fools  easily," 
an  says.  Patrick  bristles:  "Sure  I'm 
nanding.  But  so  are  Lou  Gerstner 
Lee  lacocca.  If  I  were  a  man,  I'd  be 
ed  a  gi'eat  leader." 
""atrick  talks  nonstop — until  asked  if 
and  Maltha  always  agi"ee.  "There's  a 
leral  agreement  that  the  company 
St  be  profitable,"  she  says  simply, 
parently,  Stewart's  high-class  tastes 
I't  always  translate  smoothly  to  the 
ss  market.  Wlien  they  were  develop- 


ing a  line  of  256  Shei-win-Williams  paints 
last  year,  Stewart  poured  more  than 
2,000  mixtures,  trying  to  match  things 
around  her  house — from  her  cat's  fur 
to  chicken  eggs.  Some  were  too  expen- 
sive to  sell  for  $14.99  a  gallon.  "Sharon 
was  able  to  ground  most  of  the  discus- 
sions in  reality,"  says  T.  Scott  King, 
president  of  the  paint  company's  con- 
sumer-brands unit.  "Martha's  a  creative 
person.  Sharon  figiu'es  out  how  to  bring 
it  to  market." 

But  imply  that  Sharon  is  the  busi- 
ness brains  and  Martha  is  the  artist, 
and  Stewait  is  quick  to  remind  you  that 

Sharon  Patrick 

BORM  San  Diego,  12/30/42. 

EDUCATION  Stanford  University, 
BA,  1967;  Harvard  business  school, 
MBA,  1978. 

CAREER  1973-1976  Healtli, 
Education  &  Welfare  Dept.: 
Management  team. 
1978-1989  McKinsey  &  Co.: 
Partner;  founded  media  practice. 
1990-1993  Rainbow  Programming 
Holdings  Inc.:  President  and  COO; 
Director,  parent  Cablevision  Systems. 
1993-1997  Launched  her  own 
strategy  consulting  firm. 
1997  Martha  Stewart  Living 
Omnimedia:  President. 

CLAIM  TO  fkmE  A  savvy 
dealmaker,  she  turned  Martha 
Stewart's  company  into  a 
multimedia  corporation,  persuading 
Time  Inc.  to  part  with  the  profitable 
division,  while  renegotiating 
numerous  other  contracts. 

■  Patrick  is  single  and 

lives  in  a  penthouse  on  Manhattan's 
Upper  East  Side.  Likes  gardening 
on  the  terrace  but  avoids  the 
kitchen. 

RECREATION  Scuba,  dancing, 
baseball,  and  hiking.  Scaled  Mt. 
Kilimanjaro  with  Martha  Stewart. 

she  was  once  a  successful  stockbroker. 
"Remember,  I'm  a  businesswoman  too," 
Stewart  says.  "These  are  all  my  ideas, 
and  I  set  all  the  direction." 

Lest  there  be  any  doubt  about  who's 
in  charge,  Stewart,  who  is  chairman, 
recently  reclaimed  the  cMef  executive  ti- 
tle for  herself — three  months  after 
heralding  Patrick's  appointment  as  CEO. 
Patrick  is  now  president.  "Martha  isn't 
as  consumed  by  TV  as  we  thought  she 
would  be,"  Patrick  explains.  Stewart, 
calling  from  her  car  phone  before  an 
appearance  with  Jay  Leno,  says:  "Ti- 


tles. I'd  prefer  if  we  didn't  have  any." 

Despite  their  differences,  acquain- 
tances say  Stewart  and  Patrick  are  ex- 
tremely close.  They  often  spend  week- 
ends at  Stewart's  East  Hampton  home 
and  travel  the  world  mixing  work  with 
play.  "Sharon  is  not  easily  daunted," 
Beers  says.  "They  ai-e  very  loyal  to  each 
other."  The  pah'  met  foiu-  years  ago  hik- 
ing 19,340  feet  up  Mt.  Kilimanjaro,  in  a 
trip  arranged  by  the  socialite  Sandy 
Hill  Pittman.  Among  Patrick's  first 
memories:  The  high  priestess  of  home 
decorating  i-efused  to  wear  the  gear.  "It 
was  bright  gi-een,  bright  red,  bright  yel- 
low," Patrick  says.  "Martha  expected  to 
look  like  Out  of  Africa.  I  didn't  care 
what  I  wore.  That's  the  difference  be- 
tween Martha  and  me." 

Stewart  switched  to  khaki  gear  and 
became  so  camouflaged  that  she  got  lost 
halfway  up.  Wlien  they  regrouped,  the 
women  began  talking  about  how  to  tmn 
Martha  Stewart's  disparate  initiatives 
into  an  all-encompassing  brand.  By  late 
1995,  Patrick  was  practically  living  at 
Stewart's  Westport  (Conn.)  home.  "I 
was  working  through  the  night  around 
the  kitchen  table,  trying  to  figure  out 
how  to  pull  her  empire  together,"  she 
says.  Independent  of  her  relationship 
with  Time  Warner,  Stewart  had  dozens 
of  other  deals  for  additional  books,  TV, 
and  new  product  lines.  The  business 
was  so  scattered  and  inefficient  that  10 
banks  refused  to  lend  the  women  money 
without  getting  significant  equity.  So 
Patrick  renegotiated  all  of  Stewart's 
contracts,  securing  advance  payments. 
She  even  kicked  in  money  of  her  own  to 
become  a  minority  shareholder 
WALLPAPER  TO  WHISKS.  Among  the 
most  ciTicial  deals  was  one  with  Kmart 
Corp.,  which  Patrick  persuaded  to  fork 
over  giant  up-front  payments  and  roy- 
alties and  to  build  "Martha  World"  bou- 
tiques in  prime  space.  In  return,  the 
retailer  wanted  Stewart's  signature  on 
sheets  and  towels  in  the  bui-gnndy  and 
hunter  green  she  detests.  "Sharon 
helped  me  convince  Martha  that  this  is 
what  the  mass  market  wants,"  says 
Steve  Riman,  a  Kmart  vice-president. 

Tlie  result?  7\fter  floundering  for  nine 
years,  the  relationship  is  finally  paying 
off.  Kmart's  Stewart-related  revenues 
will  hit  $500  million  this  year — far  be- 
yond expectations.  With  new  lines  of 
cooking,  gardening,  and  decorating  mer- 
chandise— fi'om  wallpaper  to  whisks — on 
the  way,  Riman  says  Martha  Stewart 
will  account  for  70%  of  Kmart's  $2  bil- 
lion housewares  business  by  2000.  By 
then,  says  Patrick,  shares  of  Maitha 
Stewart  Living  Omnimedia  will  probably 
be  public  and  revenues  will  be  reaching 
$1  biUion.  So  who  cares  if  she  doesn't 
know  a  scarab  beetle  from  a  June  bug'? 
By  I.  Jeanne  Dugan  in  Neiv  York 
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"We  needed  a  data  warehouse  scalable  enough 
to  hold  20  years  of  global  financial  data  and 
reliable  enough  to  bank  on. That's  why  we  chose 
the  NCR  Teradata®  database." 

^     To  350,000  Reuters  users, 
information  is  power.  Power  to 
make  smarter  investment  decisions.  Power  that  comes  from 
being  able  to  access  real-time  and  historical  data  from  over 
200  global  stock  markets  that  Reuters  — the  world  leader  in 
financial  information  — continually  tracks. 

Faced  with  a  never-ending  flood  of  mission-critical 
data,  Reuters  can't  afford  a  data  warehouse  that  doesn't 
scale.  Or  that  isn't  reliable.  That's  why  they  turned  to  NCR, 
the  world  leader  in  data  warehousing. 

For  Reuters,  NCR  Sermes_professionals  developed 
a  500-gigabyte  scalable  data  warehouse  that  captures  and 
stores  all  the  information  their  clients  need. 

Running  our  NCRTeradaLa  database  on  our  highly 
scalable  NCR  WorldMark™  servers  enables  unmatched 
ad  hoc,  complex,  business  questions,  giving  Reuters  users 
unsurpassed  analytical  and  interpretive  powers. 

NCRTeradata  database  is  the  only  parallel  database 
that  scales  from  a  few  gigabytes  up  to  10  terabytes  and 
beyond.  And  our  NCR  WorldMark  servers  are  the  only 
platform  that  scales  from  SMP  to 
MPP,  allowing  businesses  to  start 
their  data  warehouse  small  and 
grow  it  to  any  size. 

To  learn  more  about  how  NCR  can 
help  you  set  up  a  scalable  data  warehouse  that's  perfect 
for  your  business  needs,  call  1  800  CALL-NCR,  ext.  3000. 
Or  visit  us  on  the  web  at  www.ncr.com.To  learn  more 
about  Reuters,  visit  www.reuters.com. 

Transactions  in  the  Age  of  the  Consumer 


Greg  Meekings,  Managing  Director, 
Corporate  Technology  Group,  Reuters. 


Government 


I'LL  TRADE  YOU:  Clinton  may  allow  a  capital-gains  cut. 


TAXES 


WHAT  A  TAX-CUT 
DEAL  WILL  LOOK  LIKE 

Forget  the  bluster.  A  compromise  seems  likely  by  August 


Call  it  the  war  of  the  soccer  moms. 
On  July  10,  the  Democrats  trot- 
ted out  Gloria  Pressley  of 
Gaithersbm-g,  Md.,  a  single  moth- 
er of  two  who  earns  $24,000  a  year  and 
will  pay  $1,836  in  Social  Security  taxes 
this  year.  Under  the  House  Republi- 
cans' tax-cut  proposal,  they  ftuned,  she'd 
get  back  not  a  dime.  That's  because  she 
qualifies  foi'  a  credit  that  erases  her  in- 
come-tax liability.  Under  President  Clin- 
ton's plan,  though,  she'd  collect  $1,000. 

Not  to  be  outdone.  House  Republi- 
cans on  July  15  introduced  their  own 
poster  gii-1 — Debra  Wilson,  a  divorced 
mother  of  tliree  from  Dale  City,  Va.  An 
accountant  making  $62,400  in  salaiy,  Wil- 
son would  get  tax  breaks  of  $800  in  1998 
and  $1,000  in  1999  under  the  House  GOP 
plan — but  nothing  under  Clinton's  be- 
cause her  income  level  is  too  high.  The 
Republicans  littered  the  Capitol  lawn 
with  items  she  could  buy  with  her  (;op 
windfall:  eveiything  ii'om  groceiies  and  a 
blender  to — what  else? — a  soccer  ball. 

Working  women  such  as  Pressley  and 
Wilson  have  become  ammo  in  the  fierce 
tax-cut  battle  over  whose  plan  is  fairest 
to  avei'age  Americans.  Clinton  accuses 
the  Republicans  of  raiding  the  Treasiuy 
for  the  rich;  the  gop  claims  he  is  using 
the  tax  code  to  issue  new  welfai-e  checks. 
But  even  as  they  exchange  broad- 


sides, both  parties  see  the  outhnes  of  a 
final  accord  to  cut  taxes  by  $135  billion 
through  2002.  Barring  a  rebellion  by 
the  RepubUcan  right,  Clinton  could  sign 
the  measure — the  first  tax  cut  in  16 
years — before  Congi-ess  heads  home  for 
its  August  vacation.  "A  deal  is  in  the 
making,"  says  Representative  Robert 
T.  Matsui  (D-Calif.).  Agrees  a  senior 
House   GOP   aide:   "It's  remarkable 

DUELING  DATA 

By  using  different  data,  Hill  Republicans 
and  the  Administration  arrive  at  very 
different  views  of  the  impact  of  tax  cuts. 
The  GOP  claims  that  53.2%  of  its  tax  cuts 
would  go  to  the  middle  60%  of  taxpayers; 
the  Clintonites  say  the  House  bill  gives 
the  m  iddle  60%  only  32.1%  of  th  e  cuts. 
HOUSEHOLD  WHO  BENEFITS  MOST 

INCOME*  HOUSE  ADMINISTRATION 

UP  TO  $12,261  02%  06% 

$12,262  -$24,244  4.9%  2.5% 

$24,245  -  $39,356  184%  9.6% 

$39,357  -  $63,941  29.9%  20.0% 

MORE  THAN  $63,941  46.6%  66.8% 

'Based  on  the  Joint  Committee  on  Taxation's  measure 
of  expanded  income,  which  includes  compensation, 
investment  returns,  and  some  fringe  benefits 

DATA  HOUSE  WAYS  4  MEANS  COMMIHEE,  TREASURY  DERI 


...and  the  GOP  may  accept  a  break  far  low-wage  worke 


how  close  we  are.  The  will  is  the 
Indeed,  both  sides  have  compel 
reasons  to  seal  an  agi-eement.  gop  1 
makers  want  to  go  home  and  boast  ' 
they've  enacted  the  "crown  jewel' 
theii-  Contract  With  America.  They 
fear  the  public's  wTath  if  negotiat 
collapse  and  Democrats  again  succee 
tarring  them  as  extremists  who  pri 
confrontation  to  compromise.  And  (_ 
ton  is  eager  to  fulfill  his  1992  pledg 
provide  middle-class  tax  relief,  hijac 
potent  GOP  issue,  and  erase  the  Dej^ 
image  as  the  tax-and-spend  crowd. 
GIVE  AND  TAKE.  Wliat  ai'e  the  key  po 
of  com]3romise'?  For  starters.  Clinton 
swallow  a  broad-based  capital-gains 
cut,  possibly  to  a  rate  of  20%,  as  Ion 
House  Republicans  ditch  then-  cherii 
goal  of  indexing  gains  for  inflatioi 
trade-off  gop  negotiators  are  read; 
make.  The  White  House  also  wil 
along  with  gop  plans  to  create  expai 
individual  retirement  acounts,  but  it 
insist  on  setting  income-eligibihty  lii 
Administration  officials  say  Chnt( 
prepar-ed  to  accept  the  broader  estate 
relief  sought  by  the  GOP  and  give 
proposal  to  target  aid  to  small  compa 
and  family  fanners.  One  solution  ui 
discussion:  embrace  the  Repubhcan 
to  raise  the  estate-tax  exemption  t< 
million  ft-om  the  cim-ent  $600,000  ov 
or  10  years  but  phase  it  in  more  slo 
Says  a  top  Clintonite:  "You've  got  tc 
the  Republicans  characterize  it  as  a 
Then  they  can  all  go  home  and  be  pi 
and  hold  theii'  heads  high." 

For  its  part,  the  (;op  will  move  ni 
closer  to  the  $35  billion  in  educai 
tax  incentives  demanded  by  the  Pr| 
dent.  And  Republicans  are  likely  to' 
cede  to  Clinton's  desire  to  lower  w 
$110,000  family-income  ceiling  for 
ceiving  a  $500-per-child  tax  credit.  " 
body  wants  to  get  blamed  for  bring  t 
the  deal  down,"  gi'ipes  a  hesitant  P 
compromiser.  "Some  people  are  wills' 
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/e  away  the  store  to  get  a  deal." 
nagging  issue  remaining  is  Clin- 
demand  that  the  child  tax  credit  be 
ible  to  low-earning  families  even 
y  owe  no  income  tax.  Republicans 
n  that  if  you  don't  pay  income  tax- 
)u  don't  deserve  a  rebate.  Clinton 
ers  that  many  of  the  working  poor 
housands  of  dollars  per  family  in 
I  Security  taxes.  The  White  House 
ignaled  a  willingness  to  consider 
romises  such  as  a  $250  credit  for 
ies  that  don't  owe  income  taxes. 
House  Speaker  Newt  Gingiich,  de- 
earher  labeling  the  proposal  "wel- 
'  hinted  on  July  15  that  he,  too,  is 
ng  a  middle  ground  to  find  tax  re- 
)r  lower-income  workers. 
TOLL.  The  reason  for  the  retreat: 
;uccess  of  the  Democrats'  class-war- 
rhetoric.  Republicans  acknowledge 
:he  steady  di-umbeat  of  attacks  has 

a  toll.  Recent  polls  show  that  most 
s  beheve  the  GOP  tax  cuts  are  a 
for  the  wealthy  while  Democratic 
)sals  wiW  bring  more  tax  relief  to 
liddle  class.  "We  re  losing,"  laments 
blican  Governor  Tommy  Thompson 
isconsin.  "There's  no  question  that 
)crats  are  better  at  rumor-monger- 
nd  getting  their  message  out." 
at  has  made  Republicans  defen- 
-and  ready  to  deal.  GOP  leaders 
they'll  get  clobbered  if  they  take  a 

line.  They're  still  smarting  from 
disastrous  miscalculations  over  the 
96  government  shutdown  and  the 
it  flood-relief  bill.  In  both  show- 
s,  the  President  sent  the  GOP  hmp- 
ff  the  PR  battlefield.  "If  CUnton  de- 

to  veto  [the  tax-cut  bill],  he'll 

I  us,"  says  a  Hill  Republican.  "So 
go  out  of  our  way  to  avoid  a  veto." 
ill,  the  leadership's  willingness  to 
vtrade  could  spark  a  mutiny  among 

30  GOP  hardliners.  Many  of  these 
takers  thought  the  original  House 
idn't  cut  taxes  deeply  enough,  and 

II  mightily  resist  further  conces- 
.  "There  has  to  be  a  time  to  draw  a 
in  the  sand,"  says  Representative 

Salmon  (R-Ariz.).  Reining  in  the 
s  will  be  a  key  test  for  the  em- 
sd  Speaker,  but  veteran  Hill-watch- 
)redict  he'll  prevail.  Conservatives 

grouse  a  bit,  but  most  will  go 
f,"  says  Michael  R  Andrews,  a  po- 
1  analyst  for  Salomon  Brothers  Inc. 
/en  if  the  fii-ebrands  succeeded,  the 

of  victory  would  be  bitter:  Clinton 
■rtain  to  veto  a  hardline  tax  bill. 
Republicans  would  take  a  pohtical 
ing  without  winning  any  conces- 
..  That's  why  all  the  photo  ops  with 
dng  moms  won't  change  one  key 
I  Republicans  are  likely  to  take  the 

deal  they  can  get. 

y  Richard  S.  Dunham  and  Amy 

Its  in  Washington 


Get  Online  and 
get  In  Touch! 

Visit  Business  Week  Online's 

Small  Business  Center  on  America  Online 


Business  Week  Online's  Enterprise/Small  Business  Center  is  where  small- 
business  owners  and  entrepreneurs  can  find  hard-to-get  news  and  information 
important  to  their  needs.  All  the  stories  and  Special  Reports  about  small  business 
that  have  appeared  in  Business  Week  since  January,  1994,  are  easier  to  find  than 
ever,  now  that  we've  added  a  full-text  search  feature  just  for  small-biz  stories. 
There's  plenty  more  to  explore-and  to  do: 

specially  scheduled  online  conferences  featuring  experienced 
entrepreneurs  who  can  answer  your  questions.  ^JjJj^JIiJJHjiJ  on  the 

message  boards.  Exchange  ideas  with  your  colleagues  and  find  out  what  works 
for  them,  and  what  doesn't.  ^^^^^B  easily  to  World  Wide  Web  sites  for 
small  business  flagged  by  BW  as  best  bets-or  to  many  other  sites. 
BUIlYnrflLIM  transcripts  of  past  online  conferences  about  small  business 
and  other  relevant  subjects.  with  Business  Week  editors. 

Use  BW  Online's  Small  Business  Center  in  the  way  that 
works  best  for  you  and  your  business. 

From  the  Business  Week  Online  main  screen,  click  the  BW  Plus!  button, 
then  select  BW  Online's  Small  Business  Center  from  the  list  of  BW  Plus!  choices. 
For  online  events  about  small  business  and  entrepreneurs,  check 
BW  Online's  Conference  Calendar  (via  the  Talk  &  Conferences  screen). 


ATTEND 


BE  IMAGINATIVE 


See  you  online! 


A 

A  M  E  R.I.C  A 


f y}pyh^t^^  ^  ^^^^  ^'^l*^**^  including  10  free  hours  on  AOL 
U],   call  1-800-641-4848  and  niention  Business  Week. 


BUSINESS  WEEK  /  JULY  28,  1997  63 


I  »  ] 

i  T 

f  f  M 

*  fresh  ideas  out  of  carbon  dioxiil 
it  helps  keep  a  trainlo^  of  foe; 


electricity.  And  ^^ocess  tliat  kee 


witihout  preservatives.  Nowonder 
turn  to  us  for  profitable  idea^ 


i n dus t ri a  1  g as  company.  A 


<ce  a  CO2  "snow"  that's  so  cold 
3zen  for  a  month  without 
iry  foods  fegSff !twice  as  long 


5e  ^ 


food  companies  worldwide 


owing. 


r  planet  more  productive. 


ation  please  call  1-800-PRAXAIR  e-mail:  info@praxair.com  ©1997  PR  AX  A IR,  INQ: 


Finance 


FOREIGN  EXCHANGE 


THE  CURRENCY  CRISIS 
SWEEPING  SOUTHEAST  ASIA 

Devaluations  in  one  country  after  another  may  rein  in  growth 


For  Philippine  businessman  Law- 
rence C.  Qua,  the  news  that  came 
on  July  11  could  hardly  have  been 
better.  Qua,  the  president  of  Mani- 
la-based Ionics  Circuits  Inc.,  had  just 
heard  that  his  country's  central  bank 
had  followed  Thailand's  recent  currency 
devaluation  and  allowed  the  peso  to  fall 
10%.  Dire  tidings  for  most,  but  Qua  was 
beaming.  Ionics,  an  exporter  of  elec- 
tronic components,  earns  all  of  its  rev- 
enues in  U.  S.  dollars,  wliich  now  will  go 
a  lot  further  toward  paying  workers 
and  meeting  other  costs  at  home.  "The 
more  depreciation,  the  better  it  is  for 
us,"  says  Qua.  "We'll  have  a  windfall." 

Across  town,  in  Manila's  Makati  busi- 
ness district,  Raul  T.  Concepcion  faces  a 
glimmer  futiu"e.  "I'm  worried,"  says  the 
chairman  of  privately  held  Concepcion 
Industries  Inc.,  which  manufactures  air 
conditioners  and  refrigerators  for  the 
domestic  market.  "Power  rates  and  oil 
prices  will  go  up."  And  labor  groups 
are  already  demanding  that  business 
leaders  increase  wages  in  response. 
"The  gains  from  devaluation  will  be 
lost,"  fi'ets  Concepcion,  president  of  the 
Federation  of  Philippine  Industries. 
"We'll  be  back  to  square  one." 
EASY  TARGET.  Qua  and  Concepcion  ai'e 
tv\'o  uf  the  winners  and  losers  in  the  cur- 
rency tunnoil  sweeping  Southeast  Asia 
(table).  Having  helped  force  an  18%  de- 
valuation of  the  Thai  baht  on  July  2,  ciu- 
I'ency  speculators  turned  on  neighboring 


Even  some  of  the  region's 
more  predictable  currencies 
have  not  been  immune.  In- 
donesia's rupiah  fell  to  a 
record  low  of  2,471  to  the 
U.  S.  dollar  and  could  weak- 
en further.  And  despite  ris- 
ing local  interest  rates,  the 
Singapore  dollar  might  be 
next,  especially  since  the 
economy  has  not  recovered 
from  last  year's  slowdown. 
Singapore's  stock  market  has 
already  fallen  16%  this  year. 
"Nobody  is  safe,"  warns 
John  B.  Seel,  economist  with 
Bear  Stearns  Asia  in  Hong 
Kong. 

The  Asian  meltdown  is 
the  latest  in  a  string  of  com- 
petitive devaluations  that 
have  r'ocked  global  currency 
markets  for  five  years.  Back 
in  1992  and  '98,'  the  Euro- 
pean exchange-rate  system 
blew  out  as  ally  after  ally 
couldn't  keep  pace  with  Ger- 
many and  its  strong  mark. 
When  Britain  dropped  out 
of  the  system,  a  painful 
chain  of  devaluations  from 
Sweden  to  Italy  ensued. 
Then,  in  1994,  Mexico  was 
forced  to  devalue  the  peso 
shaiply  against  the  dollar  af- 
ter a  wave  of  capital  flight 


countries  with  exchange  rates  — mm  mniMrA 
linked  to  the  U.S.  dollar.  The  THE  PHILIPPINES 

Pliilippines,  anned  with  tiny  for- 


eign-exchange reserves  and  an  Money  changei's  are  doing  a 

economy  only  just  recovering  brisk  business  as  the  government  expects  inflation, 

from  veai's  of  ton^or,  was  an  easy  ^    >     i  i 

target.  Manila  tried  to  resist  the  '^^W  4.6%,  tO  nearly  double 


onslaught  before  giving  in  on  July  11. 
Then  came  Malaysia,  where  the  central 
bank  jacked  up  interest  rates  to  50% 
and  spent  an  estimated  $1  billion  before 
surrendering  on  July  14.  The  ringgit 
promptly  plunged  t(j  a  33-month  low. 
Lamented  Finance  Minister  Anwar  Ibra- 
him: "There's  a  Limit  to  what  we  can  do." 


demonstrated  that  its  economy  was  no 
match  for  the  stronger  U.  S.  after  pas- 
sage of  the  Norih  American  Free  Trade 
Agreement.  Moi'e  recently,  the  Czech 
Republic  has  also  seen  its  cuirency  col- 
lapse as  its  trade  deficit  has  mounted. 
The  turmoil  has  even  touched  Brazil. 
Its  booming  stock  mai'ket  plunged  7%-  in 


mid-July  amid  fears  that  tl 
Brazilian  real  would  be  t} 
next  currency  to  fall. 
Southeast  Asia's  situation  is  mo 
acute.  The  region  does  have  one  m?j 
strength:  some  of  the  world's  highe 
gi-owth,  savings,  and  investment  ratf 
But  like  the  Latins,  Asians  had  bingi 
on  easy-money  policies.  Now,  tl 
Asians — like  the  Europeans,  Mexicar 
and  even  the  Japanese — are  paying  t! 
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.  They  are  also  being  forced  to  "be- 
more  realistic  about  steps  they 
to  take  to  keep  their  economies 

hy  in  the  longer  term,"  says  dri/ 

raw-Hill  Asian  economist  Devi  Au- 
Central  banks  will  have  to  reassert 
control  over  monetary  policies  to 

n  credibility.  And  governments  will 
to  reform  everything  from  capital 

:ets  to  industrial  planning  to  avoid 

e  beggar-thy-neighboi-  devaluations. 

A'SEDGE.  For  now,  however,  the 
answer  will  be  to  rely  on  cheap- 
currencies   to  deliver  export 

th.  As  the  world's  strongest  econ- 
the  U.  S.  will  be  the  market  of 

e  for  Southeast  Asians  hoping  to 

■t  their  way  back  to  health.  Soaring 


the  region  was  $5.8  billion  by  the  end  of 
the  fti-st  half  of  1997,  accoi-ding  to  the 
Japan  External  Ti-ade  Organization. 

How  Tokyo  handles  this  crisis  in  coim- 
tries  where  memories  of  Japan's  biutal 
World  War  H  occupation  are  still  strong 
will  test  its  ability  to  take  an  interna- 
tional leadei-ship  role.  So  all  eyes  were  on 
Thailand's  new  finance  minister,  Tlianong 
Bidaya,  as  he  made  his  way  to  Tokyo  to 
meet  with  Jajjanese  Finance  Minister  Hi- 
roshi  Mitsuzuka  and  Vice-Minister  for 
International  Affau's  Eisuke  Sakakibara 
on  July  18.  Just  tlu-ee  days  earlier,  Mit- 
suzuka said  Japan,  if  necessaiy,  would 
join  forces  with  the  International  Mone- 
tary Fund  to  salvage  the  tumbhng  Thai 
baht  and  other  Asian  cui'rencies. 


heast  Asian  exports  may  set  otf 
^sts  fi'om  Washington.  But  the  coim- 
vith  an  even  bigger  stake  in  Asia's 
mcy  mess  is  Japan, 
panese  banks  are  the  biggest 
!rs  to  Southeast  Asia — ing  Barings 
analyst  James  Phillip  Fiorillo  fig- 
they  have  an  exposure  of  roughly 
billion.  Japanese  manufactm-ers  are 
the  region's  biggest  investors: 
nese  direct  foreign  investment  into 


Asia's  money  meltdown  is  testing  the 
foundations  of  an  export-led  economic 
model  that  has  delivered  years  of  spec- 
tacular gTowth.  But  more  than  a  decade 
of  strong  exports  of  semiconductors  and 
other  goods  blinded  policymakers — and 
the  currency  market — to  the  shortcom- 
ings of  the  system  that  Southeast 
Asians  have  used  to  fuel  economic 
growth.  These  include  stressed-out 
banks,  overheated  property  markets, 


rising  trade  deficits,  a  glut  of  factories, 
and  stiffening  competition  from  China. 

Indeed,  Chinese  manufacturer.s — bol- 
stered by  an  artificially  low  renminbi — 
are  squeezing  out  Southeast  Asian  pro- 
ducers of  garments,  electric  appliances, 
and  telecommunications  gear.  At  the 
same  time,  the  emerging  Tigers  are 
having  trouble  competing  with  South 
Korea  and  the  former  Soviet  states  in 
heavy  industries  such  as  steel  and 
petrochemicals.  Japan,  too,  is  adding  to 
the  region's  worries.  Morgan  Stanley, 
Dean  Witter,  Discover  &  Co.  analyst 
Alexander  Kinmont  observes  that 
Japanese  manufacturers  "added  produc- 
tive capacity  equal  to  that  of  France"  at 
home  in  the  1980s,  then  built  an  equiv- 


THE  TURMOIL  SPREADS 
ACROSS  SOUTHEAST  ASIA 


THAILAND  Banking  problems,  flag- 
ging exports,  and  a  current-account 
deficit  force  tine  Thais  to  devalue 
the  baht  by  23%.  Stocks  are  down 
25%  in  dollars  in  1997. 

MALAYSIA  The  central  bank  stops 
propping  up  the  currency  on  July 
14  and  sees  it  fall  by  more  than 
4%.  Stocks  are  off  21%. 

SINGAPORE  With  the  economy 
slowly  on  the  mend  from  last  year's 
slump,  even  the  Singapore  dollar-a 
traditional  safe  haven  in  the 
region-is  under  pressure.  Earnings 
growth  should  fall  in  1997.  Stocks 
have  dropped  16%. 

INDONESIA  The  rupiah  briefly 
plunges  to  a  record  low  against  the 
dollar,  although  the  country  is  cited 
as  a  model  of  flexible  currency 
management  in  the  region.  Stocks 
are  still  up  9%. 

PHILIPPINES  With  few  resources 

to  fight  back,  Manila  devalues  the 
peso  by  4%.  It  rebounds  a  bit,  but 
domestic  demand  will  suffer. 
Companies  facing  stiff  competition 
and  rising  import  costs  will  see 
earnings  dwindle.  Stocks  are 
down  22%. 

DATaT  BUSINESS  WEEK 

alent  amount  of  capacity  overseas  in 
the  next  decade.  Much  of  that  invest- 
ment was  made  in  Asian  low-cost  plants. 

These  factories  and  others  will  be- 
come even  more  competitive  in  world 
mai'kets  now  that  Asian  cuirencies  have 
fallen.  But  there  is  a  trade-off.  In  the 
Philippines,  Central  bank  governor 
Gabriel  C.  Singson  says  the  recent  in- 
terest-rate hike  to  32%  is  a  "temporaiy 
measui-e,"  but  he  expects  inflation,  now 
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SINGAPORE 


4.6%,  to  double.  Many  companies  will 
find  it  difficult  to  pass  along  the  in- 
creased costs  to  consumers,  says  Vic- 
tor S.  Limlingan,  professor  at  the  Asian 
Institute  of  Management  in  Manila. 

Malaysia,  too,  has  pi'oblems.  The  cen- 
tral bank  has  been  trying  to  cool  off  the 
real  estate  market  for  months,  but  ana- 
lysts still  expect  a  prop- 
erty glut  next  year.  The 
current-account  deficit  is 
inching  up  and  will  hit  a 
dangerous  6%  of  gross 
domestic  product  this 
year.  As  direct  invest- 
ment tapers  off,  Malay- 
sians have  become  more 
reliant  on  unstable  shoi't- 
term  debt. 

Back  in  Thailand, 
where  everything  start- 
ed, manufacturers  are 
battening  down.  Toyota 
Motor  Corp.,  for  one,  is 
considering  raising  the 
prices  on  veliicles  sold  in 
Thailand  to  compensate 
for  currency  losses.  In 
fact,  the  devaluation 
couldn't  have  come  at  a 
worse  time  for  Toyota, 
which  plans  to  increase 
capacity  in  Thailand  by  20%  by  early 
1998.  General  Motors  Corp.,  which  is 
building  a  new  plant  in  Thailand,  will 
benefit  from  devaluation,  since  80%'  of 
its  output  will  be  exported,  says  CFO  J. 
Michael  Losh. 

Throughout  Southeast  Asia,  recovery 
will  be  hindered  by  the  weakness  of 
the  banking  system  (BW — Feb.  24).  Un- 
less policymakers  quickly  establish  ways 
for  banks  to  securitize  bad  debts  and 
unload  them,  governments  may  end  up 
devoting  scarce  resources  to  bailouts. 
And  banks  will  have  less  ability  to  lend 
to  startups  that  create  jobs  and  gTowth. 
"TIME  WARP."  Tight  control  over  ex- 
change-rate policy,  which  hasn't  kept  up 
with  the  I'egion's  gi-owth,  must  be  relin- 
({uished.  In  the  fii'st  half  of  the  decade, 
protectionist  policies  insulated  curren- 
cies from  market  forces.  Determined  to 
help  exporters,  governments  resisted 
pressure  for  currencies  to  appreciate 
against  the  dollar  despite  billions  in  cap- 
ital flowing  into  the  region.  "Central 
banks  were  sitting  in  a  time  waip,"  says 
Rajeev  Malik,  senioi'  economist  for  Jai'- 
dine  Fleming  Interaational  Securities  in 
Singapore.  "With  undervalued  curren- 
cies and  liigh  interest  rates,  there  was  a 
double  incentive  for  money  to  come  in." 

The  game  worked  until  1995,  when 
Washington  and  Tokyo  reached  an 
agreement  to  devalue  the  record-high 


yen  and  fortify  the  gi'eenback.  As  the 
dollar  strengthened,  it  carried  the 
Southeast  Asian  cun-encies  along  with 
it.  But  most  countries  "didn't  immedi- 
ately see  that  they  should  make  some 
changes  in  their  management  of  e.x- 
change  rates,"  says  Asia  Development 
Bank  senior  economist  V.  V.  Desai.  Not 


The  stock  market 
—  has  fallen  as 
woiT'ies  mount  ovei'  new  thrpnts    tbo  oronomv 


THAIUND 


Toyota  may  have 
to  hike  the  price 


of  these  Thai-built  pickup  trucks  to 
offset  currency  losses 

only  was  the  region  suffering  from  over- 
capacity, but  many  countries  had  be- 
come reliant  on  short-term  debt  to  fi- 
nance huge  imports  of  capital  equipment 
and  other  items  for  government  infra- 
stiucture  projects.  As  a  result,  says  Ma- 
lik, short-term  debt  now  accounts  for 
about  2.5%'  of  the  region's  total. 

Not  eveiy  Asian  country  mismanaged 
its  cuirency.  Hong  Kong  has  a  fii'm  tie 
between  its  dollar  and  the  U.  S.  gi-een- 
back.  Hong  Kong  boasts  strong  banks,  a 
current-account  surplus,  and  a  commit- 
ment ft-om  Beijing  to  put  its  billions  in 


hard  currencies  behind  Hong  Kor? 
huge  reserves.  Indonesia  has  taken 
other  tack.  It  kept  speculators  at  ba\ 
letting  the  rupiah  depreciate  gradu; 
On  July  11,  it  widened  the  band 
which  the  rupiah  trades,  letting  it  h 
recoi'd  low  against  the  dollar.  But 
a  flexible  currency  pohcy  hasn't  s 
Indonesia  fi'om  some  of  the  woes  t 
of  the  region.  With  real  gdp  growth 
pected  to  hit  7.8%  this  year,  the 
rent-account  deficit  has  widened  to 
of  CDP  from  3.5%  last  year. 

Government  offici? 
around  the  region  h; 
other  tools  at  their  i 
posal  to  limit  the  d; 
age  from  the  currei 
run.  Ti-aditionally,  tl 
have  ordered  tight  fi^ 
policies,  without  lai 
budget  deficits.  Expc 
in  the  bellwether  el 
tronics  sector  should  [ 
up  as  demand  inci'ea 
in  the  West.  That's  es 
dally  tnie  foi'  Singapi 
where  such  U.  S.  el 
tronics  giants  as  Moti 
la,  Texas  Instrumei 
and  Hewlett-Packard 
seeing  demand  for  tl 
products  surge. 

The  crisis  should  also  fo 
governments  to  be  reali^ 
about  gi-owth.  They'll  have 
develop  financial  markets  to 
banks  seciuitize  projjerty  lu 
or  companies  hedge  fore 
cui'rency.  More  importan 
leaders  must  "find  new  w 
to  power  theii'  economies,  si 
laboi'  and  capital  are  no  Ion 
as  cheap  as  they  used  to  1 
observes  DRi/McGraw-H 
Aui'ora. 

Asians  also  will  need  to 
troduce  moi'e  appro{3riate 
change-rate  policies  to  reti 
market  forces  and  prev' 
spending  binges  that  have 
be  financed  with  short-te 
debt.  "The  moral  of  the  story  is  1 
within  your  means,"  says  Gan  V 
Beng,  executive  director  of  Comme; 
International  Merchant  Bank  in  Kua 
Lumpui-.  If  not,  he  adds,  "the  frnanil 
markets  will  force  it  on  you."  After  e 
events  of  this  month,  that  is  a  les:r. 
that  Southeast  Asians  should  ha^ia 
hard  time  foi'getting. 

By  Bruce  Einhorn  in  Manila,  n 
Michael  Sliari  in  Jakaiia,  Mark  L.  C 
ford  in  Knala  Lumpur,  Brian  Brew  ' 
in  Tokyo,  Hugh  Filman  in  Manila,  < 
Kerry  Capell  in  Neiv  York 
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COMIVIENTARY 

By  Peter  Coy 


WHY  FOREIGN  CAPITAL  WONT  DRY  UP 


Iapanese  Prime  Minis- 
ter Ryutaro  Hashi- 
moto scared  the  day- 
jhts  out  of  Wall  Street 
1  June  23.  At  a  Colum- 
a  University  luncheon, 
!  seemed  to  warn  that 
8  Japanese  might  sell 
eir  U.  S.  Treasury  bills 
iless  the  U.  S.  helped 
abilize  currency  ex- 
lange  rates.  The  Dow 
ines  industrial  average 
,nk  192  points. 
Aides  to  Hashimoto 
ished  to  say  that  he 
id  not  meant  to  issue 
ich  a  threat,  and  the 
ock  market  recovei'ed 
later  sessions.  Still,  its 
mble  showed  how  nei-vous  in- 
jstors  are  about  the  U.  S.  economy's 
■owing  reliance  on  foreign  capital- — 
ipecially  government  capital. 
tEAL,  LIVE  ISSUE."  The  nervousness 
understandable.  Foreign  govern- 
ents  now  hold  17%  of  U.  S.  Trea- 
iry  debt,  up  from  10%  in  1987.  In 
»96,  they  added  $122  bilhon  to  their 
)ldings  of  U.  S.  Treasuries  and  oth- 
'  domestic  securities,  more  than 
lis  year's  entire  federal  budget 
ificit.  If  they  pulled  out,  the  dollar 
ould  fall  and  interest  rates  would 
se.  Traders  point  out  that  the  Trea- 
iry  Dept.'s  custody  account,  which 
)lds  U.  S.  securities  on  behalf  of 
reign  central  banks,  has  shiunk 
"To,  to  $628  billion,  since  April,  after 
jarly  doubling  in  size  since  1993. 
This  is  a  real,  live  issue  for  the 
larkets,"  warns  Ian  Shepherdson, 


CHICAGO  CURRENCY  PIT:  Loiv  in  flat 


11)11  III  r 


the  dollar  allure 


chief  economist  of  hsbc  Markets  Inc. 

But  the  odds  are  that  foreign  gov- 
ernments will  find  it  both  politically 
and  economically  unwise  to  pull  back. 
If  anything,  their  huge  role  in  financ- 
ing the  U.  S.  deficit  is  a  positive  sign, 
because  government  money  is  less 
flighty  than  private  money.  No  gov- 
ernment— least  of  all  Japan's — wants 
to  start  a  run  on  the  dollar  or  Trea- 
sui'ies.  That  would  only  derail  the 
U.  S.  economy,  which  remains  the  en- 
gine of  world  growth.  Besides,  the 
dollar  is  attractive  because  of  rela- 
tively high  interest  rates,  low  infla- 
tion, and  the  fact  that  the  U.  S.  bud- 
get and  trade  deficits  are  smaller 
now  as  a  share  of  the  economy  than 
in  the  1980s.  Europe's  woes  with 
monetary  union  in  recent  months, 
coupled  with  devaluations  in  Thai- 
land and  the  Philippines,  have  made 


the  dollar  more  of  a 
refuge  than  ever 

The  charts  below 
show  who  is  financing 
the  widening  deficit  in 
the  U.  S.  current  ac- 
count— the  broadest 
measure  of  trade  in 
goods,  services,  and  in- 
vestment income.  When 
dollars  flow  abroad,  for- 
eigners have  to  invest 
them  in  something, 
whether  it's  stocks,  real 
estate,  or  Treasury  bills. 
BIG  BUYER.  What's  sur- 
prising is  how  much  of 
that  capital  is  coming 
from  official  sources.  The 
middle  chart  shows  how 
much  private  foreign  sources  in- 
creased their  investments  in  the 
U.  S.  each  year,  minus  the  amount 
that  U.  S.  sources  hiked  investments 
abroad.  The  private  inflow  is  too 
small  to  cover  the  deficit. 

Enter  the  governments.  In  1996, 
the  net  inflow  of  $129  bilhon  in  offi- 
cial assets  was  nearly  twice  the  $67 
billion  net  inflow  of  private  assets, 
according  to  the  Commerce  Dept. 
Those  numbers  should  add  up  to  the 
$148  bilhon  in  the  cuirent  account 
deficit  but  don't  because  of  statistical 
discrepancies. 

Why  are  governments  playing 
such  a  big  role?  Some  may  be  tiying 
to  prop  up  the  value  of  the  U.  S.  dol- 
lar so  they  can  enjoy  export-led  eco- 
nomic growth.  Others  may  simply  re- 
gard dollar  assets  as  a  good  value. 
In  any  case,  the  money  has  been 
pouring  in. 


THE  U.S.  RUNS  HUGE  CURRENT 
ACCOUNT  DEFICITS... 


.AND  PRIVATE  INVESTMENTS 
DON'T  COVER  THEM... 


...SO  FOREIGN  GOVERNMENTS 
PLUG  THE  HOLE 
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COMBINED  FINANCIAL  FLOWS  DON'T  EQUAL  CURRENT  ACCOUNT  BALANCE  BECAUSE  Of  STATISTICAL  DISCREPANCIES 


Hashimoto  may 
have  spooked 
Wall  Street  for 
a  day,  but  the 
governments 
of  Japan  and 
other  nations 
are  not  likely  to 
bail  out  of  the 
U.  S.  Treasury 
market. 

Coy  is  asso- 
ciate economics 
editor. 
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^sideWall  Street 


iniNG  OM  ALL 
CYLINDERS" 


BENE  G.  IWARCIAL 

CURIHG  DATA- 
ID  GROWTH? 

'ho  do  you  call  when  disaster 
strikes  your  computer  system? 
s  at  some  blue-chip  companies  and 
Brnment  agencies  call  SunGard 
i  Systems  (SDS),  a  major  provider 
ata-recovery  and  support  services. 
!ly,  the  stock  has  been  in  a  quick 
recovery  of  its 
own,  bolting  up 
from  42  a  share 
in  late  June  to  51 
in  mid-July.  The 
reason:  snappy 
sales  and  earn- 
ings growth. 

Some  pros,  in- 
cluding Merrill 
Lynch's  Stephen 
McClellan,  see 
more:  a  takeover 
target.  "Manage- 
ment would  con- 
sider a  takeover 
at  the  right  price," 
says  McClellan, 
insists  he  doesn't  laiow  if  SunGard 
received  any  offers.  Based  on  eam- 
growth  alone,  SunGard  should  hit 
ver  the  next  12  months,  he  says, 
ays  one  San  Francisco  money  man- 
who  has  been  buying  shares: 
th  a  market  value  of  $2.2  billion 
1996  revenues  of  $670  million,  Sun- 
d  is  worth  75  in  a  takeover."  It 
be  an  ideal  fit  for  any  of  the  large 
puter  companies,  such  as  Automatic 
a  Processing  or  Electronic  Data 
;ems,  he  adds. 

[errill's  McClellan  is  impressed  by 
Sard's  leading  market  position  in  fi- 
lial-investment software  and  com- 
;r-disaster  recovery  services.  It's 
ting  on  all  cylinders,  with  revenue 
insion  in  its  mainstream  computer 
'ices  well  above  20%,"  he  says. 
unGard  provides  solutions  to  two 
ssing  business  needs:  data  process- 
support  to  the  investment  commu- 
and  data-recovery  systems  for 
panies  that  suffer  disruptions  from 
I  disasters  as  earthquakes,  floods,  or 
er  failures.  The  company  maintains 
mate  data  processing  sites,  includ- 
mobile  units,  for  customers  caught 
mergencies. 

unGai'd,  observes  McClellan,  "has  a 
;-chip  customer  base,  high  [busi- 
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ness]  retention  level,  strong  cash  flow 
and  finances,  and  an  accretive  acquisi- 
tion strategy."  Customers  include 
Chase  Manhattan  and  Citicorp.  Some 
80%  of  revenues  is  on  a  recurring  basis 
and,  he  notes,  margins  are  "trending 
upward."  The  consolidation  in  the  bank- 
ing industiy,  he  says,  has  been  a  boon 
to  SunGard.  "It  benefits  from  the  pro- 
liferation of  financial  and  investment 
instruments  and  ft-om  the  big  mergers 
going  on."  McClellan  expects  the  com- 
pany to  eani  $1.90  a  share  in  1997  and 
$2.27  in  1998,  vs.  1996's  $1.59. 

GOOD  CONDITIONS 
AT  VAIL  

Like  buying  spring  hats  in  the  winter, 
big-name  investors  are  snapping  up 
shares  of  the  largest  ski  complex  in 
North  America  in  the  summer.  Not 
that  skiers  are  flocking  to  resorts  in 
greater  numbers.  On  the  contrary.  The 
total  number  of  "skier  days"  during 
the  1996-97  season  slumped  2.8%.,  to 
52  million,  from  a  year  ago.  But  the 
pros  like  Vail  Resorts — where  visits  to 
its  four  premier  resorts  jumped  5%. 

"It  win  be  even 
STEADY  more  of  a  block- 

CLIMB  buster  next  year 

for  Vail,"  says  in- 
vestment manag- 
er Ron  Baron, 
president  of  Baron 
Asset  fund,  which 
has  a  13%  stake 
in  Vail.  The  stock, 
priced  at  22  when 
Vail  Resorts  went 
public  in  Febru- 
aiy  and  now  trad- 
ing at  25,  is  un- 
dervalued, based 
on  the  company's 
huge  growth  po- 
tential, says  Baron. 

He  notes  that  Vail's  new  chairman 
and  CEO,  Adam  Aron,  tripled  the  sale  of 
season  passes  to  Colorado  residents  in 
his  first  year  at  Vail.  Aron  is  "an 
award-winning,  top  marketing  execu- 
tive with  senior  experience"  at  Hyatt 
Hotels,  United  Airlines,  and  Norwe- 
gian Cruise  Lines,  says  Baron.  The 
company,  which  operates  Vail  Moun- 
tain and  Beaver  Creek,  a  family-ori- 
ented resort,  acquired  three  other  re- 
sorts this  year  Breckenridge,  Keystone, 
and  Arapahoe  Basin. 

CEO  Ai-on  plans  to  spend  $74  mil- 
lion in  1997  to  improve  and  expand 
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the  facilities.  The  expenditui'es  will  not 
only  increase  skier  volume  but  pump 
up  revenues  at  its  retail  and  restaurant 
facihties,  says  Jason  Ader,  enteilain- 
ment  analyst  at  Bear  Steams. 

Ader  figures  cash  flow  wifl  grow  to 
$88  million  in  1997  and  to  $100  million 
in  1998,  up  from  1996's  $72  milUon.  His 
near-term  target  for  Vail:  31. 

FRUIT  AND  VEGGIE 
LIFE  SUPPORT 

How  do  you  keep  newly  cut  fruits 
and  vegetables  fresh  for  several 
days  or  even  weeks?  Some  investors 
think  EPL  Technologies  (eptg)  has  the 
answer,  and  they've  been  scooping  up 
shares  of  the  little-known  company. 
The  stock,  trading  at  4  in  late  April, 
has  been  on  the  rise  and  hit  6'A  on  July 
15.  The  company  says  its  food-process- 
ing technology  helps  extend  the  shelf 
life  of  produce  by  inhibiting  the  enzy- 
matic broAvning  and  subsequent  degra- 
dation of  cut  fraits  and  veggies. 

"If  it  proves  to  be  true,  there  wUl  be 
a  huge  worldwide  demand  for  epl's 
technology,"  says  Harvey  Eisen,  senior 
vice-president  foi'  investments  at  Ti-av- 
elers  Group.  So  far,  it's  all  speculative, 
he  adds.  The  proof  will  be  in  the  con- 
tracts that  EPL  should  attract,  he  adds. 

Some  money  managers  contend  that 
EPL  expects  to  soon  sign  a  contract 
with  a  major  food-processing  company. 
A  year  ago,  the  company  had  signed  a 
letter  of  intent  with  Pillsbury  for  a 
joint  ventui'e  to  use  epl's  proprietary 
oi'ganic  acid-based  processing  solution  in 
potatoes.  So  far, 
nothing  has  come  A  FRESH 

out  of  the  pact,  LOOK 
but  some  think  a  ^ 
contract  is  forth- 
coming. 7 

Another  believ- 
er in  the  product 
is  Amanda  Ber- 
nardi,  an  analyst 
at  Hermitage  Cap- 
ital, a  New  York 
investment  fii"m 
that  has  accumu- 
lated shai'es.  epl's 
technology  covers 
eight  produce  cat- 
egories, including 
potatoes,  apples,  and  onions.  Bernai'di, 
who  expects  the  company  to  show  a  loss 
this  year  on  estimated  sales  of  $21  mil- 
lion, figures  EPL  ■will  earn  55^  in  1998 
on  sales  of  $62  million. 


EPL 

TECHNOLOGIES 

'WEEKLY  ClOSE 


'JAN,  20,  '97 
k  DOLLARS 


JULY  15 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


BUSINESS  WEEK  /  JULY  28.  1997  73 


HE  PEOPLE  OF 
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In  Brazil,  people  will 
tell  you  proudly  that  their  country's  home- 
grown coffees  are  the  best  the  world  has  to 
offer.  They  say  that  when  you  sip  a  cup  of 
their  'cafezinho,'  you  take  inside  some  of 
the  spirit  of  their  country. 

Brazilians  may  also  tell 
you  about  some  other  homegrown  products 

Toyota  Coro//a 


°  be  built  in 


that  stir  local  emotions.  The  Toyota  trucks, 
built  locally  since  1 959,  and  Corollas,  soon  to 
be  manufactured  in  a  new  plant  in  Sao  Paulo. 

As  a  company  operating 
in  the  global  marketplace,  Toyota  recognized 
early  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs  and 
standards  of  all  of  our  customers. 

That's  why,  today,  in  26 
countries  around  the  world,  Toyota  vehicles 
are  being  built  by  the  people  who  drive  them. 

Our  global  commitment 
goes  beyond  economic  investment.  From 
educational  programs  in  Kenya,  to  environ- 
mental work  in  Australia  and  South  America, 
the  people  of  Toyota  are  giving  back  to  the 
communities  where  they  live. 

Here  in  the  U.S.,  Toyotas 
are  designed  in  California,  built  in  Kentucky 
and  California,  and  tested  in  a  multi-million- 
dollar  facility  in  the  Arizona  desert. 

In  communities  around 
the  world,  Toyota  is  more  than  just  a  source  of 
local  transport  -  it's  a  source  of  local  pride. 

TOYOTA  People  Drive  Us 
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AFTER  VERSACE 

Can  a  fashion  empire  sumve  the  slaying  of  its  creative  soul? 
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Long  past  midnight  Gianni  Versace  blew  a  kiss  to  a 
French  starlet.  "Ciao  carissvma,  ciao  bella"  the  50- 
year-old  designer  said  as  he  worked  the  pulsating 
crowd  in  Milan's  cavernous  Cafe  L'Atlantique  dis- 
cotheque. Versace  had  rented  the  high-tech  nightspot 
scores  of  models,  friends,  fashion  buyers,  and  jet-setter-s  to 
ebrate  his  Spring  1998  ready-to-wear  collection.  British 
p  star  Boy  George,  one  of  Gianni's  countless  rock-and-roll 
ends,  had  even  been  flown  down  first-class  from  London  to 
disc  jockey  for  the  evening,  a  job  he  did  with  abandon  im- 
dawn. 

It  was  pure  Versace,  as  classic  as  his  trademark  $15,000 
wns  worn  by  global  ghtterati  from  Princess  Di  to  Madon- 


THENANDNOW 

Versace  triumphant 
after  a  1995  show. 
The  gates  of  his  Miami 
Beach  estate  where 
he  was  shot  down 


na.  The  next  morning  at  8.30  a.m. 
he  was  back  at  his  desk  in  the 
18th-century  palazzo  in  central  Mi- 
lan, once  the  home  of  the  Rizzoli 
publishing  dynasty,  that  sei-ved  him 
both  as  home  and  corporate  head- 
quarters. From  there  he  was  dri- 
ving the  $1  billion  fashion  empire 
he  owned  and  ran  with  elder 
brother  Santo  and  sister  Donatella  toward  its  next  planned 
triumph:  an  initial  public  offering  of  the  glamour  stock, 
putting  a  price  tag  of  up  to  $1.5  billion  on  the  family  com- 
pany Gianni  Versace. 

No  longer  Gianni  was  mui"dered  on  July  15  at  the  gates  of 
his  $6.2  million  Miami  Beach  estate,  Casa  Casuarina,  where  he 
had  recently  partied  with  Madonna.  Two  bullets  to  the  head 
at  point-blank  range  killed  the  hard-living,  hard-working  king 
of  global  chic  as  he  returned  from  an  early  moming  walk  to 
the  nearby  News  Cafe  newstand.  He  died  as  he  had  lived,  the 
center  of  media  attention  as  hordes  of  journahsts  flocked  to 
Miami  Beach.  But  as  Gianni  collapsed,  so  did  the  hopes  and 
dreams  he  and  his  family  had  long  nurtured. 

For  months,  everything  had  been  meticulously  readied  to 

transform  the  one-man  m^^mmmmmmmmt^^mmmmm^^^^^ 

fashion  whirlwind  into  a 
global  brand  wrapped  in 
a  publicly  traded  com- 
pany that  could  outUve 
its  mercurial  creator. 
The  final  step  was  im- 
minent. As  Versace  died 
in  far-off  Miami,  and  al- 
leged serial  killer  An- 
drew P.  Cunanan  was 
being  named  as  a  sus- 
pect, bankers  from  top- 
drawer  U.  S.  investment 
banks — Morgan  Stanley, 
Merrill  Lynch,  and  Gold- 
man Sachs — sweated  it 
out  in  Milan's  blistering 
heat.  They  were  expect- 
ing to  discover  on  July 
18  who  would  be  picked 
to  underwrite  what  was 
shaping  up  as  one  of 
Europe's  hottest  stock 
offerings  in  1998. 

Now  the  IPO  is  sus- 
pended as  the  family 


Life  of  a  Designer 

BORN  Reggio  Calabria  1946 

TRAINING  Apprenticed  at 
mother  Franca's  seamstress 
business  in  Reggio 

EARLY  CAREER  Moves  to 
Milan  in  1972  as  contract 
designer  and  in  1978  brings 
out  first  collection  under  own 
name.  In  early  1980s,  begins 
close  links  with  rock  'n'  roll 
and  entertainment  worlds 

FAMILY  COMPANY  Gianni 
Versace,  50%  owned  by 
Gianni,  30%  brother  Santo, 
and  20%  sister  Donatella 

STRATEGY  Establish  Ver- 
sace as  a  strong  global  brand, 
branch  out  into  nonfashion 
lines  like  home  accessories, 
and  double  sales  by  2000 
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and  the  fashion  world  mourn.  In  financial  markets,  the  ques- 
tion ah'eady  is:  Can  Versace,  with  its  vast  international  web 
of  retail  outlets  and  manufacturing  companies,  sui-vive  the 
slaying  of  its  creative  soul?  And  if  it  does  survive,  what 
would  a  post- Versace  Versace  look  like? 

There  are  gi'ounds  for  optimism.  Much  of  the  product  de- 
sign at  Versace  was 
handled  not  by 
Gianni,  but  by  a 
strong  team  of 

Italian,  American,  Korean,  and  French  assistants.  The 
best,  said  Gianni,  eamed  $15,000  a  month  after  tax.  Wlien 
Gianni  was  recovering  throughout  1994  and  1995  from 
chemotherapy  for  a  rare  inner-ear  cancer,  the 
team  churned  out  collections  seamlessly.  In  the 
future,  say  insiders,  Versace  will  have  to  tuin 
to  a  charismatic  new  designer  as  did  Gucci, 
which  reversed  its  slide  by  hiring  American 
Tom  Foi-d  in  1994. 

"IMAGE  THING."  Still,  no  other  major  fashion 
house  in  the  world  is  so  closely  identified  with 
the  hfestyle  of  its  marquee-name  designer.  Even 
the  suave  Giorgio  Amnani,  Versace's  longtime  ri- 
val for  supremacy  in  the  Italian  fashion  world,  is 
a  shrinking  violet  in  comparison.  Fi-om  partying 
witli  his  ft-iend  Sting  to  lunching  with  Princess 
Di,  Gianni  stole  headlines,  shocked  the  world 
with  his  sexy  gowns,  and  drew  in  hordes  of  pay- 
ing customers  to  his  boutiques.  Now,  wony  fash- 
ion business  insiders,  the 

IN  CROWD 


Versace  gowns  grace 
glitterati  from  Madonna 
to  Naomi  Campbell 


damage  to  the  business 
could  be  immeasui'able  if 
that  glamorous  image  is 
shattered  by  unsavory 
revelations  about  Gian- 
ni, of  possible  financial 

misconduct,  or  even  an  association  with  his  assassin.  Al 
ready,  the  Versaces  won  substantial  damages  and  a  I'e- 
traction  after  suing  the  Imiependent  on  Sunday  for  li- 
bel. The  British  paper  had  ran  an  aiticle  claiming  the 
fashion  house  had  links  to  the  mob.  And  Santo 
Versace  is  cuiTently  appealing  a  conviction  in  May 
for  bribing  Italian  tax  officials. 

With  the  IPO  approaching,  Gianni  himself  had 
been  playing  down  his  role  as  the  fashion 
world's  most  legendaiy  party  animal.  "It's  a 
moment  [for  me]  to  appear  less  and  focus  ^ 
more  on  the  product,"  said  Gianni  short- 
ly before  his  murder.  "This  whole  image 
thing  belongs  to  the  past."  .--^^S* 

Dropping  the  ghtz  and  going  for 


1  Versace's  Global 
I  Fashion  Business.. 

I    SALES:  $1  billion 

I    EMPLOYEES:  1,200  ! 

^    SUBSIDIARIES:  Controls 
10  of  his  major  suppliers 

BOUTIQUES:  More  than 
300  worldwide,  the  50 

^    largest  are  owned  by  the 

£    company,  the  rest  by 

i    franchisees.  All  told,  more  than 

o    2,000  sales  points 
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more  sober-sided  fashion,  surprisingly, 
had  been  paying  off  at  the  cash  register. 
His  recent  collections,  with  theii'  cleaner 
and  cooler  lines,  have  been  hotter  than 
ever,  says  a  big  buyer,  Saks  Fifth  Avenue 
President  Rose  Marie 
^  J"."*  Bravo.  Helping  push  sales: 
10%  to  15%  price  cuts  on 
most  Versace  items  fr'om  late  last 
year. 

Still,  the  transformation  was  hard 
on  Gianni.  Elder  brother  Santo,  a 
down-to-earth  number-cruncher  and 
tough  negotiator,  had  to  force  him  to 
cap  frenetic  spending  on  art  and 
trophy  real  estate  in  Europe 
and  the  U.  S.  Several  months 
ago,  say  insiders,  Santo  even 
had  Gianni's  credit  card  quietly 
taken  away,  while  the  designer 
was  rumored  to  have  a  grow- 
ing pile  of  personal  debt. 
Gianni  was  complying  by  cut- 
ting back  on  some  of  the 
wilder  excesses  that  a  $70 
million  annual  promotion 
budget  could  buy.  "I  want  [the  company]  t 
perfect  when  we  go  to  the  market,"  Gianni 
BUSINESS  WEEK  in  June. 

The  family  was  well  into  the  detail 
needed  to  get  there.  Just  three  weeks  be 
Gianni's  death,  they  spbt  off  $100  million  w 
of  personal  assets — including  the  Florida 
sion,  a  lavish  Manhattan  townhouse  comp 
with  a  massive  bed  from  artist  Juhan  Schnabel,  ai 
museum  packed  with  Picassos,  Legers,  and  other 
ters — from  the  core  fashion  businesses. 

But  the  Versaces  were  surfing  a  far  bigger  v 
than  even  theii'  own  vast  ambitions.  From  Sao  Pauj 
Hong  Kong,  and  Beijing  to  Houston,  la  moda 
iana  is  sizzling.  Even  without  a  Versace  listing,  f 
capital  is  flowing  into  the  sector  as  never  bel 
Last  year,  Italy  clocked  $15  billion  in  fashior 
lated  exports,  vs.  less  than  $3  billion  by  { 
rival  France. 

Stock-market  fever,  in  fact,  has  Italy's  booi 
fashion  world  in  its  giip.  Rome's  Bulgari  jewe 
went  public  in  July,  1995,  to  finance  global 
pansion  and  has  seen  its  stock  price  soar  4! 
Florence-based  Gucci  has  doubled  in  ^ 
since  its  NYSE  listing  in  March,  and 


...Faces  Tough  i 
Worldwide  Rivals  ' 

U.S.:  POLO-RALPH  LAUREN 

school  look  boosted  by  $750 
raised  in  June  IPO;  Calvin  Kle 
now  targeting  expansion  in  Eu 

ITALY:  GIORGIO  ARMANI  No 

Italy  with  $1.2  billion  in  1996ci 
may  take  company  public  f 


FRANCE:  LVMH'S  brands  such  as 
Givenchy,  Christian  Lacroix,  and  Guela 
:enerate  over  $1.8  billion  in  sales  | 


DRAWING  POWER 

The  company  uses  a 
squad  of  young 
designers  to  follow  up 
on  Versace's  ideas 


rth  more  than  Italian  tire  and  cable  giant  Pirelli.  Rome- 
1  Valentino  has  contacted  Goldman  Sachs  about  a  listing 
;ven  Armani  says  he's  mulling  over  taking  his  fashion 
re  to  the  market. 

I  face  the  same  tough  challenge  as  Versace:  Making  the 
from  family-nm  fashion  houses  revolving  ai'ound  a  single 
ner  to  global,  professionally  nm  brands.  That's  essential 
ly  on  top  of  the  world  market  foi'  branded  luxury  goods 
that's  expanding  fast  thanks  to 
the  collapse  of  communism  and 
super-growth  across  Asia. 

Versace  tuned  into  the  trend 
eai'ly.  Way  back  in  1986,  the  close- 
ly held  company  became  one  of 
the  first  family-owned  fashion 
gi'oups  in  Italy  to  publish  fully 


IILYBIZ 

ace  ran  his 
pa  ny  with 
her  Santo  (right) 
sister  Donatella 


audited  balance  sheets.  In  the  ear- 
ly 1980s,  just  as  he  started  tenta- 
tive expansion  in  Western  Europe, 
Versace  dove  into  Asia  with  a  bou- 
tique in  Singapore.  Today,  with  30 
shops  in  Japan  and  15  sales  points 
in  Hong  Kong  alone,  the  Versace 
group  draws  25%  of  its  sales  from 
Asia.  Already  the  first  designer  to  set  up  shop  in  post-com- 
munist Russia,  Vei'sace  had  scheduled  store  openings  from 
Bombay  to  New  Delhi  and  Johannesburg. 

The  competition  from  bigger  and  better-equipped  U.  S. 
and  French  designers,  of  course,  is  fiercer  than  ever.  Calvin 
Klein  Inc.,  for  example,  opened  a  spacious  store  in  central  Mi- 
lan close  to  Versace  headquarters.  And  in  late  May,  Klein  in- 
augvu'ated  a  tony  emporium  on  Paiis'  ultrachic  Avenue  Mon- 
taigne. Santo  Versace  picks  militaiy  Ungo  to  explain:  "There's 
a  daily  world  war  out  there  between  the  Italians,  the  French, 
and  the  Americans." 

But  Versace  had  a  secret  weapon:  A  nimbleness  that  lvmh 
or  Polo-Ralph  Lauren  could  only  envy.  The  Versaces  typical- 
ly made  decisions  with  lightning  speed — a  key  competitive  ad- 
vantage in  an  industry  where  styles  and  fads  change 
overnight.  Tuesday  mornings,  for  example,  each  Versace  re- 
ceived computer  printouts  of  which  Versace  items  were  hot 
sellers,  and  which  weren't,  at  the  gi'oup's  300  boutiques.  Al- 
though collections  are  designed,  presold,  and  manufactiu'ed  six 
months  in  advance  like  the  rest  of  the  industry,  Versace  often 
pounces  with  what  it  calls  "flash  items"  to  respond  to  the 
changing  marketplace.  One  such  item,  $200  jeans  made  from 
liigh-tech  pvc  fiber,  was  designed,  manufactiu-ed,  and  delivered 
to  boutiques  in  under  five  weeks. 

ITALIAN  ARCHETYPE.  Such  flexibility  is  the  hallmark  of  Italy's 
best  fashion  fu-ms.  Experts  sum  it  up  in  a  word:  family.  Clan 
capitalism,  in  which  family  members  work  cheek  by  jowl, 
fii'es  the  success  of  the  Salvatore  FeiTagamo  shoe  empu-e,  the 
Ermenegildo  Zegna  menswear  group,  and  countless  other 
Italian  outfits  as  well  as  Versace.  "You  just  don't  have  that  in 
France  or  the  U.  S.,"  says  Saks's  Bravo. 

Despite  its  global  reach  and  its  plans  to  let  in  outside 
shareholders,  Versace  was  always  the  archetype  of  Italian 
family  entrepreneurism.  Gianni  was  the  undisputed  cre- 
ative genius  who  sketched  from  6:30  a.m.  and  used  his 
squad  of  young  designers  to  follow  up  his  ideas.  Santo, 
widely  acknowledged  in  the  industry  as  one  of  the 
sharpest  business  minds  around,  kept  an  eye  on  fi- 
nances, from  the  dozens  of  comj)lex  licensing  and  fran- 
chise arrangements  to  the  ongoing  negotiations  to  take 
the  company  public.  Donatella,  a  designer  in  her  own 
right  responsible  for  the  $100  million  ready-to-wear 
Versus  line,  nms  a  viitual  in-house  ad  agency  managing 

Versace:  Many  Lines 
At  Many  Prices 

GIANNI  VERSACE  Dresses  costing  up  to  $20,000 
and  high-end  ready-to-wear 

VERSACE  JEANS  COUTURE  More  casual,  lower- 
priced,  but  jeans  can  cost  $200 

VERSUS  Trendy  and  affordable  ready-to-wear,  led 
by  sister  Donatella 

VERSACE  CLASSIC  V2  Men's  suits,  $1,500 

ISTANTE  Ready-to-wear  line  independent  of  Ver- 
sace name 
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Versace's  major  advertising  campaigns  along  with  American 
husband  Paul  Beck. 

It's  an  organizational  setup  found  throughout  Italian  in- 
dustry. "Yes,  we  are  the  country  of  the  Borgias,  so  family 

businesses  can  have  a 
negative  side,"  sdid 
Gianni,  who  cited  the 
infamously  sparring 
Gucci  family  as  a  case  in  point.  ''But  if  the  roles  are  well-de- 
fined, it's  a  big  plus." 

The  family  link  was  there  from  the  start.  Gianni  began  de- 
signing in  his  mother's  dress  store  in  Reggio  Calabria,  in  the 
poverty-stricken  toe  of  Italy.  He  came  to  Milan  in  1972  as  a 
contract  styUst  for  a  Lucca-based  knitweai-  gi-oup.  But  in  1976, 
elder  brother  Santo  left  his  job  as  an  accountant  in  Reggio  to 
help  Gianni  set  up  on  his  own,  while  sister  Donatella  chipped  in 
to  help  out  on  the  company's  first  photo  shoots.  In  1978,  Gian- 
ni presented  the  first  women's  wear  collection  under  the  Gian- 
ni Versace  label  at  the  fii"st  Versace  boutique  in  the  tony  Via 
della  Spiga.  Sales  were  a  modest  $11  milhon  the  first  year. 

But  Versace's  timing  was  superb.  Milan  was  just  starting  to 
buzz  as  a  fashion  center  in  its  own  right,  and  success  came 
quickly.  Leaving  classic,  sober  styling  to  the  likes  of  Ar- 
mani, Versace  hit  the  fashion  headlines  with  his  sexually 
suggestive,  brightly  colored  outfits.  During  the  1980s  he  ce- 
mented his  love  affau"  with  young,  rich  buyers  by  cultivating 
energetically  his  image  as  couturier-in-waiting  to  rock  star 
royalty  from  Elton  John  to  Rod  Stewart,  Bruce  Springsteen, 
and  Tina  TtuTier.  It  was  a  two-way  street:  Stars  like  John  and 
Madonna  would  even  step  in  as  Versace  models. 
HOUSEWARES,  TOO.  Early  on,  Vereace  discovered  the  power  of 
the  brand.  Building  on  his  success  in  women's  ready-to-wear, 
the  growing  group  carefully  carved  out  niches  in  the  market, 
from  menswear  lines  to  the  immensely  profitable  Versace 

Jeans  Couture,  a  hot-selling  lower-cost   

line  designed  for  younger  consumers 
(chart,  page  79).  In  1994,  Versace  rolled 
out  his  Home  Signature  collection  of  chi- 
na, upholstery,  bed  linen,  and  other 
houseware  items — and  he  was  planning 
to  unveil  a  cosmetics  line  next  autumn. 

This  brand  extension,  or  "product 
pyramiding"  as  it's  known  in  the  rag 
trade,  is  the  backbone  of  the  leading 
Italian  luxury  groups.  Gucci  is  now 
leveraging  its  position  in  leather  goods 
to  make  a  splash  in  ready-to-wear 
clothes.  "If  you  have  a  strong  brand," 
says  Salvo  Testa,  head  of  the  fashion 
program  at  Milan's  prestigious  Bocconi 
University,  "you  can  take  your  company 
just  about  anywhere." 

Keeping  a  strong  image,  of  course,  is 
essential — and  sometimes  costly  in  the 
short  mn.  Early  this  year,  for  example, 
Versace  cancelled  a  profitable  product- 
Hcensing  agreement  with  Japan's  Mitsui 
&  Co.  that  brought  in  royalties  of  $6 
million  a  year.  Worldwide  production, 
reasoned  the  Versaces,  should  be  con- 
centrated in  just  one  place  to  ensure 
quahty.  That  lesson  didn't  sink  in  at  fa- 
mous French  fashion  houses  such  as 
Yves  Saint  Laurent,  Pierre  Cardin,  and 
Karl  Lagerfeld,  who  largely  lost  control 
over  licensing.  Before  long,  markets  were 
flooded  with  mass-produced  brand-name 
products,  fatally  damaging  their  brands' 
luxury  image.  "The  French  used  to  lead 


in  brand  management,"  brags  Gucci  CKO  Dom^enico  Del  ^ 
who  painstakingly  i-estored  luster  to  the  leather  goods  gn 
"but  now  we're  eating  their  lunch." 

Gianni  Versace,  with  its  tightly  organized  head-office  tun 
of  250  designers,  photographers,  public-relations  spinn 
and  bean  counters  follows,  the  model  of  most  of  the  big  , 
ian  fashion  houses.  The  bulk  of  revenues — a  little  over  $1  u 
lion  last  year  at  a  wholesale  level,  or  $2  billion  at  retar- 
comes  from  the  15%  to  20%  royalties  received  froniJS 


'BUSINESS  ENTERS  INTO  EVERY  ASPEC 
OF  ART,  SEX.  AND  LOVE' 


Amid  the  priceless  aH  treasures  in 
Gianni  Versace's  18th-century  palazzo  on 
Milan's  Via  del  Gesu,  which  was  both  his 
home  and  corporate  headquarters,  the 
designer  in  April  gave  one  of  his  last  in- 
person  iyiterviews,  to  business  week's 
Rome  Bureau  Chief  John  Rossant. 
Dressed  in  a  black  cashmere  polo  shirt, 
Versace  explained  that  he  was  trying  it 
out  for  next  year's  collection.  "When  I  do 
menswear, "  he  said,  "/  experiment  with 
it  myself. "  The  following  are  excerpts 
from  that  meeting  and  from  more-recent 
phone  chats: 

ON  GOING  PUBLIC  I'm  discovering  that 
I'm  into  business.  After  so  many  years 
of  doing  fashion,  I  like  the  idea  of 
putting  my  fingers  into  the  business 
side — of  going  to  the  stock  market  with 
Gianni  Versace.  I'd  like  people  to  be  as 
crazy  for  my  shares  as  they  are  for  my 
clothes.  Going  public  is  to  say:  This  is 

what  I've  done  in  the  last  30  years  I 

want  [the  company]  to  be  perfect  when 
we  go  to  the  market. 


ON  WHO  HE  DESIGNS  FOR  Rece 
spent  two  nights  in  Miami  with 
na.  Then,  I  rushed  to  New  Yor 
with  Courtney  Love.  On  the  W 
I  vv^as  in  London  with  Princess 
Then  back  to  New  York  with  ( 
Bessette  Kennedy.  I  call  them  i 
er  women"  because  there  are  f 
them.  They  give  me  inspiration 
needs  are  so  different.  You  hav 
duce  something  spectacular  for 
na,  something  classic  for  Diana,tii 
something  chic  for  CaroUne  Be;pt 

ON  GLOBALIZATION  OF  THE  FAs|o 
BUSINESS  Fashion  is  more  and 
global.  It  doesn't  belong  anymo 
French.  Or  even  to  the  Itahan.^ 
global  person:  I  spend  two  raor 
Como  [in  the  Italian  Alps],  one 
Milan,  two  months  in  Miami.  I 
think  any  longer  in  terms  of  na 
Calvin  Klein  is  American,  [but  h'j 
makes  things  in  Italy.  The  Freih 
es  all  have  Enghsh  designers  njVi 
women  are  going  global.  i 


WILDTHING 

This  Versace  shindig  in  New  York 
was  typical  of  the  fashion  world's 
legendary  party  animal 

manufacturing  companies  that  take  Ver- 
sace designs  to  produce  eveiything  from 
sunglasses  and  umbrellas  to  watches, 
socks,  and  suits. 

In  fact,  Versace  had  taken  the  process 
one  step  further  than  most  designers.  It 
actually  has  majority  stakes  in  10  of 
those  manufactuiing  companies,  making  it 
one  of  the  few  highly  integi'ated  gimips 
in  the  business.  "Versace  is  unique  in  its 
presence  across  the  supply  chain,  from 
sourcing  to  production  to  retailing,"  says 
Yoram  Gutgeldt,  a  textile  and  fashion- 
industry  specialist  at  McKinsey  &  Co. 
SMALL  NUMBERS.  Each  company,  though, 
is  managed  as  an  independent  profit  cen- 
ter. Alias,  based  in  Novai'a  about  25  miles 
from  Milan,  produces  the  top-of-the-line 
Gianni  Versace  Atelier  clothes.  Versace 
Britain's  Princess  Di  four  such  outfits  in  April.  Em- 
ing  around  200  people.  Alias  racked  up  sales  last  year  of 
I  million — of  which  $21  million  returned  to  the  coffers  of 
ini  Versace  in  the  fomn  of  royalties, 
hose  are  still  small  numbei's  compared  with  the  competi- 
.  New  York-based  Polo-Ralph  Lauren  Inc.,  for  example, 
thi'ee  times  the  wholesale  turaover  of  Versace  and  is 
•ing  up  for  renewed  expansion  following  its  successful 
)  million  stock  offering  this  June.  Paris-based  power- 


house LVMH,  the  goliath  of  the  fashion  and  luxury-brand  uni- 
verse with  its  $6  billion  in  annual  sales,  recently  ponied  up 
$2.6  billion  in  cash  for  a  controlling  interest  in  San  Francisco's 
DFS  Group  Ltd.,  the  world's  second-largest  operator  of  duty- 
fi'ee  stores.  Santo  and  other  Italians  ai'e  wonied  stiff  that  the 
outlets  in  places  such  as  Honolulu,  Singapore,  and  Guam  will 
now  promote  lvmh  house  brands  ft'om  Guerlain  perfumes  to 
Christian  Dior  fashions  and  Louis  Vuitton  luggage  at  the 
expense  of  everyone  else. 

High  levels  of  integration  can  pose  risks.  Even  a  fashion 
group  as  savvy  as  Ai-mani  has  occasionally  tripped  up  trying 
to  be  designei',  manufacturer,  and  retailer  at  the  same  time. 
But  if  the  logistics  are  managed  well,  integration  allows  a 
group  like  Versace  to  respond  to  increasingly  short  product 
life-cycles.  Owning  stores  in  key  cities  like  New  York,  London, 
and  Paris  has  allowed  the  Versace  group  to  be  in  direct 
touch  with  customers  without  the  filter  of  a  franchisee.  "You 
have  to  listen  to  the  subtle  messages  the  market  is  telling 
you,"  says  Versace's  Ballestrazzi. 

Versace  can  also  captiu'e  more  of  the  rich  margins  at  each 
step  of  the  game.  That's  especially  iinportant  at  the  retail  end, 
where  markups  run  from  around  100%  in  the  U.  S.  to  as 
much  as  300%  and  mor-e  in  Japan.  And  if  one  or  another  of 
Versace's  50  wholly  owned  stores  loses  money,  as  does  its  flag- 
ship Paris  store,  "we  make  it  up  in  the  manufacturing  end," 
says  brother  Santo. 

He  and  sister  Donatella  now  can  no  longer  take  theii-  time 
planning  the  transformation  of  Versace  from  designer  to 
bi'and.  Because  of  their  brothei"'s  miu'der,  that  transformation 
has  been  cruelly  accelerated.  But  the  sheer  strength  of 
Italian  design  in  general  and  the  business  drive  of  the  Ver- 
sace clan  suggest  that  the  house  Gianni  built  vrill  continue  to 
thrive — even  without  its  soul. 

By  John  Rossant  in  Milan,  with  Gail  DeGeorge  in  Miami 
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MOPTIT  ITALIAN  FASH- 

A  Milan  palazzo      the  cutting  edge 

se^dashome  fSd'^LTtw" 

and  corporate       itahan  back- 
headquarters        gi-ound  of  culture 

and  family  I 
couldn't  have  done  it.  Italy's  strength  is 
a  historical  fact:  We  have  the  textile  in- 
dustry, we  have  the  tradition  of  family 
work,  and  the  tradition  of  quality. 

ON  ART  COLLECTING  The  person  I  ad- 
mired most  was  Andy  Warhol.  He  used 
to  say  to  me:  "Even  Michelangelo  got 
paid  for  doing  the  Sistine  Chapel." 
Business  enters  into  every  aspect  of 
art,  sex,  and  love.  To  those  artists  who 
say  they'r-e  doing  it  for  the  love  of  art, 
I  say:  Get  r-eal. 

ON  THE  FASHION  INDUSTRY  Fashion  is 
going  tlirough  a  crisis  now,  and  we  see 
a  lot  of  designers  disappearing.  We've 
survived  because  we're  younger  and 
lighter-heailed.  Ai-mani's  survived, 
though  he's  chosen  a  different  path. 
But  for  me,  the  important  thing  is  to 
r'oll  up  my  sleeves  and  work.  I  can 
have  a  great  season,  and  then  the  next 
one  mil  be  a  disaster-.  You  never  know. 
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^here  is  a  hand  ot  people  who 
live  in  your  nci^hhorhood. 
They  roam  the  streets. 
And  come  into  voiir  lousinesses. 
Some  people  claim  they  are  |3rophets. 
Others  say  thev  are  maniacs 
who  have  so  many  formulas 
running  through  their  heads 
and  scribble  so  many  configurations 
on  the  backs  of  envelopes  and  lunch  receipts. 
They  advise. 
Counsel. 

They  also  deliver 
And  then  thev  come  back. 
They  come  back  because 
technology  doesn't  stop. 
So  they  can't. 

Thev  work  in  partnership  with  Compaq. 

They  are  vour  k)cal  Compaq  Authorized  Resellers, 

and  that's  their  job. 

To  Hnd  vour  Compaq  .Authorized  Reseller, 
call  1-800-410-8458. 

CONPAa 
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TELECOMMUNICATIONS 


TAKE  A  NUMBER 

IF  YOU  WANT  TO  GRAB  GTE 

Telecom  giants  such  as  AT&T,  Sprint,  and  Cable  &  Wireless  are  possible  suitors 


When  merger  talks  between 
AT&T  and  SBC  Communications 
Inc.  broke  off  in  late  June, 
about  $3  billion  in  market  val- 
ue was  created.  No,  not  at  at&t  or  sec. 
The  big  winner  was  gte  Corp.,  where 
the  stock  jumped  9%,  to  47,  before  set- 
tling back  recently  to  46.  Why?  Wall 
Street  is  betting  that  at&t  still  wants  to 
buy  its  way  into  the  local  telephone 
market,  and  acquiring  gtk  looks  like 
the  best  way  to  do  it. 

AT&T  will  have  to  get  in  line.  GTE, 
once  the  homely  stepsister  of  the  re- 
gional Bells,  has  blossomed  into  one  of 


the  most  desired  partners  in  the  big 
merger  dance  sweeping  the  telecom  in- 
dustry. Besides  at&t.  Sprint  and  Cable 
&  Wb-eless  have  been  mentioned  as  pos- 
sible suitors.  MCI  Communications  Corp. 
talked  with  gte  about  an  alliance  last 
year  and  still  is  interested.  Of  all  the  lo- 
cal telecom  companies,  "gte  would  be 
the  one  we  would  partner  with,"  says 
Timothy  F.  Price,  MCi  president. 

GTE  Chief  Executive  Officer  Charles 
R.  Lee  isn't  discouraging  such  talk,  ei- 
ther. That's  because  even  with  $21  bil- 
lion in  revenues  last  year  and  20  inillion 
telephone  lines,  Starnford  (Conn.)-based 


i 


GTE  may  not  be  big  enough  to  j 
alone.  Compared  with  at&t,  mci-B: 
Telecom,  Splint's  alliance  with  Fi 
Telecom  and  Deutsche  Telekom 
even  the  merged  SBC-Pacific  Telesis 
looks  downright  puny.  That  mak 
tough  foi-  it  to  go  after  lucrative 
ness  customers,  especially  those 
need  an  international  telecommu 
tions  pi'ovider  "I'll  continue  to  ex 
other  business  arrangements  to  th 
tent  that  they  make  sense  for  he 
our  shareholders,"  says  Lee.  "ATi 
our  biggest  customer.  MCI  is  our 
ond-biggest  customer.  We  talk  to 
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telecom   companies]   all   the  time." 

Why  is  GTE  suddenly  getting  loads 
of  attention?  One  key  reason  is  that 
Lee  is  spending  heavily  to  improve 
gte's  traditionally  weak  position  in  the 
exploding  Internet  and  data  markets. 
In  May,  the  company  agreed  to  pay 
$616  miUion  for  bbn,  which  provides 
Net  access  for  big  corporations,  such  as 
Hewlett-Packard  and  Intel,  and  it  has 
plans  to  pour  $2.5  billion  into  beefing 
up  its  data  gear  over  the  next  five 
years.  Part  of  the  cash  will  buy  gte  ca- 
pacity on  Qwest  Communications  Coip.'s 
13,000-mile  national  fiber  network.  The 
goal:  to  offer  business  and  residential 
customers  Net  access  and  high-speed 
data  lines,  along  with  traditional  voice 
sei^vice.  What's  more,  the  company  cut  a 
deal  with  networking  giant  Cisco  Sys- 
tems Inc.  to  jointly  design  and  manage 
private  corporate  data  networks. 
STRONG  SUIT.  But  GTE  isn't  just  riding 
the  Internet  wave.  Its  historical  weak- 
ness also  is  becoming  a  strength — 
namely,  its  scattered  operations.  In 
1913,  AT&T  was  forced  to  stop  gobbling 
up  the  country's  independent  phone 
companies  as  part  of  an  antitrust  set- 
tlement. GTE  was  born  out  of  the  left- 
overs, creating  a  company  in  largely 


rural  and  suburban  markets,  hop- 
scotching  across  28  states.  What  had 
been  a  costly,  inefBcient  system,  though, 
now  offers  a  key  advantage:  a  national 
footprint.  An  acquirer  could  use  gte's 
markets  as  bases  from  which  to  launch 
assaults  throughout  the  countiy.  Today, 
some  two-thirds  of  the  U.  S.  is  within 
100  miles  of  gte's 
turf.  "None  of  the 
[regional  Bell  op- 
erating compa- 
nies] has  that 
kind  of  footprint," 
says  Tom  Aust, 
senior  telecommu- 
nications analyst 
for  Citicorp  Secu- 
rities Inc. 

Another  advan- 
tage GTE  has  over 
the  Bells:  It's  getting  into  long  dis- 
tance now — while  the  Bells  need  to 
wait  for  the  regulatory  approval  re- 
quired under  the  Telecommunications 
Reform  Act  passed  last  year.  Since 
starting  -  to  offer  long  distance  17 
months  ago,  gte  has  signed  up  1.3  mil- 
lion customers.  Meanwhile,  gte's  local 
markets  are  more  protected  than  most. 
"Since  they're  in  second-tier  markets, 


WHAT 
MAKES 
GTE 

AHRACTIVE 

An  acquirer  could 
use  GTE's  markets 
as  a  base 


competition  is  going  to  get  there  :^ 
tie  more  slowly,"  says  Richard 
Brown,  ceo  of  Cable  &  Wireless  u 
who  declined  to  comment  on  wheat 
his  company  is  interested  in  gte. 

Lee,  who  came  to  gte  in  198 
cliief  financial  officer  irom  Colimibia.^ 
tures  and  rose  to  ceo  in  1992,  ha  ? 

LOCAL  One  of  the  biggest  local 
companies  in  the  country,  GTE  \ 
million  lines  from  Hawaii  to  Flor 
positioned  around  major  metropi 
areas,  including  Dallas  and  Los 

LONG  DISTANCE  Since  initiatif 
last  year,  GTE  has  signed  up  1.2 
customers,  mostly  from  AT&T.  S 
regional  Bells  have  been  bannec 
offering  long-distance  service. 

ready  done  a  good  job  of  sprucin  i 
profits.  Earnings  before  extraordii 
charges  rose  10%  last  year,  to  $2.' 
lion.  Since  '92,  profits  have  surged 
But  sales  since  '92  rose  a  slim  9' 
$21  billion.  Now,  Lee,  57,  wants  to  > 
revenues  to  $38  billion  by  2001.  "\ 
basically  changing  this  company  o 
being  a  good,  strong  perfonner. . .  lb 
coming  a  gi'owth  company,"  he  say 
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iat  growth  will  come  at  a  cost, 
ding  on  data  services  and  local 
'  eting  will  likely  depress  earnings 
ii  le  next  two  years.  Net  income  is 
'  'ted  to  drop  to  $2.77  billion  this 
!  from  $2.98  billion  in  199(5,  says 
i  k  J.  Governali  of  Credit  Suisse 
Boston.  Still,  most  think  Lee  is 
le  right  course.  "The  impact  on 
;i<j:s  will  be  dilutive,  but  the  strat- 
A'ill  enhance  long-term  competi- 

j  is  paying  $616  million  for 
I  ineer  BBN  and  plans  to  spend 
I  ai  $2.5  billion  on  data  gear.  It 

leal  with  Cisco  Systems  to 

porate  data  networks. 

SERVICES  GTE  has  taken 
)f  its  range  of  products  by 
in  unregulated  division  to  sell 
ecom  services. 

DATA:  COMPANY  REPORTS 

ess,"  says  analyst  Jeff  Silverman 
rst  Union  Corp.,  which  holds  5.4 
m  GTE  shares. 

r  Lee's  plan  to  work,  though,  he 
squeeze  grovd^h  out  of  gte's  local 
itions,  which  account  for  almost 
hii'ds  of  revenues.  Last  month,  gte 
a  regulatory  loophole  to  split  its  lo- 
srvice  into  regulated  and  unregu- 
divisions.  The  regulated  company 


will  offer  plain-vanilla  phone  sei-vice  at 
regulated  prices.  The  unregulated  com- 
pany will  develop  new  semces  and  piic- 
ing  strategies  to  sell  bundled  ser-vices 
outside  gte's  franchise  area. 

One  example  of  what  the  um-egvilated 
unit  can  do:  In  June,  gte  teamed  up 
with  Microsoft  Corp.  to  sell  unified  mes- 
saging for  voice,  fax,  and  E-mail  in  Tam- 
pa and  Dallas.  If  all  goes  well,  the  ser- 
vice will  be  rolled  out  throughout  the 
country  early  next  year.  "The  strategy 
is  to  cannibalize  yoiu'  own  network  and 
poach  on  the  rbocs  in  hopes  of  captur- 
ing a  larger  return,"  says  Citicorp's 
Aust.  "That  is  a  risky,  but  sophisticated, 
response  to  the  [Federal  Communica- 
tions Commission]  screwing  up  local 
phone  dei'egulation." 
IT'S  WORKING.  The  unregulated  divi- 
sion's main  focus  will  be  small  and  mid- 
size businesses  within  100  miles  of  its 
territory.  "We  have  to  be  fast  and  per- 
form under  market-driven  models  that 
are  not  based  on  traditional  monopoly 
rules  and  time  lines,"  says  Lew  Wilks, 
president  of  the  new  competitive  local 
company,  gte  Communications  Corp. 
That  allows  gte  to  capitalize  on  having 
a  familiar  brand,  spend  less  on  market- 
ing, and  save  on  network  installation. 

It's  starting  to  work.  Debbie  John- 
ston, financial  director  of  Feldman  Or- 
thodontics in  Tampa,  decided  to  switch 


long-distance  service  from  at&t  to  gte 
last  year.  Her  24-person  office  racks  up 
about  $3,025  in  phone  bills  each  month 
for  high-speed  ISDN  lines,  cellular 
phones,  local,  and  long-distance  service. 
"I  figure  we  save  about  $200  or  $300  a 
month  by  doing  it  altogether  with  gte," 
she  says. 

But  going  after  Big  Business  vdll  be 
a  lot  tougher.  With  its  rural  base,  gte 
doesn't  have  a  presence  in  most  major 
metropolitan  areas  or  much  experience 
with  Corporate  America.  A  marquee 
merger  partner — such  as  at&t  or  MCi — 
could  make  a  difference  in  wooing  big 
corporations,  gte  could  also  use  some 
help  in  repairing  the  image  problem  it 
has  with  its  bread-and-butter  residential 
customers.  It  ranked  dead  last  in  a  J.  D. 
Power  &  Associates  Inc.  sm-vey  on  con- 
sumer preferences  last  year. 

Still,  Lee  thinks  gte's  future  is  bright. 
With  the  company's  push  into  the  In- 
ternet and  long  distance,  he  expects 
sales  to  increase  by  10%  to  12%  a  year 
starting  in  1998,  from  its  historical  6% 
to  8%  range — and  perhaps  even  higher. 
"We  would  hope  to  do  better,"  he  says. 

He  has  reason  to  be  confident.  Al- 
though the  telecom  industry  is  getting 
more  cutthroat,  Lee  probably  won't  be 
going  it  alone. 

By  Susmi  Jackson  in  Stamford,  Conn., 
with  Catherine  Yang  in  Washington 
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THE  INTERNET 


GET  YOUR  HANDS  OFF 
MY  .COM 

Conflict  over  Web  monikers  is  rising.  Who  will  be  the  arbiter? 

the  Net  explodes  and  becomes  a  cor- 
porate hangout.  Now,  players  scram- 
bling to  get  choice  Net  names  are  find- 
ing themselves  fighting  off  other 
companies  (table).  And  increasingly  the 
weapon  of  choice  is  trademark  law. 

Take  Candyland.  Last  year,  toymaker 
Hasbro  Inc.  successfully  fought  off  In- 
ternet Entertainment  Group  Inc.  (ieg) 
for  www.candyland.com.  Hasbro,  which 
has  held  a  47-year  trademark  on  the 
children's  boai'd  game,  won  back  the  do- 
main name  after  the  couils  ruled  that 
ieg's  site — an  onhne  pom  page — was  a 
clear  case  of  trademark  dilution. 

What's  the  solution  for  warding 
off  such  disputes?  Most  detractors 


What's  in  a  name?  That  which  ive 
call  a  rose 

By  any  other  name  would  smell  as 
sweet. 

— Shakespeare,  Romeo  &  Juliet 


T 


00  bad  the  bard's  sentiments  in  that 
classic  tale  of  star-crossed  lovers 
doesn't    apply    to  Net- 
crossed  companies. 
^^^^P^^,     /  Just  ask  Juno  On- 


ers is  to  countersue  to  keep  the  nnt 
available  until  the  dispute  is  set  id 
As  a  consequence,  many  now  a?o 
cate  changing  the  process  and  elim  it 
ing  NSi's  lock  on  the  ".com"  suffix-' 
address  that  identifies  "commercial 
tities  on  the  Net.  The  Internet  Ad 
Committee  (iahc),  a  group  of  Net  ( 
panies  and  individuals,  made  such  a 
posal  earlier  this  year.  Their  plai 
create  new  suffixes  such  as  ".fimi' 
companies  and  ".nom"  for  individ 
and  designate  international  regist 
to  handle  new  domain  names. 
JUSTICE  LOGS  ON.  Meanwhile,  NSi  i 
its  own  legal  headaches.  On  June  28 
Media  Inc.,  an  Internet  concern  that  i 
veloping  an  alternative  domain  name 
istiy,  filed  suit  against  NSi.  PGMedia  cl 
that  NSi's  lock  on  the  registration  pr( 
is  preventing  it  from  doing  business 
the  same  time,  the  Justice 
Dept.  has  confirmed  that 
it,  too,  is  interested  in  "*""*———' 
the  domain  name  busi- 
ness. It  has  served  NSi 


T 


line  Services  LP.  For  the  past  15 
months,  the  New  York-based  company 
has  been  offering  its  millions  of  mem- 
bers a  free,  ad-based  Internet  E-mail 
service.  But  late  last  year,  Juno  received 
notice  from  Network  Solutions  Inc. 
(NSI),  the  Herndon  (Va.)  company  that 
administers  and  maintains  Net  address- 
es, that  its  domain  name — ^juno.com — 
was  in  dispute. 

WEAPON  OF  CHOICE.  Lampmaker  Juno 
Lighting  Inc.,  in  Des  Plains,  111.,  claims 
to  have  held  a  trademark  to  the  "Juno" 
name  since  the  late  1970s  and  insists 
that  juno.com  is  an  infringement  of  its 
trademai'k.  If  the  courts  uphold  Juno 
Lighting's  claim,  Juno  Online  could  be 
forced  to  turn  out  its  lights  and  upset 
service  for  its  2.5  million  members. 

And  that  could  be  just  the  beginning. 
Disputes  over  Internet  domain  names — 
the  electronic  addresses  that  Web  sites 
use — are  becoming  more  frequent  as 


What's  in  a  Name? 

WWW.CANDYLAND.COM  Hasbro  success- 
fully fought  Internet  Entertainment 
Group,  operator  of  an  online  porn  service, 
for  the  return  of  the  Net  name — which 
has  been  the  trademark  for  a  kids'  board 
game  for  over  47  years. 

WWW.JUN0.COM  Juno  Lighting  claims 
that  Juno  Online  is  infringing  on  its 
trademark  for  lighting  products.  Legal 
spectators  doubt  Net  surfers  will  confuse 
the  free  E-mail  service  with  lights. 

WWW.PRINCE.COM  Prince  Sports  Group 
fought  with  consulting  company  Prince 
over  this  domain  name.  The  consultant 
has  a  trademark  for  "Prince"  and  has 
been  using  it  for  two  years  in  Britain. 

say  the  domain  name  registration 
process  must  change.  Previously,  NSI 
registered  names  on  a  fu'st-come,  first- 
sei-ved  basis.  But  last  year,  NSI  changed 
its  policy  to  allow  any  trademark  hold- 
er to  contest  registered  domain  names. 
If  the  plaintiff  proves  that  it  has  legal 
right  to  the  name,  NSi  will  "turn  off 
the  domain  name  in  question.  The  only 
recourse  for  current  domain  name  hold- 


f  t  rt  t  I  I 


with  a  civil  investigative  demand  fo: 
pers  to  determine  "the  possibility  o 
ticompetitive  practices  in  the  Intt 
address  registration  industry." 

The  timing  couldn't  be  worse  for 
The  company  filed  on  July  3  vdtli 
Securities  &  Exchange  Commissio 
become  a  publicly  traded  company,  i 
cials  at  NSI  wouldn't  comment  on  tl: 
gal  actions,  saying  the  company  ha: 
tered  the  "quiet  period"  as  require 
the  SEC.  Still,  NSI  spokesman  Chi 
pher  Clough  says  that  since  1995,  \|ie 
the  company  received  domain  namirt 
sponsibility  from  the  National  Sciic 
Foundation,  NSi  has  successfully  rji' 
tered  over  1.2  million  domain  name  C 
those,  only  26  have  been  disputed,  jii 
22  settled  out  of  couit,  says  Clough 

Still,  with  the  explosive  comme.'i 
gi-owth  of  the  Net,  the  name  gan, 
far  from  settled.  i 

By  Paid  M.  Eng  in  New  York,  |i( 
Marsha  Johnston  in  Paris  \ 
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HEY'RE  GOING 
PACE  CRAZY 

jiness  has  some  wild  ideas  in  orbit.  But  who  knows? 


In  the  spectacular  rock-strewn  sur- 
face of  the  Red  Planet,  the  Mars 
rover  creeps  along  at  a  snail's 
pace.  On  eaith,  however,  the  star 
imanity's  latest  trip  to  the  planets  is 
y — off  store  shelves,  that  is — as  peo- 
snap  up  thousands  of  Mattel-made 
i\s  of  the  Sojourner  for  $5  each. 
;s,  there's  money  to  be  made  ex- 
ing  the  final  frontier.  But  it's  not 
the  predictable  toys  and  B-movies. 
he  Mars  Pathfinder  mission  reawak- 
A.mericans'  romance  with  space  ex- 
ition,  companies  are  boldly  cli'eaming 
Ding  where  none  has  gone  before, 
ne-park  rides  on  the  moon?  Mines 
steroids?  Ti'ips  into  orbit,  colonies 
dars?  They're  all  in  the  business 
5  of  a  handful  of  companies  and  en- 
ceneurs  with  Stardust  in  their  eyes, 
y  of  these  dreams  may  never  come 
.  But  don't  underestimate  the  pow- 
F  fi'ee  enterprise  to  jump-stait  hu- 
manity's push 
to  the 


MARS  2020? 

What  it  mi  gilt 
look  like 


planets,  says  Robert  Zubriii, 
founder  of  startup  Pioneer-  Astro- 
nautics in  Lakewood,  Colo.,  and  au- 
thor of  The  Case  for  Mars  (The 
Free  Press).  "We're  at  the  dawn  of 
a  new  era  in  space,"  he  proclaims. 

Of  course,  space  is  ab-eady  a  huge 
business.  Satellites  for  TV,  telecommu- 
nications, global  positioning,  weather, 
and  other  fimctions,  along  with  rockets 
to  launch  them  and  earthbound 
controllers  and  processors, 
added  up  to  a  $77  billion  indus- 
try last  year,  according  to  a 
new  report  from  kpmg  Peat 
Marwick  LLP  and  three  collaborators. 
For  the  fu'st  time,  commercial  revenues 
actually  surpassed  government  expen- 
ditures. NASA,  meanwhile,  is  taking  steps 
to  privatize  operations.  Last  year  it 
handed  prime  responsibility  for  the 
Space  Shuttle  to  a  joint  venture  be- 
tween Boeing  Co.  an(l  Lockheed  Martin 
Corp.  And  with  constellations  of  new 
satellites  planned  for  personal  phone 
services  and  remote  imaging,  analysts 
estimate  growth  of  commercial  space 
businesses  at  20%  per  year.  "After  a 
lot  of  hype  in  the  mid-iySOs 
about  commercial  space,  we're 
finally  at  a  point  where  peo- 
le  are  plowing  then-  own 
money  into  it,"  says  Pe- 
ter M.  Stahl,  an  ana- 
lyst in  Marwick's 
commercial  space 
and  high-technolo- 
gy gi-oup. 

A  few  brave 
souls  are  look- 
ing beyond 
mundane  orbit- 
ing satellites. 
Casting  about 
for  a  way  to 
make  money 
in  space,  for- 
mer software 

ROCKY  ROAD: 

Pathfinder's 
view  of  Ma  rs 


magnate  Jim 
Benson  created  SpaceDev  LLC  to 
explore  asteroids.  He  points  out  that 
there  are  moi'e  than  400  known  bodies 
zipping  near  earth,  some  laden  with  re- 
sources such  as  steel,  gold,  platinum, 
and  water.  Benson  doubts  it's  worth 
hauhng  this  booty  back  to  Earth.  But 
when  it  costs  thousands  to  supply  a  few 
glasses  of  water  to  the  space  station, 
water  and  building  materials  on  nearby 
asteroids  become  attractive. 
MINING  ASTEROIDS.  In  addition  to 
prospecting  and  perhaps  mining  aster- 
oids, Benson  figm-es  that  SpaceDev  can 
build  and  operate  space  probes  more 
cheaply  than  nasa  and  thus  win  con- 
tracts from  governments  and  research 
bodies  anxious  to  do  more  science  in 
space.  For  less  than  $50  million, 
SpaceDev  plans  to  shoot  a  spacecraft 
to  an  asteroid,  land  an  instrument  to 
prospect  the  body's  wealth,  and  lay 
claim  to  its  resources.  The  target  hasn't 
yet  been  picked,  but  the  mission  could 
come  as  early  as  1999.  "We're  trying  to 
get  the  franchise  on  private  space  ex- 
ploration," Benson  says. 

NASA  is  siu'prisingly  comfortable  with 
schemes  such  as  Benson's.  This  fall,  the 
agency's  own  Lunar  Prospector-  mission 
will  send  a  pr'obe  to  orbit  the  moon  and 
scope  out  resoui'ces,  including  water. 
The  entire  mission,  including  a  space- 
craft built  by  Lockheed  Mar-tin,  is  bud- 
geted at  just  $68  million. 

Making  unear-thly  pr-ofits,  however-,  is 
no  easy  task.  Just  ask  LunaCor-p,  which 
has  been  tr-ying  to  mount  a  pr-ivate  mis- 
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or  years,  the  phrase  "800  number"  has  been 
synonymous  with  high-quality  customer  service 
and  easy  consumer  access.  In  the  near  future, 
another  number  is  likely  to  join  these  prestigious 
ranks:  1-900. 

Once  little  known  among  business  and  con- 
sumers, the  900  number  industry  is  in  the  midst  of  a 
vigorous  expansion,  growing  by  more  than  10 
percent  a  year  over  the  last  five  years.  The  industry's 
most  rapidly  expanding  segment:  everyday 
business-to-business  and  business-to- 
consumer  applications. 
"The  900  number  is  finally 
reaching  its  potential  as  a 
business  tool,"  notes 
Edward  J.  Keyes  of  the 
Intemational  Center 
for  Communica- 
tions at  San  Diego 
State  University. 
"And  why  notv  It's 
more  convenient  than 
mail-in  payments,  and 
less  expensive  than  credit 
cards." 

In  fact,  because  the  900  number's  "pay- 
per-call"  charges  are  added  to  users'  existing 
telephone  bills,  billing  and  collection  difficulties  are 
negligible  and  convenience  is  maximized  for  busi- 
nesses and  callers  alike. 

Packard  Bell  NEC,  which  chose  AT&T's  900  Ser- 
vices as  its  pay-per-call  solution,  has  found  its  900 
number  (900-555-3388)  to  be  a  cost-effective  way  to 
provide  customers  with  high-quality  training  and 
software  support,  beyond  Packard  Bell's  traditional 
toll  free  number. 

"Our  customers  l<now  what  they  want,  and  our 
goal  is  to  make  sure  they  get  it  as  efficiently  as  possi- 
ble," explains  John  Sientz,  manager  of  Packard  Bell's 
Premier  Support  program.  In  most  cases,  "they've 
already  tried  reading  the  manual.  They're  looking  for 
I  imeone  to  offer  immediate  help,  and  that's  what 
Premier  Support  is  all  about." 

In  effect,  the  Packard  Bell  program  extends  the 
warranty  protections  that  come  with  all  of  the 
company's  computers  so  that  customers  with  out-of- 
warranty  systems  can  continue  to  receive  tecfinical 
support  for  hardware,  peripherals,  and  software  for  a 
nominal  fee  of  $2  per  minute  and  a  maximum  of 
$35  per  incident. 


While  Packard  Bell  also  offers  a  credit  card  sup 
port  option,  most  customers  choose  the  900  num 
In  fact,  'satisfaction  with  the  program  is  so  high  th 
in  one  informal  sui"vey,  the  company  found  that 
more  than  97  per- 

"The  900  nmnbe 
Is  finally  reac^ 
Its  potential  as 
a  Imslaess  tool. 


— Edward  J.  Keyes, 
InicrnationnI  Center  for  Commiinia 
111  Siiii  Diego  Stale  University 


cent  of  customers 
would  choose  the 
900  service  again. 
Mr.  Sientz  credits 
Packard  Bell's  staff 
for  this  success. 
"Our  people  love  solving  a  tough  problem,"  he  sai 
"and  they  have  the  resources  to  do  it  well." 

Other  companies  are  using  AT&T's  900  Servic 
to  improve  customer  service  in  similar  ways.  For 
example,  in  addition  to  its  800  num.ber  and  an 
Internet  help  site,  Nintendo  offers  a  900  number 
(900-288-0707),  for  $1.50  minute,  for  gameplayen 
needing  assistance  with  the  company's  video  gan 
In  a  somewhat  different  vein,  the  Turner  Broadca 
ing  System  (TBS)  employs  a  900  number  for  high 
profile  call-in  promotional  events. 

But  one  of  the  most  ini:iovative  applications  ol 
900  numbers  comes  in  an  industry  long  plagued 
high  overhead  costs  and  intense  marketing  chal- 
lenges-charitable fundraising. 

Ronald  McDonald  House  Chanties  (RMHC),  tl 
Illinois-based  family  support  services  arm  of  the 
nationwide  fast-food  retailer,  recently  signed  on  v 
AT&T's  900  Services  in  order  to  find  another  way 
make  things  "fast  and  convenient." 

"We're  always  looking  for  new  ways  to  raise 
money,"  says  Marty  Coyne,  Director  of  Developn 
for  RMHC.  "And  we  recently  turned  to  our  long-' 
partner  AT&T  to  see  if  they  could  help."  Help  th 
did.  Each  900  call  (to  900-CALL  RMHC)  results  ir 
$15.00  contnbution  to  the  RMHC. 
A  donor  does  not  need  to  write  a  check,  find  a 
stamp,  or  receive  monthly  reminder  statements- 
it's  simply  a  charge  on  the  local  phone  bill. 

As  examples  like  these  illustrate,  the  promise 
of  900  service  is  great,  and  likely  to  become  even 
greater  as  new  applications  are  added.  Businesses 
soon  may  find  that  900  numbers  are  an  ideal — ar 
increasingly  necessary — companion  to  the  800 
numbers  they  have  long  used  to  provide  their 
customers  with  the  best  in  service  and  support. 

Written  I'v  Kevin  R.  I lo/'biiis,  a  tclecoiiiimiiiuations  and 
teclinoloa^y  tuiviser  to  t^ovcrnnicnt  iind  luisineis. 
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With  AT&T  900  Service  and  this 
free  book*  you  and  your  customers 
W\  come  out  on  top.  They  get  the  help 
""■^"^f^l  they  need,  when  they  need  it,  with  less 
vaiting  and  more  reliable  information.  You  get  a 
nore  efficient  customer  service  center  and  a  new 
■evenue  stream.  Companies  of  all  sizes  have 

t's  all  within  your  reach 
Jiscovered  AT&T  900  Service.  Computer  companies 
jse  it  for  tech  support,  banks  for  check  verification  and 
:harities  to  collect  donations.  How  ever  you  use  it,  one 
hing's  for  sure:  when  you  service  customers  on  the 
vorld's  most  powerful  network,  you  really  can't  lose. 

iMfant  to   know  morel 

:aM  I  800  843-0934  or  visit  us  at 
vww.att.com/business/900service 

ii)1997  AT&T  All  rights  reserved.  *Otfer  valid  while  supplies  last. 
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sion  to  the  moon  foi'  four  years.  The 
Ai'hngton  (Va.)  company  wants  to  send 
up  a  robot  veliicle  bristling  with  cameras 
and  coiijorate  logos,  tv  networks,  in  the- 
ory, would  then  buy  exclusive  footage, 
and  visitors  to  amusement  parks  or 
space  museums  could  experience  the 
thiill  of  driving  the  rovei'  across  the  lu- 
nar surface.  Ti-ouble  is,  LunaCorp  can't 
iind  buyers  for  the  $150  million  mission. 
"There's  an  imagination  banner,"  laments 
LunaCoi'p  exec  Victoria  Becloier.  "Com- 
panies still  think  of  space  ex{)loration  as 
being  the  government  domain."  Similar- 
ly, Pioneer's  Robert  Zubrin  dreams  of 
commercial  colonies  on  Mars.  But  he  ad- 
mits that  "it's  hai-d  to  sell  a  business 
plan  that  says,  'We'll  go  to  Mars,  Mr. 
Gates,  on  your  money.' " 
CHEAPER  ROCKETS,  file  towering  hurdle 
for  all  of  these  space  ventures  is  cost. 
The  })rice  tag  for  a  launch  is  still  typi- 
cally  $50  million  or  more  for  a  big  com- 
munications satellite,  or  $8,000  to 
$25,000  per  pound.  That's  why  the 
busiest  outpost  on  the  commercial  space 
fi-ontiei'  is  the  rocket  business  (table).  A 
large  cost  reduction,  explains  Michael 
S.  Kelly,  president  of  Kelly  Space  & 
Technology  Inc.  in  San  Bernardino, 
Calif.,  "will  all  of  a  sudden  make  a 
whole  bunch  of  potential  space  busi- 
nesses financially  viable." 

The  conservative  strategy  is  to  find 
ways  to  shoot  off  traditional,  expend- 


able rockets  more  cheaply. 
Boeing,  for  instance,  has  a 
large  stake  in  Sea  Launch 
Co.,  which  is  converting 
an  oil  rig  to  a  floating 
launchpad   that   can  be 
hauled  by  boat  to  the  opti- 
mal ocean  launch  spot.  Boe- 
ing is  also  pumping  millions  into 
rocket  research.  "Things  will  MARS:  Image 
take  off  as  we  get  smarter,"  says  captured  by 
space  transportation  program  Viking  probes 
manager  Dana  G.  Andrews. 


The  startups  say  they  have  one  big 
advantage  over  aerospace  giants:  no 
cumbersome  bureaucracy.  Rick  Fleeter, 
president  of  tiny  satellite  and  rocket 
maker  AeroA,stro  LLC  in  Herndon,  Va., 
is  building  a  demonstration  rocket  for 
the  Air  Force  powered  by  an  engine 
he  made  for  a  mere  $100,000 — compared 
vdth  the  $2  million  to  .$4  million  it  would 
cost  to  buy  one. 

Other  companies  believe  the  key  is 
reusable  rockets.  Kelly  wants  to  enlist  a 
Boeing  747  to  tow  his  delta-winged 
spacecraft,  the  Eclipse  E-lOO,  into  the 
air.  Kistler  Aerospace  Corp.  in  Kirk- 
land,  Wash.,  is  using  old  Soviet  rocket 
engines  to  create  a  two-stage  reusable 
vehicle.  And  Pioneer  Rocketplane,  co- 
founded  by  Zubrin  in  Colorado,  is  build- 
ing a  piloted  spacecraft  that  takes  off 
like  a  jet  plane.  Such  a  ship  could  also 
function  as  a  hyjjersonic  deliveiy  truck. 


argues  Pioneer  execiiv; 
^'    '  vice-president  Mitqel 
|v     Burnside  Clapp.  "I'd  h 
'  to  make  the  claim  tl: 
can  deliver  a  packag  t. 
San  Francisco  the  da>)e 
fore   it   was    sent  i'r 
-Japan,"  he  says. 
None  of  these  Buck  Ro 
schemes  is  guaranteed  to  < 
up  the  space  frontier.  Ind 
some  competitors  may  be  re 
ing  too  high.  "If  eveiyone  w 
so  busy  trying  to  cut  launch  costs 
factor  of  10  or  100,  we  could  easily 
them  by  two  or  four,"  frets  AeroAj; 
Fleeter.  What's  more,  the  claim  thai 
private  sector  must  take  ovei-  spac( 
ploration  could  be  eounterproduc 
prodding  Congi-ess  to  cut  funding 
future  missions.  That  worries  L 
Friedman,  executive  director  of 
Planetary  Society,  who  likens  spaci 
ploration  today  to  the  great  era  of 
ernment-funded  voyages  of  discovei 
the  1400s  and  15o6s.  It  was  only  ; 
explorers  such  as  Vasco  da  Gama 
Columbus  finished  their  voyages 
the  Dutch  East  India  and  Hudson 
companies  iiished  in.  In  the  same 
today's  Pathfinder  may  be  a  small 
step  toward  business  in  space. 

By  John  Carey  in  Washington, 
Neil  Gross  in  New  York  and  Set 
Browder  in  Seattle 


Dreaming  of  Space 

As  NASA  downsizes  and  privatizes  its  operations,  a  21st  century  comm< 
cial  space  industry  is  struggling  to  be  born.  Here  are  some  of  the  drear 
that  companies — large  and  small — are  trying  to  make  real: 


AEROASTRO 

Building  cheaper  rockets  and  satellites  for 

Herndon,  Va. 

telecom  and  science  missions 

BOEING 

Majority  owner  of  Sea  Launch,  a  venture  to  launi 

Seattle 

rockets  from  a  movable  ocean  platform 

KELLY  SPACE 

Its  reusable  rocket  would  be  towed  off  the  groun 

San  Bernardino,  Ca. 

by  a  Boeing  747 

KISTLER  AEROSPACE 

Its  two-stage  rocket  achieves  soft  landing  on 

Kirkland,  Wash. 

Earth,  thanks  to  parachutes  and  air  bags 

LOCKHEED  MARTIN 

Its  X-33  rocket  will  take  off  vertically  and  glide  a 

Bethesda,  Md. 

landing.  Projected  costs:  Below  $1,000  a  pound 

LUNACORP 

Wants  to  put  a  rover  on  the  moon  that  theme-po 

Arlington,  Va. 

visitors  would  "drive"  from  afar 

PIONEER  ROCKETPLANE 

Designing  craft  (at  left)  that  takes  off  like  a  pla'; 

Lakewood,  Colo. 

;  and  gets  rocket  propellant  from  a  tanker 

SPACEDEV 

Planning  privately  funded  mission  to  asteroid  tc 

Steamboat  Springs,  Colo. 

study  mining  potential 
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SUCCESSFUL 

SALES  PRESENTATIONS 


The  Technology  and  Techniques 


MAKING  AN  EFFECTIVE  SALES  PRESENTATION 

miH  MODERN  TECHNOLOGY  CAN  BE  EXCITING, 

CREATIVE  —  AND  ULTIMATELY  PUT  YOU  AHEAD  OF 

THE  COMPETITION.  ALL  IT  TAKES  IS  PLANNING. 

In  this  special  section  are  a  few  valuable  suggestions 
3n  how  to  evaluate  technology  choices,  how  to  identify 
software  options,  and  how  to  put  them  all  together. 


by  Claudyne  Wilder 


WHERE  TO  BEGIN: 
Equipment  Considerations 

Audience  size  and  type  of  presentation 
will  determine  the  type  of  equipment  the 
presenter  needs.  For  a  presentation  to  one 
person,  a  laptop  is  usually  sufficient.  For 
two  or  more  people,  a  monitor  or  a 
projection  system  (i.e.,  LCD  Panel  or  LCD 
or  DLP  Projector)  is  necessary. 

If  the  presenter  opts  to  use  the  client's 
monitor,  a  call  should  be  made  in  advance 
to  be  sure  the  correct  type  of  equipment  is 


Relax. You'll  feel  comfortable 
and  look  good  presenting 
with  a  Philips  LCD  projector. 


Everything  about  the  new  Philips  Brilliance  LCD  projectors  Is  designed 
boost  your  confidence.  Unique  Limesco  technology  offers  future-proof  Pi 
compatibility  and  instant  recognition  of  connected  equipment.  Hassle-fre^ 
operation  lets  you  concentrate  on  your  performance,  not  your  projector's^ 
You'll  impress  your  audience  with  award-winning  picture  quality.And  with  th< 
Philips  Ultra  High  Performance  lamp  you'll  project  brighter  pictures  for  up  t< 
5  times  longer  than  with  a  conventional  lamp.  Sounds  like  what  you  need  to  v/ii 
over  your  next  audience?  Call  Philips  directly  I  -800-504-9978  or  visit  our  Web  siti 
at  http://www.philipslcd.com  ^ 

Circle  89  on  Reader  Ser.'.ce  Cart 


GA 
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PHILIPS 


For  more  infonnafion  on  this  product  r^ll  toll-free  1-888-550-1 1 13 
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Successful  Sales  Presentations 


'ailable  —  and  that  the  laptop  Is  com- 
itlble.  If  the  presentation  calls  for  a  pro- 
ction  system,  the  question  becomes 
nether  to  purchase  and  carry  one,  or 

be  at  the  mercy  of  the  customer's 
stem.  It's  better  not  to  rely  on  the  client's 
luipment  because  it's  often  outdated 

malfunctioning.  It  makes  no  sense  to 
ow  a  fantastic  color  presentation  with 
Jeo  clips  using  an  old  overhead  pro- 
ctor and  LCD  panel  created  to  project 
■nple  black  and  white  images. 

DD  Projectors 

Increasingly,  presenters  are  using  LCD 
ejectors  as  recent  advancements  have 
'ercome  their  two  biggest  drawbacks: 
eight  and  light  output.  LCD  panel  manufac- 
rers  now  make  LCD  projectors  with  a  built- 
light  source  that  puts  out  300-600  lumens 
-  a  good  order  of  magnitude  and  more  than 
luld  be  had  previously  from  an  LCD  panel 
id  overhead  projector  combination. 

In  some  cases  LCD  projectors  weigh 
)der  ten  pounds.  Other  advantages  are: 
ere  is  no  overhead  arm  blocking  the 
idience's  view;  LCD's  are  quieter  with 
ily  one  cooling  fan  instead  of  the  two 
at  are  needed  for  an  LCD  panel;  and 
ey  take  up  less  space. 

Some  high-end  machines  provide 
ue  multimedia  capabilities  including 
ultiple  computer  and  video  inputs.  LCD 
ojector  prices  start  at  about  $3,000  and 
)as  high  as  $10,000. 

ollowing  are  some  consider- 
tions  companies  need  to 
iscuss  with  dealers  before 
■vesting  in  an  LCD  projector. 

Start  with  an  analysis  of  your  compa- 
/'s  sales  presentation  needs  by  asking 
le  following  questions: 

Who  will  be  using  the  equipment? 
/hat  is  their  level  of  technical  expertise? 

How  will  the  equipment  be  used? 
ystems  are  made  with  a  wide  range 
f  connection  choices  —  from  two 
deo  sources  to  two  computer  in- 
uts.  Decide  how  many  source  connec- 
ons  are  needed.  For  example,  will  you 
onnect  to  just  one  laptop  or  two?  Will 
3u  be  showing  video? 

Will  the  equipment  be  carried?  Who 
'ill  carry  it?  Today's  LCD  projectors 


weigh  as  little  as  nine  pounds  and  can  go 
up  to  almost  40  pounds.  Portables  weigh 
from  13  to  19  pounds.  Ultra-portables 
weigh  from  nine  to 
12  pounds.  How- 
ever, the  lighter 
projectors  don't 
provide  all  the 
features  available 
with  heavier  units.        PfHips  LC3500 

The  presenter  who  travels  from  city 
to  city  giving  sales  presentations  to 
small  audiences  (20  to  30  people)  doesn't 
need  to  carry  a  heavy  projector  with 
unnecessary  features.  But  if  the  audience 
is  large  or  multimedia  is  used,  a  heavier 
machine  will  be  necessary. 

What  type  of  computers  will  be  used? 
Will  all  the  computers  be  the  same  brand 
and  have  the  same  features?  All  LCD 
products  are  both  PC/windows/DOS/MAC 
compatible.  Most  support  world-wide 
video  standards,  including  NTSC,  PAL 
and  SECAM  and  have  universal  power 
supplies  for  foreign  travel. 

What  is  the  resolution  of  your  exist- 
ing equipment?  Resolution  represents 
the  number  of  horizontal  and  vertical 
scan  lines  that  make  up  computer 
screens.  As  computers  achieve  higher 
and  higher  levels  of  resolution,  you  may 
want  to  consider  a  system  that  offers 
intelligent  compression.  This  means  it 
can  handle  whatever  is  plugged  into 
the  projector.  However,  adding  all  the 
available  bells  and  whistles  usually 
produces  a  poorer  image. 

Will  you  be  projecting  bright,  colored 
screens?  In  addition  to  smaller  size  and 
weight  reductions,  the  other  major 
breakthrough  in  LCD  technology  has 
been  in  image  brightness. 

ANSI  (American  National  Standards 
Institute)  Lumens  are  the  most  accepted 
standard  used  to  measure  image 
brightness.  The  higher  the  ANSI  Lumen 
rating,  the  brighter  the  picture.  As  a  rule 
of  thumb,  a  projector  that  puts  300  or 
more  ANSI  Lumens  on  the  screen 
will  provide  the  bright  image  you  want 
without  having  to  dim  the  lights. 
With  the  lights  up,  the  presenter  and 
audience  can  see  each  other,  and 
the  audience  stays  more  alert.  In  terms 
of  selling  and  staying  connected  to 

Presentations 


CompUSA  upgrades 
Training  Rooms  with 
Philips  LCD  Projectors 

Teaching  customers  to 
use  an  extensive  range  of 
computer  software  is  a  key 
part  of  the  success  of 
CompUSA,  one  of  the 
nation's  leading  retailers 
and  resellers  of  personal 
computers.  Over  400  training  rooms 
in  more  than  100  centers  nationwide  are 
used  to  teach  thousands  of  individuals 
how  to  work  with  software  applications. 

CompUSA's  quest  for  better  quality 
and  service  finally  led  to  Philips,  where 
the  company  found  a  solution  which 
they  believe  will  serve  their  projector 
needs  long  term. 

The  proven  dependability  of  Philips 
projectors,  and  the  company's  record  of 
responsiveness,  were  an  important  part 
of  the  equation  to  keep  CompUSA's 
training  operation  running  smoothly. 

CompUSA  has  initially  upgraded  90 
training  rooms  with  Philips  LCD 
projectors  as  part  of  an  overall  store 
remodeling  program.  In  addition. 
Philips  projectors  are  scheduled  to  go 
into  all  new  CompUSA  locations  this 
year,  and  the  company  is  considering 
a  program  to  install  Philips  LCD  projec- 
tors in  the  training  rooms  of  all  their 
locations  nationwide. 


an  audience  the  extra  cost  for  bright- 
ness may  very  well  pay  off. 

However,  because  Metal  Halide  lamps 
require  a  transformer,  they  add  more 
weight  to  the  projector.  Metal  Halide 
lamps  last  more  than  1,000  hours  com- 
pared to  the  halogen  lamps  which  burn 
out  in  40  to  70  hours.  However,  Metal 
Halide  lamps  cost  several  hundred  dollars 
to  replace  and,  in  some  cases,  must  be 
replaced  by  a  trained  technician. 

Some  projectors  with  the  halogen 
lamps  have  a  two-lamp  socket.  If  one  of 
the  lamps  burns  out,  you  can  move  a 
switch  and  use  your  spare  lamp.  During 
your  dealer  demonstration,  ask  to  change 
the  lamp;  doing  so  may  prevent  an 
embarrassing  situation  in  front  of  20  or 
more  potential  customers. 

SOFTWARE  CHOICES 

Freelance    Graphics   from  Lotus 

enables  more  than  one  person  to  view  a 
presentation  simultaneously  by  simply 
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I  LitePro  720  Focuses 
I  Attention  on  Software 
I  FOR  Intuit 

I  The  root  of  all  evil  may 
be  money,  but  the  road  to 
financial  salvation  lies  with 
Richard  Katz,  Intuifs  evan- 
gelical-like   User  Group 

j  Consultant.   The  gospel 

'  according  to  Katz  is  Intuit's 
Quicken,  the  world's  most 
popular  financial  software 
program.  To  deliver  his 
message  he  uses  the  LitePro  720  multime- 
dia projector  by  In  Focus. 

When  Katz  delivers  his  "sermon"  to  : 
the  growing  faithful,  he  simply  hooks  up  ■ 
his  laptop  to  a  LitePro  720  and  projects 
powerful  digital  images  onto  a  big  ; 
screen.  The  LitePfb  gives  him  a  palette 
of  16.7  million  colors,  and  combines  : 
video,  sound,  graphics,  and  text  into  ; 
splendid   multimedia   displays.  And 
thanks  to  the  LitePro's  remote  control, 
Katz  isn't  grounded  to  the  projector. 
This  is  important,  because  he  runs  up 
and  down  the  aisle  shouting,  handing 
out  chocolate  gold  coins  proclaiming 
that  "Quicken  makes  the  horrors  of  pay- 
ing bills  a  snap."  In  spite  of  all  the  hyper- 
active enthusiasm,  Katz  says  he  finds  his 
LitePro  720  friendly  and  easy  to  use. 

The  same  adrenaline  infuses  his  ; 
description  of  the  LitePro's  luminosity: 
"It's  like  a  supernova,"  says  Katz.  "I 
recently  gave  a  presentation  at  a  GE 
facility  in  Kentucky  where  it  was 
necessary  to  project  a  30-foot  image. 
The  presentation  was  still  bright  enough 
to  be  clearly  seen  from  everywhere 
in  the  hall  —  even  with  the  lights  on. 
It  was  amazing!" 

saving  the  presentation  to  the  Internet 
(It  automatically  saves  to  HTML  [Web] 
format).  When  e-malled  to  someone 
who  doesn't  have  Freelance,  the 
presentation  can  still  be  viewed  through 
the  use  of  Browser  Ad-Ons.  Web 
siteiwww.Lotus.com 

PowerPoint  97  converts  presentations 
for  playback  on  the  Web  or  a  corporate 
Intranet.  There  are  more  than  50  pre- 
sentation templates  and  an  animation 
feature  that,  previously,  could  only  be 
found  in  programs  like  Astound.  You  can 
also  record  your  script  directly  onto  a 
disk  and  send  it  to  a  customer  or  put  It 
on  your  Web  site,  PowerPoint's  Office  97 
Suite  comes  with  over  4  million  images, 
animations,  and  audio  —  as  well  as  a 


InFocus  LitePro  720 


Pack  and  Go  feature  that  takes  you 
through  the  process  of  copying  your  files 
to  a  disk.  Web  site:  www.  Microsoft.com 
Astound  lets  Power- 
Point users  open  and 
edit  existing  Power- 
Point presentations. 
Elements  spin,  grow, 
and  bounce  Into  place. 
Bullets,  charts,  and 
slides  come  to  life  with 
audio,  video,  and  inter- 
activity. Any  shape,  pic- 
ture, text  block,  or  multimedia  object  can 
trigger  jumps  to  other  areas  of  a 
presentation,  other  applications,  or  even 
to  the  Web.  The  animation  effects  can 
be  synchronized  with 
Astound's  powerful 
timeline  feature.  The 
user  can  take  a  pre- 
sentation from  slide 
to  screen  to  Web  with 
no  knowledge  of  HTML 
or  other  programming  Epson  PowerUte  7000 
languages.  Web  site:  www.astound.com 

Corel  Presentations  8  offers  a  cus- 
tomizable Background  and  Layout  Gallery 
to  mix  and  match  layouts.  It  Includes  91 
Master  (Design)  templates,  20  slide  tran- 
sitions and  numerous  object  and  bullet 
animations.  There  are  also  12,000  clip  art 
images,  1,000  True  Type  fonts,  and  250 
photos.  It  also  supports  Intel  MMX  Tech- 
nology, and  original  slide  shows  can  be 
tailored  for  multiple  audiences  without 
having  to  save  multiple  versions.  Corel 
Presentations  8  also  Incorporates  exten- 
sive Internet  connectivity  which  facili- 
tates publishing  of  slides,  slide  shows  or 
graphics  directly  to  the  Web  —  complete 
with  full  animation,  transitions,  and  sound 
video.  Web  site:  www.corel.com/prod- 
ucts/wordperfect/cp8 

Macromedia  Director  has  the  Direc- 
tor 6  Multimedia  Studio  with  streaming 
Shockwave  which  creates  interactive 
multimedia  content  on  CD-ROM,  DVD- 
ROM,  or  the  Web.  The  Studio  creates  and 
Integrates  graphics,  audio,  video,  anima- 
tion, and  interactivity  to  deliver  sales  and 
marketing  demos,  product  tutorials, 
CD-ROM  games,  Kidsware,  and  interac- 
tive advertising.  Web  site:  www.macro- 
media.com 


Active  Presenter  Includes  everythii 
users  need  to  create,  publish,  and  deliv 
moderated  presentations  over  the  W( 
without  needing  any  background 
presentation  graphics  or  HTML.  Oth 
features  include  the  super  compact  fi 
size  of  the  presentations  (IK  per  slide 
average),  and  the  ability  of  attendees 
join  live  presentations  easily  and  at  a 
time.  In  addition,  the  moderator  needs 
do  nothing  more  than  navigate  through 
simple  wizard  to  publish  the  present 
tions  to  the  Web,  maintaining  conti 
over  the  pace.  Web  site:  www.spco.co 


EPSON  POWERLITE 
7000  OFFERS  UNIQUE 

CHARACTERISTICS 

•  First  portable  high  reso- 
lution projection,  1024  w 
768  resolution. 
•SizeWise  resizing  techj 
nology  is  the  ability  of 
this  projector  to  accepi 
every  major  notebook 

resolution,  even  1280  >i, 
li 

1024  (SXGA),  which  becomes  avail'' 
able  in  1998. 

•  PowerLite  contains  two  computei 
inputs  and  two  mouse  ports  for  use  or[ 
Windows  or  Mac  platforms  whicH 
makes  switching  platforms  in  thtj 
middle  of  a  presentation  a  breeze.  j 

•  Spatializer  3D  sound  adds  a  powerfuj 
punch  to  any  multimedia  presentatiori 
by  giving  the  aural  illusion  of  a  three 
dimensional  soundfield. 

•  Chronos  Lamp  System  takes  ligh 
from  a  LSO-watt  metal  halide  lamp  ant 
transforms  it  into  400  ANSI  lumens] 
The  lamp  can  last  for  five  years. 

For  more  information  on  EPSON  products 
call  800-GO-EPSON.  i. 


PRESENTATION  DESIGN  \ 
The  Format  For  The  Talk  I 

While  it's  true  that  some  softwcjt 
packages  have  ultra-fancy  features  tl| 
add  pizzazz  to  a  presentation,  there 
other,  more  basic,  issues  to  consit 
The  first  is  a  format  for  establishing 
presentation's  structure.  To  create  t| 
format  the  presenter  must  decide  wit 
information  is  needed  to  effectiviy 
motivate  the  customer  to  buy. 

Rule  number  one:  sell  benefits,  I't 
product  features.  The  presenter  shod 
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pmiiiiiu'i  tioicE 

riii-  PowerLite  5000  is  ilu-  iiciirsi 
fiirfiilur  iij  iiiir  ilK  iiid-li  iii/uti^  llin'  nf 
^-l.C.l)  liif^li-firrjitffiiant  i-  pntirrlitrs. 


You've  got  ])ow>'riiil  itifas.  And  finullv.  llicrc's  a  tool  that 
can  bring  them  t(j  lilc.  Inlioducing  the  Kpson  I'ovvcrljtc  5()(K) 
SVGA  projector.  With  the  perfec  t  coinhiiiation  ol  poilability. 
brightness  and  versatihty.  you  can  now  dehver 
dazzhng  presentations  anytime,  anywhere. 

The  worKI  leader  in 
hifjli-perforiiiaiiee,  portable 
projectors.  With  450  ANSI 
lumens,  it  s  the  brightest 
portable  SVGA  projector  in  iN 
class,  so  you  can  make  brilliaiil 
presentations  without  turning  oil  the  hghls.  All  ol  ihis  cotnes 
in  a  compact  package  that  weighs  about  14  lbs.,  so  it  is  easy 
to  take  on  the  road.  Plus.  p]pson's  revolutioiiai7  SizeWise' 
Resizing  Technology  even  reprcxliiccs  lugh-rcsoliilioii 
images  with  astonishing  clarity. 

Greater  versatility  ami  eas<'-of-iise.  In  |usl  seconds, 
you  can  connect  to  two  computers  (PtVIVlac)  jiliis  a  V  (d\. 
simultaneously.  Tlie  Epson  PowerLite  5()(M)  supports  lull- 
molion  video,  colorful  text,  animated  graphics  and  .'5-1)  slcico 
sound  lo  add  more  im|)acl  to  vour  iiiidlimedia  presentations. 
And  with  our  new  Chronos"  lam|).  \ou  can  gel  ai)out  live 
vcars  o(  lam|j  life,  without  the  hassle  or  expense  ol  constant 
lamp  changes.  For  adde<l  conndeiicc  on  llic  road,  Kpsori's 
Koad  Service  Program  can  offer  a  icpla<  <-ment  projector, 
usualK  ovenught. 

.So,  whether  vou're  going  around  the  comer  or  around  the 
world,  the  Epson  PowerLite  .SOOO  gives  you  the  power  lo 
make  tlu- ultimate  prescnlalion... even  liim-.  V 
Foi  mori-  infonualion.  call  our  loll-lrcc  ^jSI^* 
number  or  visit  us  at 

WWW.CpSOII.C  (IN  I 


0 


YOU'VE  GOT  TO  SEE  IT  IN 


Kpsi.M  IS  a  re»is|pr.-,i  tra.li-mark  ..I  Si  ikd  K|im.ii  C.ini.  I'.ravrl.ilr.  Si/.i-\Vis,-  ami  l.lM"r...s  a..-  lr,i.leiiiarks  uf  K|iMm  \im,-iii  a.  In.  .  Ml  ..llii-i  liacl.'marks  ar^  llw  |.r..iH  rlv 
ol  ihcir  respfclivp  owners.  AwanI  am!  nonnnatioti  given  lo  the  Kl,j'-.'i(l(MI.  itie  llr^l  in  KpsonV  line  ol  pnijeehirs  willi  -i  l,(.l)  leelnir(lof;y.  Clironos  lamp  lile  li.isrt)  on  Jl  hi, 
n-e/neek.  .W  weeks/year.  Roa.l  Service  Program  %alii!  in  I  S  ami  Canaila  onK  ami  i,  free  wliile  nmler  EpMins  one-year  llillileil  warranry.  (Dl"J')(i  Kpson  Amen.  .1.  In.  . 


For  more  information  on  ttiis  product,  call  toll-free  1-888-550-1 113 


TURN  IT  ON, 


TRY  THE  EASIEST-TO-USE  PROJECTORS 
THREE  DAYS  FOR  THE  PRICE  OF  ONE: 
l'800-29A-6400orwww.infocus.com/bw 

Getting  up  in  front  of  a  group  of  people  just  i 
easier— thanks  to  marl<et-leading  In  Focus* 
projectors.  They're  the  easiest  to  connect.  Th 
easiest  to  use.  And  with  available  DLP'"technol 
the  graphics  are  even  the  easiest  to  see.  In  Fo( 
projectors.  The  easiest  w/ay  to  get  your 
point  across.  Brilliantly. 


Fax  (31)  33  562/1388  BWK  ^"1997  In  Focus  Syslems,  Inc 
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For  nfiore  information  on  this  product,  call  toll-free  1-888-550-1 113 
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What  you  should  know  about  giving 
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'•IRATERNAL  SOCIETY 
JPGRADES  WITH 
•ANASONIC  LCD 
*ROJECTORS 

Aid  Association  for 
utherans  (AAL)  offers  a 
ariety  of  insurance  and 
etirement  products  to 
ulherans  and  their  family 
lembers.  It  has  1.7  million 
lembers  nationwide. 

Bill  Stinski,  AAL's  Administrator  of 
Communications  Training  and  Support, 
escribed  his  company's  presentation 
jquirements  as  sophisticated  and 
itense.  "Our  home  office  and  nearby 
itellite  offices  have  close  to  100  meeting 
5oms,  and  executives  also  make  fre- 
uent  presentations  at  our  52  regional 
ffices.  We  have  other  projectors,  but  felt 
was  time  to  upgrade  to  higher  resoiu- 
on  (i.e.,  SVGA)  and  the  brightest 
vailable  projection,  lb  achieve  this  level 
f  performance,  wt  recently  invested 
1  Panasonic  PT-L592U  SVGA  LCD 
rejectors.  They  deliver  600  ANSI 
imen  brightness  with  800  x  600  SVGA 
jsolution. .  .and  weigh  only  20.9  pounds." 

Stinski  added  that  he  was  most 
npressed  with  the  3000-hour  life 
xpectancy  of  the  projector's  metal 
alide  lamp,  which  provides  up  to  three 
ears  of  normal  use.  "We  really  like  the 
T-L592U's  'auto  mode,'  which  adjusts 
)  anything  we  feed  to  it.  That's  very 
nportant  considering  the  sheer  volume 
f  operators  who  don't  want  to  fiddle 
dth  controls.  Another  feature  we're 
sing  frequently  is  the  keystone  correc- 
on,  whereby  you  can  simply  raise  or 
)wer  the  projector  with  a  thumb  wheel 
-  a  big  help  when  your  presentation 
3oms  vary  in  size  and  setup  as  much 
s  ours  do." 

lid  discussing  company  history,  market 
ire,  and  how  its  product  was  created. 
5  presentation  should  not  be  top  heavy 
h  technical  data.  What  the  customer 
ids  to  know  in  order  to  make  an 
5rmed  purchase  decision  is  the  most 
)ortant  information. 

For  example,  the  presenter  should 
hiight  specific  advantages  the  compa- 
s  product  has  over  its  competitors  — 
^sented  in  a  simple  chart  or  table 
t  makes  it  easy  for  the  customer  to 
ke  comparisons. 

And  whenever  possible,  testimonials 
m  satisfied  customers  explaining  why 
7  purchased  the  product  and  the 
lefits  they  received  should  be  provided. 


These  are  only  some  of  the  basics 
that  every  successful  presentation  must 
have.  If  overlooked,  all  the  colorful  screens 
in  the  world  won't 
make  up  for  boring 
the  audience.  I 


Claudyne  Wilder's  Boston-based  company 
specializes  in  presentation  training  and 
materials  and  visual  design  consultations. 
Her  latest  book  is  Point,  Click,  and  Wow!  A 
Quick  Guide  to  Brilliant  Laptop  Presentations. 
She  can  be  reached  at  617-524-7172  or  via 
E-mail  at  claudyne@wn.net.  Her  Web-slte 
address  is  www.wllderpresentatlons.com. 
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Li  eh  ten 


Polarization  Converter 
Optical  System 

doubles  the  light  output  vs 
conventional  systems. 


3000  hours 
260  Wfl»  DC 
Metal  Halide  Lamp 

lasts  lor  3  years  with 
normal  use. 


Light  \ntegrator 
Lens  Technology 

achieves  an  astounding 
85%  center-to-corner 
brightness  ratio 


PT-L592U 
SVGA  LCD 
PRO)  ECTOR 


800  X  600  Resolution 
1024  X  768 
inlctligenl  compression 


600  ANSI 
Lumens 


Power  Zoom, 
Power  Focus, 
Retractable 
Lens 


I    FREE!  Panasonic  900  MHz  Cordless  Phone  when  you  purchase  a  PT-L592U 
X\   SVGA  LCD  Projector!  The  PT-L592U  is  so  bright  (an  incredible  600  ANSI  lumens) 
— -  -      you  can  presentin  normal  light  and  keep  your  audience's  attention.  It's  so 
~       light  and  affordable,  you  can  take  it  anywhere.  Buy  the  ultra-bright 
PT-L592U  LCD  Projector,  and  receive  a  free  KT-TC900,  a  Panasonic 
^  '    900  MHz  Cordless  phone  with  Sound  Charger™technoiogy. 

For  details  and  the  nearest  participating  dealer,  call  1 -800-528-860t 
(upon  request  enter  product  code  20).  . 
Offer  good  from  June  30, 1 997  through  Sept.  30, 1 997.  PaiiaSOIHC 

,  ,    ■  Broadcast  &  Digital  Systems  Company 


Developments  to  Watch 


EDITED  BY  CATHERINE  ARNST 


EXPANDING  ON 
MOTHER  NATURE'S 
PHARMACY 

A  SURPRISING  NUMBER  OF 

blockbuster  drugs  have 
sprung  from  one  diverse 
group  of  naturally  occur- 
ring molecules  called 
polyketides,  which  are 
produced  by  soil  bacteria 
and  fungi.  The  list 
includes  the  antibiotic 
erythromycin,  a  choles- 
terol-lowering agent 
called  Mevacor,  and 
FK506,  a  powerful 
immunosuppressant  used 
on  transplant  patients. 

Scientists  would  like  to 
custom  design  more  of 
these  molecules,  but  in 
most  cases,  the  molecules 
have  proven  too  complex 
to  synthesize.  Now,  a 
team  of  biochemists  and 
organic  chemists  at  Stan- 
ford, BrowTi,  and  the  Uni- 
versity of  Wisconsin 
claims  to  have  solved  the 
problem,  using  a  combina- 
tion of  gene  splicing  and 
chemistiy.  The  first  re- 
sults, reported  in  the  lat- 
est issue  of  Science,  are 
several  new  variants  of 
eiythromycin. 

According  to  Stanford 
team  leader  Chaitan 
Khosla,  the  researchers 
interi-upted  the  sequence 
whereby  genes  in  strepto- 
myces  bacteria  produce 
the  antibiotic.  They  then 
added  man-made  chemi- 
cals to  the  mutated  cells. 
These  are  incorporated 
into  the  new  versions  of 
erythromycin.  Kliosla  and 
his  colleagues  have  start- 
ed Kosan  Biosciences  Inc. 
in  Burlingame,  Cahf., 
where  they  hope  to  de- 
sign thousands  of  polyke- 
tides targeted  at  heart 
disease,  cancer,  and  dioig 
resistant  bugs.  Neil  Gross 


AN  END  RUN 
AROUND  CHEMO'S 
SIDE  EFFECTS? 

VETERINARIANS  AT  COLORADO 

State  University  have  dis- 
covered that  a  method  used 
to  treat  bone  cancer  in  dogs 
shows  promise  in  humans. 
The  key  is  biodegradable 
spongy  materials  called 
biopolymers  that  are  loaded 
with  cancer-killing  drugs  and 
surgically  inserted  next  to  a 
tumor.  There  they  release  a 
constant  dose  of  the  chemical 
directly  to  the  cancer  cells,  a 
delivery  method  less  toxic 
and  less  expensive  than 
chemotherapy  delivered  by 
injections. 

Colorado  State  veterinari- 
ans started  using  the  poly- 
mers to  treat  dogs  10  years 


ago.  The  researchers  figured 
the  same  treatment  should 
work  with  humans,  says 
William  Dernell,  assistant 
jjrofessor  of  sm-gical  oncolog>' 
at  the  veterinary  center  A 
recently  completed  study  of 
42  mice  with  breast  cancel- 
found  that  the  implanted 
polymers  eliminated  all  re- 
growth  of  the  cancer.  But 
breast  cancer  recuired  in  half 
the  mice  that  received 
chemotherapy  by  injection. 
"This  opens  a  wide  range  of 
possibilities  in  developing 
new  drugs  to  fight  cancer 
and  heal  the  body  fi'om  the 
inside,"  says  Dernell. 

The  research  team  is  now 
undertaking  a  study  of  180 
mice  with  breast  cancer,  but 
Demell  predicts  it  will  be  at 
least  four  years  before  the 
polymers  can  be  tested  on 
humans.  □ 


A  VOICEBOX  TO  CHILL  YOUR  ICEBOX 

NOT  ALL  THE  COOL  VIBES  COME  FROM  RECORDING  STUDIOS 

these  days.  A  research  team  at  Purdue  University  in 
West  Lafayette,  Ind.,  is  testing  a  prototype  cooling 
device  that  uses  sound  waves  rather  than  Freon.  The 
concept  is  called  thermoacoustic  refrigeration. 
The  cooHng  device  consists  of  a  metal  tube  with  a 
loudspeaker  on  one  end  that  produces  sound 
waves.  Each  wave  creates  pressure  fluctua- 
tions that  result  in  temperature  changes: 
the  higher  the  pres- 
sure, the  higher  the 
temperatiu'e.  In  the 
middle  of  the  tube, 
layers  of  ceramics 
draw  the  heat  out  of 
the  sound  waves  be- 
fore they  hit  the  op- 
posite end.  The  re- 
maining "cold  sound" 
cools  the  tube,  which  in 
turn  could  cool  water  or 
some  other  fluid  that  could  then  cii'culate 
through  a  refrigerator  or  air-  conditioning  system. 

Thermoacoustic  cooUng  has  been  around  for  more 
than  10  years,  but  earher  systems  used  much  more  en- 
ergy than  conventional  fridges.  Luc  G.  Mongeau,  assis- 
tant professor  of  mechanical  engineering  at  Purdue, 
says  his  team's  prototype  was  built  to  be  as  efficient  as 
possible.  If  the  test  pans  out,  the  design  will  compete 
with  conventional  systems,  he  says.  Elizabeth  Veomett 


FIELD  OF  BEANS:  New  Iki 


II 


m  The    U.S.  Agrici 
Dept.  has  been  hard  at 
building   a  better 
Dubbed  the  Mason 
this  new  variety,  whic 
be  widely  available  by 
is  meant  to  produce 
that  are  up  to  18%  1 
than  those  of  other 
of  the  bean  grown  i 
Pacific  Northwest,  ho 
95%  of  the  U.  S.  lentil 
USDA  geneticist  Frei 
J.  Muelbauer  says  tht 
variety  is  hardier  an 
larger  seeds — and  the 
gi'ow  higher  on  the  pla 
suiting  in  fewer  lentils 
harvesting.  Also,  he  s; 
has  eye  appeal:  The 
coat  is  a  lovely  Hght 
without    the   ugly  1 
spots  found  on  old-fasl 
lentils. 

a  Researchers  have  (!v 
oped  a  high-precision  a: 
that  can  perform  surgty 
the  transparent  and  ii 
cornea  of  the  eye  with 
risks  and  greater  pri 
than  mechanical  device] 
virtue  of  the  laser,  dev 
by  the  LIniversity  of 
gan  in  Ann  Aj-bor,  is  tl 
powerful,  ultrashort 
pulses  require  less  ene 
cut  tissue  and  so  do  nd 
ate  "shock  waves"  thj 
damage  the   eye.  A 
tests  are  under  waj 
there  are   plans  for  t 
on  humans  in  the  ne 
ture,  researchers  say. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjul@businessweek.com 
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tertainment 


O  RENTALS 


HE  SCRIPT  DOCTOR 

i  IN  AT  BLOCKBUSTER-AGAIN 

yet  another  chief  executive  stop  the  meltdown  at  Viacom's  video  chain? 


i  corporate  disasters  go,  this  one's 
I  beaut.  Viacom  Inc.  paid  $8.4  bil- 
ion  for  Blockbuster  Entertainment 
Horp.  just  three  years  ago.  The 
rental  chain  was  the  cash  cow  that 
!d  Viacom  to  acquire  Paramount 
lunications  Inc.  that  same  year. 
;nt  well  for  a  time,  but  in  recent 
s,  Blockbuster's  deterioration  has 
id  Wall  Street,  the  entertainment 
ry,  and,  apparently,  the  top  brass 

lEO  KINGS, 
tECENT 
STORY 

kbuster  has  had 
?  CEOs  and  at 
I  as  m  any 
tegies  since 
ch,  1996. 
?'s  how  the 
pany  fared 
er  the  reign 
ich. 


mm  SELZ, 

iSWEEK 


at  Viacom.  "Is  it  worth  $2  billion?  $4  bU- 
hon?  I  don't  know,"  says  Furman,  Selz 
LLC  media  analyst  David  B.  Doft.  "Ac- 
cording to  many  on  the  Street,  Block- 
buster is  worth  zero."  Viacom's  stock 
now  trades  at  half  its  1993  value. 

In  little  more  than  a  year,  Block- 
buster has  had  three  chief  executives — 
Steven  R.  Beirard,  Bill  Fields,  and  now, 
John  F.  Antioco — and  at  least  as  many 
public  declarations 


of  a  new  strategic  direction.  In  July,  in 
what  has  become  almost  a  quarterly  ex- 
ercise, Viacom  announced  that  Block- 
buster's second-quarter  results  will  fall 
below  analysts'  expectations,  with  cash 
flow  dowji  a  stumiing  70%,  to  as  Uttle  as 
$40  million.  It  also  will  take  a  $300  mil- 
lion charge  chiefly  for  bad  inventory — 
movies  it  mistakenly  thought  people 
wanted  to  see  and  merchandise,  such 
as  candy,  it  thought  they  would  want  to 


STEVEN  R.  BERRARD 


BILL  FIELDS 


JOHN  F.  ANTIOCO 

After  the  former  Taco  Bell  head 
agreed  to  take  the  Blockbuster 
challenge,  Viacom  called  its  strategy 
to  diversify  Blockbuster  flawed  and 
said  it  would  pull  back  in  foreign 
markets.  Analysts  now  value  the 
company  at  only  $2  billion.  Estimat- 
ed 1997  cash  flow:  $500  million. 


I  mentor,  Wayne  Huizenga,  sold 
!  ;kbuster  to  Viacom  for  $8.4  bil- 
I .  Berrard  stayed  to  run  the  compa- 
i  expanded  aggressively,  especially 
seas.  Margins  were  high,  thanks 
art  to  a  big  write-down.  Quit  in 
I  ch,  1996.  Blockbuster  Video  cash 
in  1995:  $785  million. 


The  Wal-Mart  veteran  vowed  to 
transform  stores  into  entertainment 
centers.  He  centralized  distribution 
and  moved  headquarters  to  Texas.  A 
third  of  the  executives  left.  Analysts 
valued  the  company  at  $4.2  billion. 
Fields  left  in  April,  1997. 
Cash  flow  in  1996:  $773  million. 
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buy.  Notes  Phillip  Foreman  of  Compos- 
ite Growth  &  Income  Fund,  which  owns 
more  than  800,000  Viacom  shares: 
"Clearly,  Viacom  doesn't  have  a  handle 
on  what's  going  on  at  Blockbuster"  Vi- 
acom and  Blockbuster  executives  de- 
clined to  comment  for  this  stoiy. 
DEADLY  COMBINATION.  Given  their  si- 
lence, it's  difficult  to  know  what  ex- 
actly is  going  on  inside  Blockbuster. 
But  based  on  interviews  with 
former  executives,  sup- 
pliers, and  competitors, 
an  alarming,  if  incom- 
plete, picture  emerges. 
Blockbuster  is  suffering  from 
a  deadly  combination  of  industry 
change  and  an  operations  meltdown. 
When  the  video-rental  business  was 
booming,  Blockbuster's  success  was 
measured  by  fat  margins  and  revenue 
growth.  Now,  the  company  has  to  be 
run  well  in  a  much  tougher  climate. 
Notes  one  entertainment  industry 
source:  "Blockbuster  never  had  the  con- 
trols. When  there  was  a  slowdown  and 
a  shift  in  the  way  business  is  done,  it 
all  came  home  to  roost."  While  Fields 
and  Berrard  had  free  rein,  industry 
sources  say  Antioco  is  being  closely 
supervised  by  Viacom  Chairman  Sum- 


ner M.  Redstone  and  Vice-Chairman 
Thomas  E.  Dooley. 

The  crisis  comes  as  the  video-rental 
business  is  in  flux.  The  industry  has 
suffered  a  general  softness,  and  con- 
sulting Arm  Alexander  &  Associates 
says  rentals  will  fall  4%  this  year,  amid 
a  dearth  of  hit  releases,  the  grovdng 
popularity  of  movie-rich  satellite  ser- 
vices, and  a  flood  of  videos  offered 
as  loss-leaders  by  discount  stores. 


to  have  been  lost.  A  third  of  its  siif 
executives  and  two-thirds  of  its  o\' 
staff  left  earlier  this  year,  when  I 
moved  headquarters  from  Fort  Iu( 
erdale  to  Dallas.  With  so  many  pp 
gone,  the  company  is  actually  re 
ing  mistakes  it  made  years  ago 
stumbling  in  basic  store  operations 
mer  executives  say. 

Blockbuster's  plan  to  handle  its 
distribution  has  also  backfired. 


Redstone  himself  appeal 


Despite  this,  some 
rival  video-rental 
companies  are  thriving. 
Analysts  expect  Hollywood 
Entertainment  Coi-p.  and  Video  Update 
Inc.  to  post  about  a  4%  sales  increase  in 
the  second  quarter,  while  Blockbuster's 
sales  may  dip  about  5%.  "Blockbuster  is 
a  fairly  i-udderless  ship  at  this  point," 
says  Cuil  Alexander,  a  paitner  at  Media 
Group  Research  in  Providence. 

Then  there's  the  revolving  door — and 
not  just  in  the  executive  suite.  Block- 
buster has  lost  so  many  key  people  that 
a  good  deal  of  the  institutional  memory 
about  how  the  company  nms  appears 


818,000-square-foot  distribution  C' 
that  broke  gi'oimd  in  Januaiy  near  1 
has  been  plagued  by  everything 
bad  planning  and  floods  to  constn 
delays.  To  save  money,  the  company 
its  old  distributoi'  before  it  was 
to  switch  to  its  own  automated  sy 
That,  says  analyst  Tom  Wolzi 
Sanford  C.  Bernstein  &  Co., 
Blockbuster  is  reduced  to  using 
laborers  to  hand-pack  boxes  bou 
Blockbuster's  .5,688  stores.  That  has  1 
even  more  problems,  as  "some  o 
tapes  ai"e  just  walking  out  the  door' 
the  workers,  Wolzien  says.  "It's  a  c 
case  of  stuff  falling  off  the  truck.' 


Engineered 


beyond 


your  wildest 


dreams. 
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istribution  fiasco  runs  a  lot  deeper 
iome  purloined  tapes:  Anecdotal  ev- 
!  suggests  new  releases  ai'en't  mak- 
to  neighborhood  Blockbuster  stores 
eii'  "street  date" — the  date  when 
other  video  store  in  town  has  it. 
make  matters  worse,  it  now  looks 
consolidating  distribution  won't 
Blockbuster  much  money  anyway, 
er  CEO  Fields  thought  that  cen- 
ing  buying  power  would  enable 
buster  to  pressui'e  suppliers — Hol- 
d  studios — to  lower  prices.  That 
>  gy  worked  well  for  Fields  when 


studios.  He  asked  them  to  voluntarily 
cut  the  prices  of  the  tapes  they  sell  to 
Blockbuster  by  as  much  as  15%.  Red- 
stone's request  was  ignored.  "We  just 
kind  of  stared  him  dovra  on  that  one," 
says  one  top  studio  executive. 

Under  Fields,  Blockbuster  tried  to 
goose  sales  by  diversifying  from  video 
rentals  into  videos  sales  and  T-shirts, 
toys,  books,  magazines,  and  CDs.  The 
move  proved  disastrous.  For  one  thing, 
those  products  had  lower  margins  than 
video  rentals.  Bizairely,  Blockbuster  had 
already  learned  that  diversifying  mer- 


most  of  his  career  at  convenience 
stores.  As  Blockbuster's  latest  chief, 
Antioco  made  his  first  quasi-public  ap- 
pearance in  mid-July  at  the  industry's 
largest  trade  show  in  Las  Vegas.  Sup- 
pliers were  impressed  with  his  willing- 
ness to  listen  rather  than  quickly  an- 
nounce yet  another  new  strategy. 

It's  too  early  to  tell  whether  Viacom's 
latest  strategy — and  ceo — will  fix  what 
ails  Blockbuster.  But  with  its  prime 
store  locations  and  brand  name,  some 
think  the  company  will  indeed  bounce 
back.  "When  I  left,  it  was  a  gi*eat  com- 


studios  to  give  Blockbuster  a  price  break-and  failed 


IS  a  key  executive  at  Wal-Mart 
s  Inc.  But  while  shoppers  don't 
nuch  about  which  company  makes 
I  of  tube  socks,  they  do  care  about 
movie  they  take  home.  "You  can 
Huggies  to  the  wall  and  threaten 
it  go  with  Pampers,"  says  Poly- 
Video  President  Bill  Sondheim. 
can't  do  that  wich  Jerry  Maguire 
^dependence  Dag."  Fields  declined 
timent. 

3n  an  appeal  from  Redstone  didn't 
uie  the  studios  to  give  Blockbuster 
ik.  In  June,  the  mogul  flew  to  Los 
es  to  meet  privately  with  the  ex- 
es in  charge  of  video  sales  at  the 


chandise  was  a  bad  move  when  it  tried 
— and  abandoned — the  strategy  in  the 
early  1990s.  "It  didn't  work  then,  and  it 
doesn't  work  now,"  a  longtime  fi'ancliisee 
says.  "Why  Viacom  would  tiy  this  again 
is  a  mystery  to  me." 

Blockbuster's  focus  is  now  back  on 
video  rentals.  It  ditched  its  heavily  pro- 
moted "One  World.  One  Word:  Block- 
buster" tag  line,  re-adopted  the  old 
"Make  It  a  Blockbuster  Night,"  and 
put  the  brakes  on  store  expansion.  Pi- 
loting this  latest  strategic  shift  is  Anti- 
oco, who  was  tapped  in  June  to  replace 
Fields.  Most  recently  chief  of  PepsiCo 
Inc.'s  Taco  Bell  unit,  Antioco  has  spent 


pany,"  says  former  Blockbuster  ceo 
Berrard,  a  protege  of  former  Block- 
buster Chairman  H.  Wayne  Huizenga 
who  departed  to  rejoin  his  mentor  in 
early  1996.  "I  still  believe  it  is."  But 
analysts  say  that  once  the  latest  man- 
agement team  comes  up  with  a  new 
strategy,  it  will  take  a  year  or  18 
months  to  have  an  impact  on  results. 
Given  Blockbuster's  recent  history,  the 
company  could  have  changed  coiu-se  sev- 
eral times  by  then. 

By  Stephanie  A)iderson  Forest  in 
Dallas,  with  Gail  DeGeorge  in  Mia/mi, 
Kathleen  Morris  in  Las  Vegas,  and 
bureau  reports 


Proof  that  dreams  do  come  true. 

Today,  everything  is  about  speed  and  efficiency  Youi  business  has  gone  global, 
and  you  need  to  keep  a  competitive  edge  by  having  all  the  latest  tools  Which  is  why. 
as  the  world's  leader  m  portable  technology,  you  can  always  rely  on  us  to  meet  your 
needs.  And  we  have,  time  and  time  again  By  being  the  first  to  offer  you  portables  loaded 
P5>?^    with  the  latest,  most  relevant  technology  Like  video  conferencmg  and  Intel 

@) 

pentium' 


MMX  '  technology  Introducing  the  Toshiba  Tecra  '  740CDT  You  II  find,  it  not  only 


meets  your  expectations,  it  exceeds  them  No  other  portable  comes  close  And 


tgned  (or 

m. 


though  flying  portables  aren't  yet  a  reality,  when  they  are.  we'll  be  the  first  to  '^j^^^^f^' 
hnng  them  to  you.  After  all,  our  commitment  to  delivering  you  the  latest  technology 
IS  what  we're  about  For  more  information  about  our  amazing  new  portables, 
call  T 800- 457-7777.  or  visit  our  Web  site  at  http://computers.toshiba.com. 


>■  MMX  TECHNOLOGY 

Maximize  your  multimedia  applications 
by  ia2ffi using  the  166MHz  Pentium*' 
processor  with  MMX  technology 

^  VIDEO  CONFERENCING 

Expenence  lace-to-lace  communication 
m  and  out  oi  the  oltice  With  supenor 
\^deo  quality  and  ease  o!  use 

^  13.3  "  COLOR  DISPLAY 

Equipped  with  bnllianlTPT  color  Imagine 
the  largest  display  available  in  a  portable 

P-  lOX  CD-ROM* 

Access  youi  video,  sound  and  data 
with  the  maximum  speed  available 

Tecra  730XCCT  also  available 

150MHz  Pentium  processor,  optional  video 

conlerencing  and  12J"  color  display 


In  Touch  with  Tomorrow 

TOSHIBA 


Intersection  of  Hamilton  U  Con'per.  Palo  Alto,  California. 


The  more  employees  who  telec 


There  are  26  million  cars  in  California.  Most  go  to  work  every  day.  But 
what  if  the  people  driving  them  had  ISDN  lines  at  home?  What  if  they 
were  hooked  into  their  company  LAN,  making  real'time  communication 
possible  through  e-mail  and  file-sharing?  They  could  access  data  from  their 
kitchens  as  fast  as  they  can  from  the  office.  Download,  fax  and  talk  on  the 
phone  simultaneously.  In  other  words,  they  could  do  as  much  work  at  home 
as  at  the  office.  Pacific  Bell  can  help  your  company  coordinate  and  implement 
a  remote  access  program,  whether  you  have  10  employees  or  10,000. 
Making  telecommuting  work.  It's  part  of  our  commitment  to  California 
business.  For  a  free  telecommuting  brochure,  call  1-888-327-8725  ext. 250. 

For  special  promotional  pricing,  call  between  now  and  August  31. 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


BUYING  A  CAR? 

TAKE  A  SPIN  ON  THE  NET 


When  Buick  recently 
doubled  the  rebates 
on  its  Riviera,  to 
$3,000,  Jim  Harper  hoped  he 
would  see  lots  of  new  shop- 
pers in  the  Van  Nuys  (Calif.) 
showroom  of  Craig  Buick, 

where  he's   

sales  manager. 
No  such  luck. 
"I  haven't  gotten  anybody 
out  who  has  heard  of  the  re- 
bate," Harper  reports. 

As  midsimimer  anives,  the 
competition  to  catch  con- 
sumers' eyes  with  rebates 
and  other  come-ons  is  heating 
up  even  as  car  sales  have 
cooled.  Despite  fair  sales  of 
its  flagship  Taurus,  Ford,  for 
example,  recently  boosted  its 
rebate  by  $500,  to  $1,500. 
"The  deals  on  automobiles 
right  now  are  much  greater 
than  a  year  ago,"  says  Ron 
PinelH,  president  of  Autodata 
Corp.,  an  industry  consultant 
based  in  Woodcliff  Lake, 
N.J.,  that  tracks  prices  and 
rebates. 

CUTTING  THROUGH.  For  car 

shoppers,  that  spells  oppor- 
tunity. But  nice  as  the  deals 
may  be,  rebates  and  cut-rate 

Where  the 
Deals  Are 


AUTOS 


loans  hardly  make  it  easy  to 
find  the  best  values.  "Some 
of  these  progi-ams  ai'e  so  con- 
fusing that  dealers  don't  un- 
derstand them,"  says  Pinelli. 

To  help  you  cut  through 
the  clutter,  business  week 
  asked  Autoda- 
ta and  auto- 
information 
publisher  Edmund's  Publish- 
ing Coip.  to  gather  key  price 
information  on  16  of  the  na- 
tion's best-selling  vehicles 
(table). 

Actual  prices  of  the  16 
models  may  vary  among  re- 
gions, reflecting  local  supply 
and  demand.  And  the  table 
focuses  only  on  the  nation's 
most  popular  models  as 
they're  commonly  equipped. 
Just  the  same,  with  these 
data,  plus  more  available  on 
the  Web  or  via  a  toU-fi-ee  call, 
you'll  be  well  on  your  way 
toward  getting  a  good  price 
on  a  new  car. 

It's  no  surprise  that  you'll 
find  the  best  deals  on  cars 
"that  are  overpriced  or  aren't 
selling,"  says  Edmund's  Edi- 
tor-in-Chief Christian  Ward- 
law.  Some  of  these  are  the 
oldei'-design  Mercmy  Villager 
minivan  ($2,000  cash  back) 
and  the  Chrysler  lhs 
($1,500).  Next  to  "foreign  car- 
makers, who  are  enjoying 
stronger  volume,  domestic 
makers  are  eager  to  deal, 


particularly 
Chrysler  and 
Ford. 

The  most 
painless  way  to 
start  your  hunt 
for  a  car  is  on 
the  Internet, 
which  allows 
you   to  narrow 
the  field  before 
you   start  taking- 
test  drives  and  bat- 
tling    dealers.     Mi-  ^ 
crosoft's  CarPoint  site  ^^H^ 
(carpoint.msn.com)   is  a 
good  place  to  start.  It  pre- 
sents in  neat  and  stylish  form 
the  basic  dope  on  engines,  o{> 
tions,  crash  performance,  and 
fuel  economy.  One  unusual 
feature:  videos  that  display 
vehicle  interiors. 
PRIMARY  NUMBER.  Before  set- 
ting off  for  a  showroom,  you 
need  a  pretty  good  idea  of 
how  much  you  should  pay  for 
the  one  or  two  models  you'i'e 
considering,  equipped  the 
way  you  want.  For  that,  head 
for  some  other  Web  sites, 
each  of  which  has  different 
strengths. 

Kelley  Blue  Book 
(www.kbb.com)  can  give  you 
an  authoritative  read  on  the 
primary  number  you  need: 
the  dealer  invoice  price  (in- 
cluding destination  charges, 
which  aren't  negotiable),  or 
what  the  dealer  paid  for  the 


basic  car  wholesale.  To  : 
add  the  invoice  prices  ( 
tional  equipment  you 
all  of  which  are  availal 
the  Kelley  site.  We  chi 
out  a  Cadillac  DeVille 
California-approved  emi; 
equipment,  a  moon  rooi 
top-end  stereo  system 
found  an  invoice  pri^ 
$39,340— nearly  10%  li 
the  $43,170  sticker  pri(, 
MSRP  (manufacturer's 
gested  retail  price). 

But  don't  stop  there, 
ers  usually  receive  fu : 
discounts  in  one  form  dH 
other  fr"om  the  auto  m;o 
That's  how  car  lots  ca 
vertise  prices  "below  in^;t 
and  it  gives  you  more  3c 


MID-SIZE  CARS 

LUXURY 

MODEL 

TRIM 
LEVEL 

STICKER 
PRICE* 

INVOICE 

HOLD- 
BACK" 

REBATEt 

INCENTIVE 
LOAN  RATEt 

MODEL 

TRIM 
LEVEL 

STICKER 
PRICE* 

INVOICE 

HOLD- 
BACK** 

REBATEt 

iNcn 

LOAI 

HONDA 
ACCORD 

LX  4  Dr. 
5-Spd. 

$18,585 

$16,469 

2% 

None 

None 

CADILLAC 
DEVILLE 

V8 

4  Dr. 

$37,660 

$34,515 

3% 

None 

Non 

TOYOTA 
CAMRY 

LE  4  Dr. 
Auto 

$20,348 

$17,866 

2% 

None 

None 

LINCOLN 
TOWN  CAR 

Exec. 
Series 

$37,950 

$33,560 

3% 

$5,000 
or 

1.0' 

CHEVY 
LUMINA 

LS  4  Dr. 

$19,695 

$17,876 

3% 

$750  or 

3.9% 
12-48  mo. 

LEXUS 
LS  400 

V8  4  Dr. 

$53,395 

$45,375 

3% 

None 

Non 

FORD 
TAURUS 

GL  4  Dr. 

$19,535 

$17,887 

3% 

$1,500 
or 

4.8%  12-48  mo.; 
5.9%  49-60  mo. 

MERCEDES 
E420 

V8  4  Dr. 

$50,495 

$44,005 

2% 

None 

Non 

N.A  :  Not  available;  *lncludes  destination  charges;  **Discount  to  dealer  from  manufacturer,  tMay  vary  by  region 
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rgain.  Tliese  discuunts 
ommonly  called  "hold- 
,"  and  usually  they're  a 
:ntage  of  the  sticker 
(not    including  the 
it  charge).  The  DeVille, 
example,  would  have 
I  ht  the  dealer  a  holdback 
i  ent  from  Cadillac  of 
j  :  $1,275,  or  3%  of  the 
i  Take  that  amount  off 
J  nvoice  price  to  find  a 
j  r's    true  break-even 
ij  ,  and  from  there  also 
I  :t  any  rebates  offered  to 
I  mers  by  the  camaakers. 
!j  e  Edmund's  Web  site 
( /.edmunds.com)  lists 
I  ack  rates  for  most  man- 
I  irers  and  also  offers  an 
I  to-understand  descrip- 


tion of  how  to  use  the  infor- 
mation. Edmund's  suggests 
that  once  you  find  the  deal- 
er's actual  cost,  add  perhaps 
5%  for  other  expenses  such 
as  local  advertising  that  deal- 
ers must  pay,  not  to  mention 
a  profit.  "Your  goal  should  be 
to  pay  2%  to  5%  over  the 
dealer  invoice,"  Edmund's  ad- 
vises, "not  the  8%  to  10%  the 
dealer  wants  you  to." 
ALL  THE  FIGURES.  Using  ad- 
vice and  data  from  these 
sites,  Orange  County  (Calif.) 
car  shopper  Jan  Aven  recent- 
ly set  out  in  search  of  a  bur- 
gundy Jeep  Grand  Cherokee 
with  leather  seats  and  gi-ay 
trim,  a  compact-disk  player, 
and  antilock  brakes.  "I  could 


tell  you  right  down  to  the 
penny"  how  much  the  car 
had  cost  wholesale,  she  says. 
The  stickei'  pnce  was  near- 
ly $30,000,  but  she  was 
intent  on  getting  it  at 
her  target  price  of  no 
i   more  than  .$27,000. 

First,  Aven  tried 
her  nearest  Jeep 
dealer.    "But  he 
was    thinking  I 
was  dumb,"  and 
wouldn't  acknowl- 
UBtAdkaiBOl  edge  that  "I  had 
all  the  figures." 
Next,  she  tried  a 
buying  service 
available  through  a 
discount  retailer  and 
got  a  I'easonable  first 
quote  of  $500  over  the 
invoice.     But  Aven 
^     hoped  to  do  better.  So 
she  pointed  her  Web 
if    browser  at  Auto-By-Tel 
(wvvw.autobytel.com),  which 
has  signed  up  some  1,900 
dealers  in  North  America. 
The  dealers  agree  to  pass 
along  some  of  their  savings 
on  marketing  expenses  to 
consumers  who  use  Auto-By- 
Tel.  It  delivers  dealers  seri- 
ous buyers  at  a  small  cost. 

Late  one  evening,  Aven 
filled  out  a  form  at  the  Auto- 
By-Tel  Web  site,  specifying 
the  options  she  wanted  on 
the  Grand  Cherokee.  Then 
she  clicked  "Send."  Early  the 
next  day,  she  says,  a  nearby 
Jeep  dealer  telephoned  vrith  a 
firm  quote  on  the  car  near 
her  target  price,  and  she 
went  ahead  and  closed  the 
deal. 

Auto  Vantage  (www.auto 
vantage.com)  offers  a  compa- 
rable service  that  it  fonnerly 
reserved  for  members  of  its 
buyer's  club.  It  can  also  be 


reached  by  phone  (800  288- 
6826),  making  it  a  good  alter- 
native for  the  computerless. 
Still  not  available  on  the 
Web — and  another  option  for 
people  without  computers — 
is  Consumer  Reports'  auto 
pricing  service  (800  395-4400). 
It  delivers  reports  by  mail  or 
fax  for  $12  each,  and  consoh- 
dates  all  the  key  information 
you'd  have  to  hunt  for  at 
several  Web  sites.  But  by 
fall,  says  Paige  Amidon,  man- 
ager of  the  service.  Con- 
sumer Reports  will  have  a 
Web  page,  too. 
NO  EXCUSE?  The  Internet 
also  has  helpful  tools  to  ex- 
plore your  financing  options. 
CarPoint  provides  a  loan  cal- 
culator that  allows  you  to 
point  your  cursor  at  a  gi'aph 
and  drag  around  variables — 
monthly  payment  amount,  in- 
terest rate,  loan  term — to  see 
how  changing  one  or  more 
affects  the  others.  That's 
heljiful  if  you'i'e  trying  to  de- 
cide whether  it's  cheaper  to 
take,  say,  the  $5,000  cash  re- 
bate Lincoln  is  offering  on  its 
Town  Car  or  borrow  from 
Lincoln  at  just  1%. 

If  you're  interested  in  leas- 
ing, IntelliChoice  (www. 
intellichoice.com)  compiles 
cuiTent  leasing  deals  on  most 
models,  and  has  a  good 
primer  on  what  all  that  leas- 
ing gobbledygook  means.  Au- 
toSite  (www.autosite.com)  of- 
fers a  swift  and  very  handy 
lease  calculator. 

With  all  the  information 
around,  there's  no  longer 
much  excuse  for  getting 
burned  when  buying  a  new 
car.  Because  dealers  are  wis- 
ing up,  too,  you  can  now 
strike  a  fair  deal  faster  than 
ever.  RobeH  Barker 


TRIM 
LEVEL 

STICKER 
PRICE* 

INVOICE 

HOLD- 
BACK" 

REBATE! 

INCENTIVE 
LOAN  RATEt 

MODEL            TRIM           STICKER  INVOICE 
LEVEL  PRICE* 

HOLD- 
BACK** 

REBATE! 

INCENTIVE 
LOAN  RATEt 

LE 

4  Dr. 

$25,795 

$23,289 

3% 

$750 

None 

FORD  XLT  4WD  $26,750  $24,213 
EXPLORER    4  Dr. 

3% 

None 

4.8%  12-48  mo.; 
5.9%  49-60  mo. 

GL  V6 
3  Dr. 

$20,920 

$18,969 

3% 

$1,000 
or 

4.8%  12-48  mo.; 
5.9%  49-60  mo. 

JEEP  GRAND  Laredo  $28,040  $25,448 
CHEROKEE    4WD  4  Dr 

3% 

None 

4.8%  12-48  mo. 

SE 
3  Dr. 

$20,505 

$18,634 

3% 

$750 

None 

FORD  XLT  $30,860  $26,992 
EXPEDITION  4WD  4  Dr. 

3% 

None 

None 

V6 

4  Dr. 

$22,439 

$20,361 

3% 

None 

None 

CHEVY  4WD  4  Dr.  $24,756  $22,453 
BLAZER 

3% 

$1,000 

None 

DATA:  AUTODATA;  EDMUND'S  PUBLISHING  (HOLDBACK  DATA) 
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Personal  Business 


DOES  PEPSI  STOCK 
HAVE  MORE  FIZZ? 


The  weather's  hot, 
and  the  cola  wars  are 
in  full  swing.  Coca- 
Cola  is  charging  after 

consumers  with  its  Incredi- 
ble Summer  promotion,  while 
PepsiCo  is  counting  on  its 
Pepsi  Stuff  giveaways  to  help 
it  win  fans.  But  far  from  the 
beaches  and  ball  fields,  the 
two  beverage  giants  are  wag- 
ing a  diffei-ent  kind  of  bat- 
tle— for  a  bigger  share  of  in- 
vestors' money.  In  these  cola 
wars,  investors  must  decide 
whether  Coke,  Pepsi,  or 
maybe  a  combination  of  the 
two  will  add  fizz  to  their 
portfolios. 

A  SODA  PLAY.  For  years, 
whenever  investors  wanted 
to  dip  into  beverage  stocks. 
Coke  was  the  fu'st  company 
that  came  to  mind.  The  At- 
lanta-based soft  drink  giant's 
per-share  profits  have  gTOwn 
about  18%  annually  over  the 
past  five  years,  and  analysts 
predict  it  can  deliver  similar 
returns  over  the  next  five. 
Investors  think  such  assured 
growth  is  worth  more  than 


40  times  eaiTiings.  Meanwhile, 
many  investors  have  viewed 
Pepsi  with  disdain,  trading- 
its  shares  for  a  fraction  of 
Coke's  multiple  (table).  While 
it's  a  leader  in  salty-snack 
food  with  its  Frito-Lay 
brands,  it  has  remained  No.  2 
in  beverages  and  a  dog  in  the 
restaurant  business. 

Eventually,  that  message 
got  tkrough  to  management. 
On  Jan.   28,   PepsiCo  an- 
nounced it  would  become 
more  of  a  tine  soft-drink  play 
by  spinning  off  its  Taco  Bell, 
Pizza  Hut,  and  RFC  restau- 
rants into  a  separate  compa- 
ny. The  stock  jumped 
si/.,  to  35'/;,   on  the 
news.  "A  year  ago,  it 
was  clear  Pepsi  was  ~ 
having  problems  and 
Coke  was  the  one  you     30  _ 
had  to  be  with.  Now 
we're  taking  a  second 
look  at  Pepsi,"  says  20 
John  Wilson,  portfolio 
manager    at  State 
Street  Research  In- 
vestment Tnast,  which 
owns  4.7  million  Coke  0 
shares. 

A  post-spin-off  Pep- 


si may  be  worth  the 
extra  glance.  The 
move  allows  man- 
agement to  focus  at- 
tention and  capital 
on  a  beverage  busi- 
ness that  has  had, 
over  the  past  five 
years,  operating- 
margins  of  about 
12.6%  and  pretax 
profit  gi'owth  of  9%. 
In  the  U.S.,  Pepsi 
holds  about  a  3i% 
market  share,  vs. 
Coke's  43%.  Its 
Mountain  Dew 
brand  has  enjoyed 
success,  with  super- 
market volume 
growing  10%  last 
year.  But  analysts 
caution  that  while 
the  spin-off  levels 
the  playing  field. 
Coke  and  Pepsi  operate  their 
beverage  businesses  quite  dif- 
ferently. Unlike  Coke,  which 
mainly  sells  concentrate  to  in- 
dependent bottlers,  Pepsi 
owns  its  bottling  and  concen- 
trate operations.  Analysts  say 
this  makes  Pepsi  more  vul- 
nerable to  price  wars  that 
put  pressure  on  its  bottling 
margins.  So  when  Pepsi  an- 
nounced it  would  fonn  a  sep- 
arate management  unit  for 
its  domestic  bottling  opera- 
tions. Wall  Streeters  grew 
optimistic,  figuring  the  next 
step  is  a  spin-off.  Pepsi  says 
it  has  no  plans  to  cut  loose 
its  bottlei's. 

But  Pepsi  still  has  to  face 
the  challenge  of  its  interna- 
tional beverage  business. 
While  Coke  generates  about 
70%  of  its  sales  abroad,  Pep- 
si's international  sales  make 

TRYING  TO  CATCH  COKE 


PRICE-EARNINGS  RATIO 
COCA-COLA 
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up  only  20%  of  revei 
And  Coke  competes  fie:el 
overseas.  Last  August,  U\ 
successfully  wooed  Pe 
Venezuelan  bottler,  lea 
Pepsi  with  no  distributii 
a  market  it  had  domin 
for  years.  Rather  than 
Coke  head-on  abroad,  1 
is  building  aggi-essively 
in  emerging  markets  su( 
China  and  India,  w 
Coke's  ubiquitous  brand  1 
is  not  as  entrenched.  "Tli 
taking  a  more  guarde* 
proach,  and  that's  smart, 
plains  K.  Timothy  Swai 
an  analyst  for  A.  G.  Edw 
SNACKS.  Pepsi  investors 
get  snacks  to  go  with 
beverages.  The  comp: 
Frito-Lay  unit,  which  1 
more  than  50%  of  the 
snack  market,  will  mak 
more  than  half  of  Pt 
profits  after  the  restai 
spin-off  is  concluded  by 
end.  While  the  domestic 
snack  categoiy  has  avei 
2.4%  volume  gi'owth  ove 
past  five  yeai-s,  Frito-La, 
managed  to  expand  its 
ume  an  average  of  9' 
strong  distribution  sy^ 
low  manufactiuing  costs 
successful  new  products 
as  Baked  Lays  potato 
have  also  cemented 
leadership  position.  An 
William  Pecoriello  of  Sa 
C.  Bemstein  says  Frito- 
profits  should  grow  by 
over  the  next  two  ye; 
the  planned  introdu 
next  May  of  fat-free  p 
and  tortilla  chijis 
smoothly. 

Despite  the  goo:  I  1 
Pepsi  still  has  a  long 
go  to  catch  up  with  m 
Coke.  But  if  the 
market  declines 
vestoi's  may  not  a 
pay  such  a  rich  p 
um  for  Coke's  gr 
"Coke  is  a  min 
stock,  but  bewa 
mindless.  At 
point,  it  has  to  m 
ate,"  says  John  N 
Wellington  Ma 
ment.  To  Pepsi's 
being  No.  2  mess 
has  room  to  expud 
and  a  more  affoial 
price.     Nicoh  I  r 
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usiness  Week  Index 


DUCTION  INDEX 


dn^;'-  from  last  week.  0  1 "... 
ange  from  last  year.  3.1% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

July  5=123.1 
1992=100 


July  Nov.  Mar  July 

1996  1995  1997  1997 

Index  IS  a  4-week  moving  average 

oduction  index  edged  up  slightly  during  the  week  ended  July  5.  But 
calculation  of  the  four-week  moving  average,  the  index  slipped  to 
from  123.9  in  the  previous  week.  Seasonally  adjusted  output  of  autos 
jcks  were  down  sharply,  but  that  partly  reflects  plant  closings  during 
tire  weekend  for  the  Fourth  of  July  holiday  and  for  model  changeovers, 
snd  crude-oil  refining  production  were  up  significantly  for  the  week. 

iction  index  copyright  1997  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


(  PRICES  (7/10)  S&P  500 

LATEST 
WEEK 

913.78 

WEEK 
AGO 

916.92 

YEARLY 
%  CHG 

41.4 

)RATE  BOND  YIELD,  Aaa  (7/11) 

7.19%  7.35% 

-7.0 

TRIAL  MATERIALS  PRICES  (7/1 1) 

105.5 

105.9 

-0.8 

lESS  FAILURES  (7/4) 

NA 

NA 

NA 

ESTATE  LOANS  (7/2)  billions 

NA 

NA 

NA 

r  SUPPLY,  M2  (6/30)  billions 

$3,923.8 

$3,919.3r 

4.7 

1  CLAIMS,  UNEMPLOYMENT  (7/5)  thous 

377 

337 

2.7 

;s:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100), 
Reserve,  Labor  Dept. 


REST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

lAL  FUNDS  (7/15) 

5.47% 

5.46% 

5.20% 

.  ERCIAL  PAPER  (7/16)  3-month 

5.57 

5.58 

5.55 

FICATES  OF  DEPOSIT  (7/16)  3  month 

5.60 

5.60 

5.54 

MORTGAGE  (7/ll)  30-year 

7.67 

7.83 

8.55 

iTABLE  MORTGAGE  (7/1 1)  one  year 

5.78 

5,85 

6.15 

;  (7/11) 

8.50 

8.50 

8.25 

Federal   Reserve,   HSH  Associates,   Bloomberg  Financial  Markets 


STEEL  (7/12)  thous.  of  net  tons 

LATEST 
WEEK 

2.056 

WEEK 
AGO 

2,080# 

YEARLY 
%  CHG 

4.9 

AUTOS  (7/12)  units 

37,121 

6,394r# 

NM 

TRUCKS  (7/12)  units 

9,525 

13,702r# 

NM 

ELECTRIC  POWER  (7/12)  millions  of  kilowatt-hrs 

69,507 

69,519# 

-1.5 

CRUDE-OIL  REFINING  (7/12)  thous.  of  bbl./day 

14,914 

14,762# 

5.4 

COAL  (7/5)  thous.  of  net  tons 

17,531# 

20,412 

7.4 

LUMBER  (7/5)  millions  of  ft. 

349. 7# 

508.5 

16.5 

RAIL  FREIGHT  (7/5)  billions  of  ton-miles 

22. 1# 

26.5 

2.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (7/16)  $/troy  oz. 

UTEST 
WEEK 

319.500 

WEEK 
AGO 

317.300 

YEARLY 
%CHG 

-16.7 

STEEL  SCRAP  (7/15)  #1  heavy,  $/ton 

143.50 

138.50 

7.5 

COPPER  (7/11)  e/ib. 

111.1 

115.6 

18.6 

ALUMINUM  (7/11)  ;/ib. 

75.0 

76.0 

7.1 

COTTON  (7/12)  strict  low  middling  1-1/16  in.,  (Z/lb.  70.86 

72.10 

-7.4 

OIL  (7/15)  $/bbl. 

19.43 

19.34 

-12.6 

CRB  FOODSTUFFS  (7/15)  i967=ioo 

239.60 

235.45 

-14.4 

CRB  RAW  INDUSTRIALS  (7/15)  1967=100 

332.75 

332.51 

-0.1 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (7/16) 

LATEST 
WEEK 

116.10 

WEEK 
AGO 

112.82 

YEAR 
AGO 

108.48 

GERMAN  MARK  (7/16) 

1,80 

1.76 

1.49 

BRITISH  POUND  (7/16) 

1.67 

1.69 

1.54 

FRENCH  FRANC  (7/16) 

6.07 

5,95 

5.06 

ITALIAN  LIRA  (7/i6) 

1745.8 

1717.8 

1517.8 

CANADIAN  DOLLAR  (7/16) 

1.37 

1.37 

1.37 

MEXICAN  PESO  (7/16) 

7.916 

7.885 

7.625 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/16) 

104.9 

103.2 

97,2 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ent.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


IREY-HAWKINS  TESTIMONY 

ly,  July  22^  Federal  Reserve  Chair- 
an  Greenspan  will  appear  before  the 
Bc'tnking  Committee  to  testify  on  cur- 
Dnetary  policy  and  present  the  Fed's 
-tendency  forecast  for  economic 
,  inflation,  and  unemployment, 
pan  IS  scheduled  to  give  his 
irey-Hawkins  testimony  before  the  Sen- 
.luly  23. 

URY  BUDGET 

ly.  July  22,  2  p.m.EDT>  The  Treasury 
s  likely  to  report  a  budget  surplus  of 
billion  in  June  when  quarterly  tax  pay- 
are  made.  That's  the  median  forecast 
lomists  surveyed  by  mms  International, 


one  of  The  McGraw-Hill  Companies.  The 
expected  June  surplus  would  push  down  the 
deficit  thus  far  in  fiscal  1997  to  just  $20  bil- 
lion, compared  with  $74  billion  in  the  first 
nine  months  of  fiscal  1996.  The  surplus  in 
June,  1996,  was  $34.3  billion.  Thanks  in 
large  part  to  record  tax  payments,  Washing- 
ton's budget  gap  is  expected  to  shrink  to 
about  $70  billion  in  1997,  vs.  $107  billion 
in  fiscal  1996. 

UNEMPLOYMENT  CLAIMS 

Thursday.  July  24.  8:30  a.m. edt>  Initial 
claims  for  state  unemployment  benefits  likely 
fell  back  to  about  340,000  for  the  week  end- 
ed July  19.  Claims  shot  up  by  40,000,  to 
377,000,  in  the  week  of  July  5.  Layoffs 


because  of  model  changeovers  in  the  auto 
industry  contributed  to  the  jump. 

DURABLE-GOODS  ORDERS 

Friday,  July  25,  8:30  a.m.EDT>  The  mms  sur- 
vey forecasts  that  new  durable-goods  orders 
increased  by  0.8%  in  June,  recouping  the 
0.7%  drop  of  May. 

EXISTING  HOME  SALES 

Friday,  July  25,  10  a.m.Eor^-  Existing  homes 
probably  sold  at  an  annual  rate  of  4.16  mil- 
lion m  June,  says  the  mms  report.  In  May, 
resales  increased  4.4%  to  4.24  million. 
Housing  demand  has  held  up  well  this  year, 
thanks  to  growing  incomes  and  high  con- 
sumer confidence  in  the  economy's  future. 
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Zyooking  for  ways 
to  keep  your  business 
class  interesting? 


The  Business  Week 
Education  Program  can  give  you 
and  your  students  the  insight 
into  business  that  only  Business 
Week  provides.  There's  no  better 
way  to  drive  home  a  point  than 
by  applying  business  concepts  and 
theory  to  current  business  news. 

When  you  participate 
in  the  Business  Week  Education 
Program  you  and  yoiu-  students  are 
eligible  for  the  lowest  possible 
subscription  rates  and  you  may  also 
qualify  to  receive  a  free  CD-ROM, 
containing  Business  Week  archives. 
To  get  started,  call  your  personal 
account  representative  at 
1-800-843-7352. 


BusinessWeek 


Hcvouii  /,'r//'v  Intelligence. 

©  1997.  by  The  McGraw-Hill  Companies,  Inc. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABN  AMRO  Chicago  32 
AeroAstro  89 
A.G,  Edwards  (AGE)  108 
Alcoa  (AA)  42 
Amentech  (AIT)  10 
Apple  Computer  (AAPL)  30, 
32 

AST  Research  (ASTA)  30 
AT&T  m  6, 28,  33,  84 
Autcdata  108 
Automatic  Data  Processing 
(AUD)  73 

B 


Bank  of  America  (BAC)  4 
Baron  Asset  (BARAX)  73 
BBN  84 

Bear  Stearns  (BSC)  66,73 
Beaver  Creek  73 
Bell  Atlantic  (BEL)  10 
Bell  Atlantic  Nynex  28 
Bell  Atlantic  Nynex  Mobile  10 
BellSouth  (BLS)  6,18 
Benetton  Group  (BTON)  36 
Bemstein  (Sanford  C.)  101, 
108 

Blockbuster  101 
Boeing  (BA)  89 
Boston  Celtics  13 
Breckenridge  73 
British 

Telecommunications(BTY)  2 
8,84 

Burger  King  (CRM)  54 


Cable  &  Wireless  (CWP)  84 
Cablevision  Systems 

(CVC)  58 
Caesars  World  42 
Calvin  Klein  76 
Campbell  Soup  (CPB)  42 
Cantor  Fitzgerald  4 
Chase  Manhattan  (CMB)  73 
China  Lucky  Film  48 
Chi7sler(C)  30,106 
Cisco  Systems  (CSCO)  84 
Citicorp  (CCD  73 
Citicorp  Securities  84 
Coca-Cola  (KG)  42, 108 
Colgate-Palmolive  (CL)  42 
Columbia  Pictures  (SNE)  84 
Commerce  International 

Merchant  Bank  66 
Compaq  Computer  (CPQ)  30 
Composite  Growth  &  Income 

Fund  101 
CompUSA  30 
Concepcion  Industries  66 
Continental  46 
Craig  Buick  106 
Credit  Suisse  First  Boston  84 


Daimler-Benz  (DAI)  46 
Oataquest  30 


Dell  Computer  (DELL)  30 
Deutsche  Morgan  Grenfell  24 
Deutsche  Telekom  84 
Developer  Cyberonics  42 
DFS  Group  76 
Donnelley  (R.R.)  (DNY)  33 
Douglass  Bancorporation  35 
DuPont(DD)  32 

E 


Eastman  Kodak  (EK)  33,48 
Edizione  36 

Edmund's  Publishing  106 
Electrocom  6 
Electronic  Data  Systems 
(EDS)  73 

Enterprise  Corporation  of  the 
Delta  35 

EPL  Technologies  (EPTG)  73 
Euromoney  42 

F 


Feldman  Orthodontics  84 

FirstCall  30 

First  Union  (FTU)  84 

Flonda  Crystals  42 

Flo-Sun  42 

Ford(F)  30,42,106 

France  Telecom  84 

Fuji  Photo  Film  (FUJIY)  48 

FurmanSelz  101 


Gateway  2000  (GATE)  30 
General  Electric  (GE)  30 
General  Mills  (GIS)  54 
General  Motors  (GM)  42, 66, 
106 

Gianni  Versace  76 
Golden  Bear  Golf  4 
Goldman  Sachs  4, 36, 76 
GTE (GTE)  84 
Gucci  76 
Gustav  Selter  46 

H 


Hard  Rock  Cafe  6 
Hasbro  (HAS)  88 
Hermitage  Capital  73 
Hewlett-Packard  (HWP)  30, 
66,  84 

Hilton  Hotels  (WIT)  42 
Hollywood  Entertainment 
(HLYW)  101 
HSBC  Markets  71 
Hyatt  73 


IBM  (IBM)  30 
IMISIGECO  36 
ING  Barings  66 
Institutional  Investor  42 
Intel  (INTO  30,  32, 43, 84 
International  Data  30 
International  Paper  (IP)  30 
Internet  Entertainment 
Group  88 

Invesco  Funds  Group  54 


Ionics  Circuits  66 
ITT  (ITT)  42 

J 


Jardine  Fleming  Intemational 
Securities  66 

J.D,  Power  &  Associates  84 
Juno  Lighting  88 
Juno  Online  Services  88 


Kagan  Telecom  33 
KartLagerfeld  76 
Kelly  Space  &  Technology  89 
Keystone  73 
Kistler  Aerospace  89 
Kmart  (KM)  58 
Knight-Ridder  (KRI)  54 
Kosan  Biosciences  100 
KPMG  Peat  Marwick  89 


Legg  Mason  Wood  Walker  28 
Lehman  Brothers  (LEH)  4, 24 
Lockheed  Martin  (LMT)  89 
Los  Angeles  Dodgers  38 
Louisville  Development 
Bancorporation  35 
LVMH  76 
LunaCorp  89 

M 


MailCode  6 
Majestic  Athletic  38 
Martha  Stewart  Living 

Omnimedia  58 
Massachusetts  Envelope  43 
McGraw-Hill  (MHP)  54, 66, 

109 

MCI  Communications 
(MClC)  28,  84 
McKinsey  58,  76 
Media  Group  Research  101 
Mernll  Lynch  (MER)  73,  76 
Microsoft  (MSFT)  32,84,106 
Mitsui  76 

MMS  Intemational(MHP)  109 
Montgomery  Securities  10 
Morgan  Stanley  36,  76 
Morgan  Stanley  Dean  Witter. 
Discover  (MED)  66 
Motorola  (MOT)  33,66 

N 


NationsBank  (NB)  4 
Network  Solutions  88 
News  Cafe  76 
News  Corp.(NWS)  28 
New  York  Yankees  38 
NextWave  Telecom  28 
Nike(NKE)  10 
Northern  Business 
Information  28 
Norwegian  Cruise  Lines  73 


OgilvyS  Mather  58 
P 


Pacific  Telesis  (PAC)  84 
Packard  Bell  NEC  30 
PaineWebber  (PWJ)  42 
PepsiCo  (PEP)  101, 108 
PGMedia  88 
Pierre  Cardin  76 
Pillsbury  73 

Pioneer  Astronautics  89 


Pioneer  Rocketplane  89 
Polo  Ralph  Lauren  76 
PolyGram  Video  (PLC)  1 
PostalSoft  6 
Procter  &  Gamble  (PG) 
Prudential  Securities  45 


Qwest  Communications 
(QWST)  84 

R 


Reed  Elsevier  54 
Reynolds  Metals  (RLM) 
Rizzoli  76 


Saks  Fifth  Avenue  (SKS) 
Salomon  Brothers  (SB) 
San  Diego  Padres  38 
Savannah  Foods  & 

Industries  42 
SBC  Communications 

(SBC)  33.84 
SBC  Warburg  36 
Sea  Launch  89 
SecunhesData  10 
Sheraton  42 
Sherwin  Williams  (SHW 
Shorebank  35 
Southcoast  Capital  30 
Southern  Development 

Bancorporation  35 
SpaceDev  89 
Sprint  (EON)  28,84 
SRI  International  10 
Starter  Sportswear  38 
State  Street  Research  S 

Management  30 
State  Street  Research 

Investment  Trust 

(SITAX)  108 
SunGard  Data  Systems 

(SDS)  73 

Sun  Microsystems  (SU^ 
Sybase  (SYBS)  18,43 


TeleChoice  28,33 
Texas  Instruments  (TXNlO 
66 

Time  Warner  OM)  58 
Times  Mirror  (TWIG)  54 
Total  aOT)  51 
Toyota  Motor  (TOYOY)  f 
Travelers  Group  (TRV) 

U 


United  Airlines  (UAL)  7 
UUNET  Technologies 
(UUNT)  28 

V 


Vail  Mountain  73 
Vail  Resorts  73 
VeranisSuhler  54 
Viacom  (VIAB)  101 

W 


Wal-Mart  (WMTl  101  ■ 
Walt  Disney  (DIS)  42,! 
Wellington  ManagemeiiU 
Westdeutsche  Landesb" 
WorldCom  (WCOM)  28 

Y  I 


Yves  Saint  Laurent  76 
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\ivestment  Figures  of  the  Week 


I.P  soo 

I    Jan.    July  July  10-18 


^  936.59 
930 


veeh  change  1  -week  change 
7.7%  +3.2% 


IMENTARY 

;  it  get  any  better  than  this? 
led  by  excellent  second-quar- 
profit  reports  and  a  bond- 
Ket  rally,  the  Dow  industri- 
sailed  past  8000  on  July  16 
ose  at  a  record  8039.  That's 

a  1,000-point  gain  since 

30.  The  Standard  &  Poor's 
stock  index  jumped  to  a  new 

as  well.  The  steamiest  ac- 
was  in  the  over-the-counter 
ket.  Led  by  high-tech  giants 

and  Microsoft,  the  NASDAQ 
ipcsite  gained  6.3%  for  the 
1  Bond  prices  rose  as  in- 
ors  cheered  the  Labor  Dept.'s 
rt  that  consumer  prices  rose 

0.1%  in  June. 


U.S.  MARKETS 


%  change 
Week  Year 


Dow  Jones  Industrials 

8038.9 

2.5 

50.0 

NASDAQ  Combined  Composite 

1580.6 

6.3 

50.0 

S&P  MidCap  400 

308.5 

4.0 

41.9 

S&P  SmallCap  600 

169.1 

3.6 

39.1 

S&P  SuperComposite  1500 

200.3 

3.3 

47.9 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

297.3 

6.8 

58.4 

S&P  Financials 

105.3 

2.1 

65.0 

S&P  Utilities 

202.0 

0.9 

5.5 

PSE  Technology 

7.1 

76.8 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE100) 

4964.2 

4.2 

38.7 

Frankfurt  (DAX) 

4201.2 

3.6 

70.1 

Tokyo  (NIKKEI  225) 

20,358.7 

3.4 

^.9 

Hong  Kong  (Hang  Seng) 

15,446.0 

5.0 

45.3 

Toronto (TSE  300) 

8744.8 

2.6 

37.1 

Mexico  City  (IPC) 

4787.4 

-1.0 

62.6 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1 .62  % 

1.63% 

2.26% 

S&P  500  P/E  Ratio  (Last  12  mos. 

)  23.5 

23.3 

18.7 

S&P  500  P/E  Ratio  (Next  12  mos 

)*  18.8 

18.6 

NA 

First  Call  Earnings  Surprise* 

1.87% 

4.01  % 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

784.2 

778.4 

Positive 

Stocks  above  200-day  average 

80.0% 

80.0% 

Negative 

Options:  Put/call  ratio 

0.45 

0.49 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

2.42 

2.02 

Neutral 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 

Last                                Last  12 
month  %                         months  % 

Trucking 

28.2 

Semiconductors 

131.8 

Oil  &  Gas  Drilling 

22.5 

Trucking 

123.8 

Communications  Equip. 

21.7 

Savings  &  Loans 

106.0 

Semiconductors 

21.5 

Computer  Systems 

104.4 

Computer  Systems 

19.4 

Invest.  Banking/Brkrge. 

103.3 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                           months  % 

Photography/Imaging 

-14.5 

Gold  Mining 

-22.8 

Gold  Mining 

-11.0 

Photography  &  Imaging 

-3.3 

Metal  &  Glass  Containers 

-9.6 

Engineering  &  Constr. 

-0.5 

Hospital  Management 

-6.8 

Electric  Companies 

1.1 

Oil  Exploration  &  Prod. 

-5.8 

Manufactured  Housing 

2.1 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Telebras-ADR 

135 

-5V2 

Wells  Fargo 

267 

-I6V4 

Chevron 

76^8 

-V4 

Amoco 

90 

-1  V2 

Bell  Atlantic 

72  Vb 

-5'/8 

Ameritech 

68  V4 

-1  Vs 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

80^3/32 

7%2 

Microsoft 

138 '^32 

62^/32 

Dell  Computer 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.16 

5.17 

4.95 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.18 

5.11 

5.27 

assuming  a  ii  /o  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

G-MONTH  BANK  CDS 

5.18 

5.18 

5.03 
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week 
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Last 
week 

1-YEAR  TREASURY  BILLS 

5.49 

5.53 

5.77 

GENERAL  OBLIGATIONS 

4.61% 

4.68% 

5.18% 

5.25% 

10-YEAR  TREASURY  NOTES 

6.18 

6.25 

6.84 

PERCENT  OF  TREASURIES 
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6.47 
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7.03 
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6.94 
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7.54 
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4.72 

4.78 

5.37 

5.43 
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7.40 

7.98 

PERCENT  OF  TREASURIES 
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76.54 

82.93 

82.78 
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7.18 

7.31 

7.87 

TAXABLE  EQUIVALENT 

6.84 

6.93 

7.78 

7.87 
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Four-week  total  return 

% 

Laggards 

Four-week  total  return 

% 
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Four-week  total  return 

% 

Laggards 

Four-week  total  return 

% 

Amerindo  Technology  D 

24.4 

Gabelli  Gold 

-21.7 

Technology 

10.6 

Precious  Metals 

-14.0 

Van  Wagoner  Mid-Cap 

17.7 

Bull  &  Bear  Gold  Investors 

-19.3 

Small-cap  Growth 

7.2 

Japan 

-1.1 
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17.4 
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-19.2 
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6.4 

Diversified  Pacific/Asia 

0.0 
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-18.5 
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5.8 

Natural  Resources 

1.0 
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17.0 
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5.4 

Latin  America 

1.8 
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52-week  total  return 

% 

S2-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Lexington  Troika  Russia 

104.7 

United  Svcs.  Gold  Shares 

-^9.5 

Financial 

55.2 

Precious  Metals 

-30.6 

Fidelity  Select  Electronics 

97.2 

Bull  &  Bear  Gold  Investors 

-A4.3 

Technology 

52.3 

Japan 

-3.8 

Pioneer  Growth  A 

79.4 

Morgan  Stan.  Inst.  Gold  A 

-A2.6 

Large-cap  Growth 

45.6 

Diversified  Pacific/Asia 

6.4 

Northern  Technology 

78.9 

Lexington  Strategic  Invmts. 

-A0.5 

Large-cap  Blend 

43.2 
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11.1 

Rydex  OTC 

77.1 
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-38.5 

Latin  America 

42.0 

Utilities 
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I  are  as  of  market  close  Wednesday,  July  15.  1997,  unless  ottien«ise  indicated.  Industry 
include  S&P  500  companies  only.  Fundamentals,  tectinical  indicators.  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  July  15.  For  a  more  detailed  explanation,  write 
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Editorials 


WHAT  THE  STRONG  DOLLAR  IS  SAYING 


Suifs  up,  and  the  dollar's  washing  over  every  currency  in 
sight,  dousing  the  once-mighty  German  mark  in  Europe 
and  the  Thai  baht,  Malaysian  ringgit,  Philippine  peso,  and  In- 
donesian iTipiah  in  Asia.  With  the  trade-weighted  dollar  back 
to  its  all-time  high,  it's  a  return  to  the  Superdollar  that 
strangled  economic  growth  in  the  '80s,  right? 

Wrong.  Everything  about  the  cun-ent  dollar  high  is  dif- 
fei-ent  from  last  time.  Tlien,  a  soaiing  U.  S.  budget  deficit  sent 
interest  rates  up  and  drew  in  foreign  money.  Now,  fiscal 
prudence  and  a  disappearing  deficit  make  the  dollar  the  in- 
vestment standai'd  of  choice — even  over  gold — by  central 
banks,  corporations,  and  individuals  around  the  world.  Then, 
the  economy  was  sick,  bloated  U.  S.  corporations  couldn't 
compete,  and  Japanese  and  German  imports  created  a  huge 
current-account  deficit  that  had  to  be  financed.  Now,  Ameri- 
ca has  captiu'ed  the  liigh-tech  summit,  its  corporations  are  the 
world's  most  competitive,  and  exports  are  booming.  Foreign 
cash  is  pouring  in  to  get  a  piece  of  the  New  Economy  action. 

The  world  is  now  split  between  two  kinds  of  capitalism — the 
maj'ket-cbiven  economies  of  the  Anglo-Saxon  coimtries  and  the 
more  managed  economies  of  Continental  Em'ope  and  Asia.  In 


Eui-ope,  Gel-many  and  France  can't  find  the  political  wij 
deregulate  the  economy  and  downsize  the  welfare  societjl 
Asia,  biu-eaucrats  protect  domestic  companies  Irom  foreign 
petition  wliile  connected  cronies  divvy  up  the  capitalist  »]» 

On  both  continents,  the  economic  model  is  to  keep 
economic  status  quo  and  spur  growth  by  exports.  Hi 
GeiTnany  is  encouraging  the  German  mark  to  decline  vis-; 
the  dollar  to  make  its  exports  cheaper  The  new  eui'o  is 
expected  to  be  a  weak  currency,  for  the  same  reasons.  Sc 
east  Asia's  economic  model,  patterned  after  Japan's  r 
aged  economy,  is  in  trouble.  An  avalanche  of  cheap,  c 
peting,  made-in-China  goods  is  crushing  Southeast  A; 
exports  on  the  low  end  and  Korea  and  Taiwan  are  r 
competitive  on  the  high  end.  This  is  forcing  Thail 
Malaysia,  and  others  to  devalue  their  currencies  against 
dollar  If  Southeast  Asia  continues  to  base  its  economy  ; 
ly  on  low-cost  exports,  it  will  have  to  compete  with  ml. 
China  in  a  losing  battle  for  many  decades  to  come. 

In  a  world  of  bipolai'  capitalism,  the  strong  dollar  is  si 
ing  a  signal  to  policymakers  in  Eiu'ope  and  Asia.  They  shj 
listen  to  the  market  and  fi'ee  their  economies. 


-i 


OLD  DOGMAS  AND  THE  NEW  ECONOMY 


These  are  the  dog  days  of  economic  dogma.  Withering  in 
the  blistering  heat  of  the  New  Economy,  many  assump- 
tions about  the  way  things  work  are  drying  up  and  blowing 
away.  It's  not  that  the  business  cycle  has  been  banned  or  re- 
cessions outlawed.  They  haven't.  But  the  shape,  character,  and 
strength  of  the  economy  have  certainly  changed — for  the 
better.  This  is  the  second  installment  in  a  series  we  call 
"The  End  of  Conventional  Wisdom."  In  the  past,  we  have 
challenged  accepted  notions  about  the  noninflationary  rate  of 
unemployment,  the  impact  of  raising  the  minimum  wage, 
and  the  remai'kable  health  of  corporate  profits  (BW — May  12). 

Here's  more  for  the  boneyard.  Conventional  wisdom  says 
inflation  can't  actually  fall  when  economic  growth  is  strong 
and  unemployment  is  low.  Demand  for  goods  and  sei-vices,  in- 
cluding labor,  inevitably  pushes  up  costs  and  prices.  Well, 
sometimes  not.  With  the  economy  nmning  at  4%  for  the 
past  yeai;  the  producer  piice  index  has  declined  sLx  months  in 
a  row.  That  hasn't  happened  in  the  50  years  for  which  we 
have  data.  The  core  ppi  is  down  to  nearly  0%  gTowth  year 
over  year.  Consumer  inflation  is  also  decelerating.  For  the 
past  six  months,  the  overall  consumer  price  index  has  been 
running  at  an  astoundingly  low  1.4%. 

Conventional  wisdom  says  coi-porations  cut  their  capital 
spending  late  in  the  business  cycle.  Growth  in  capacity  falls 
behind  industrial  production,  prices  rise,  and  inflation  en- 
sues. Not  this  time.  Thanks  to  great  corporate  profits,  real 
business  spending  for  plant  and  equipment  has  gi-own  three 


times  more  rapidly  than  the  economy  over  the  past 
yeare.  The  result?  The  key  capacity  utilization  rate,  instc, 
rising,  is  down  from  83.9%  in  1994  to  83.5%  so  far  in  I'J 

Conventional  wisdom  says  Americans  are  temble  saM 
Comparing  cuiTent  savings  to  cun-ent  income,  the  ofli 
number  still  looks  low.  Yet  thanks  to  the  appreciation  inl 
value  of  theii-  equity  holdings,  households  are  now  $3  tri  ( 
richer  than  three  years  ago.  Last  year,  mutual  fimds  i 
tributed  $173.7  billion  in  capital  gains  and  dividends  to  si  ■ 
holders.  Throw  in  the  rising  value  of  homes  and  the  sp  i 
thiift  boomer  appears  to  be  a  more  i-esponsible  adult. 

Conventional  wisdom,  in  its  supply-side  version,  says 
can't  grow  your  way  out  of  a  big  budget  deficit  withouto 
tax  cuts.  But  we  have.  First,  serious  spenchng  caps  werei' 
on  Congress.  Then  marginal  rates  on  income  taxes  \' 
hiked  at  the  very  top.  With  the  New  Economy  roaring,; 
revenues  flooded  into  Washington.  The  deficit  is  lai-gely  tfJ 
paid  down  by  a  fast-gi'owing  economy  and  the  rich,  who 
most  of  the  income  and  capital-gains  taxes  in  the  U.  S. 

Enough.  The  fact  is  that  major  changes  in  the  dynamic 
gi'owth  are  detonating  many  conventional  wisdoms.  Gl< 
ization  and  information  technologies  ai*e  making  companiei 
per-competitive,  generating  solid  profits  that  are  fueling  sti' 
Government  statistics  may  not  captiu'e  rising  productivity, 
healthy  corporate  profits  at  a  time  of  little  pricing  p( 
do.  It  is  the  Dow,  the  S&P  500,  and  NASDAQ  that  ai'e  tellin 
old  assumptions  should  be  challenged  in  the  New  Econc 
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THE  SAD  SAGA  OF  SILICON  GRAPHICS 

Just  a  couple  of  years  ago,  no  computer 
maker  was  flying  higher  than  SGi.  It 
was  big  in  the  movies,  sales  were 
soaring,  and  its  sexy  image  was  the 
envy  of  the  industiy.  But  SGi  execs  got 
drank  on  success.  They  neglected  their 
bread-and-butter  computer  business, 
ignored  basics  such  as  marketing  and 
inventory  control,  and  spent  lavishly. 
Now,  the  company  that  defined  the 
future  wonders  about  its  own 
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spread  to  the  banking  sector 
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AIRLINE  WARS 


THIS  GOP  TAX  DUEL  IS  AT  35,000  FEET 


SPEAKER  OF  THE  HOUSE  NEWT 

Gingrich  may  be  fighting  off 
conspirators,  but  he  hasn't 
lost  his  knack  for  leading  a 
lobbying  effort. 

This  time,  the  old  friend 
of  small  business  is  on  the 
side  of  the  big  corporations 
in  a  tiu'bulent  Hill  fracas  over 


GINGRICH  AND  LOTT:  Split  loyalties 


whether  major  aii'Unes  or  the 
small  regionals  should  bear 
the  bi-unt  of  planned  hikes  in 
the  airline  tax.  The  Geor- 
gian's allegiance  isn't  so  star- 
tling, since  Atlanta  is  home 
to  Delta  Ail'  I^ines.  Defending 
regional  and  smaller  national 


services,  such  as  Southwest 
Airlines,  is  Senate  Majority 
Leader  Ti-ent  Lott  (R-Miss.). 

The  Gingi-ich  forces  have 
already  persuaded  the  Sen- 
ate to  drop  its  proposed  levy 
on  domestic  legs  of  interna- 
tional routes — which  would 
have  raised  taxes  on  the  ma- 
jors $1  biUion  over 
five  years.  And  they 
likely  will  prevail  with 
a  Gingrich-backed  plan 
to  cut  the  airline  tax 
from  10%  to  7.5% 
while  imposing  a  $2 
per  passenger  fee  for 
each  leg  of  a  flight. 
Analysts  think  this 
scheme  would  shift 
more  of  the  burden 
onto  smaller  earners.  What- 
ever the  solution,  the  indu.s- 
try  seems  destined  to  shoul- 
der a  large  chunk  of  the  new 
taxes  needed  to  offset  gop 
cuts — about  $3  billion  extra 
over  five  years.  Majy  Beth 
Regan,  with  Wendy  Zelliier 


l-WAY  PATROL 

APPLE'S  UNLIKELY 
GUARDIAN  ANGELS 

SOFTWARE     PIRATES  OFTEN 

distribute  their  booty  to  com- 
puter users  on  the  Net  un- 
able— or  imwilling — to  pay  full 
price.  But  software  aficiona- 
dos— some  of  whom  admit  to 
pirating — are  being  un 
usually  merciful 
to  foundering 
Apple  Com- 
puter. Many, 
in  fact,  not 
only  promise  to 
refrain  from  plunder 
ing  but  are  going  so  far 
as  to  monitor  bulletin 
boards  to  discourage 
postings  of  jjirated  versions  of 
the  recently  released  Macin- 
tosh operating  system,  0S8. 
Says  Apple  spokesman  Rus- 


sell Brady:  "I've  never  heai'd 
of  anything  like  this  before." 

Its  defenders  have  decided 
that  Apple  must  stay  alive — if 
only  to  be  a  thorn  in  the  side 
of  their  archenemy,  William 
H.  Gates  III.  "If  you  decide 
to . . .  use  a  {jirated  version  [of 
0S8],  you'll  be  stating  that  you 
don't  cai'e  about  Apple's  suc- 
cess, and  you're  also  making 
B.  Gates's  life  a  whole 
lot  easier,"  chides  one 
hacker's  posting. 
To  protect  oss, 
which  hit  stores  on 
July  22  at  $99,  com- 
puter hackers 
ai'e  setting  boo- 
by traps.  One 
electronic  mis- 
sive warns  that 
some  downloads  labeled  0S8 
are  actually  computer-killing 
virases.  And  so  keelhauling 
evolves.         Roy  Furchgott 


TALK  SHOW  tCThe  recent  performance  of  the  American 
economy,  characterized  by  strong  growth  and  low  inflation,  Is 
been  exceptional — and  better  than  most  anticipated  

— Federal  Reserve  Chairman  Alan  Gi'eenspan,  testifying  before 
a  House  banking  subcommittee 

HOUGH:         bolstered  on  J 
Calling  for  24  when  Insti 
backup        tional  Sharehi 
er  Services  \.- 
set  to  make  a  180-deg,^' 
turn  on  its  previous  supp* 
of  Chief  Executive  Lawre.v 
Hough  and  recommend  t  .i 
shareholders  vote  for  r 
dissident  candidates.  Led; 
foi-mer  Chief  Operating  Ci 
cer  Albert  L.  Lord,  the  i 
sidents  have  been  demai: 
ing  a  more  aggi-essive  pjc 
as  SaUie  Mae  privatizes  fi  • 
being  a  quasi-governm 
tal — although  publicly  ti\i 
ed — entity  that  buys  studji* 
loans  fi"om  banks  for  its  < 
portfolio  or  for  resale 
investors. 

In  recent  days,  Hough  s 
pulled  out  all  stops  defei- 
ing  his  turf — even  persiJi 
ing  John  Neff,  the  legend 
Vanguard  Group  fund  n 
ager,  to  come  out  of  ret 
ment  and  join  his  many, 
ment-backed  slate.  He  ; 
has  vowed  to  resign  if 
slate  is  elected  and  has  hi- 
ed at  a  further  shakeupj 
top  management.  Dean  Fisi 


PROXY  FIGHTS 

OFF  WITH 

SALLIE  MAE'S  HEAD? 

DISSIDENT  SHAREHOLDERS  OF 

the  Student  Loan  Marketing 
Assn.  (Sallie  Mae)  appear 
very  close  to  achieving  the 
impossible:  winning  a  proxy 
battle  against  an  entrenched 
management. 

On  July  31,  shareholders 
will  elect  a  new  board  of  di- 
rectors. Going  in,  the  insur- 
gents have  the  support  of  at 
least  five  large  mutual  fimds 
controlling  39%  of  Sallie 
Mae's  outstanding  shares. 
Their  already  impressive 
strength  was  expected  to  be 


BELLY  FLOPS 


A  SLIPPERY  HOCKEY  DEAL 


JOHN  SPANO  S  .$165 

million  piu'chase  of 
the  New  York  Is- 
landers hockey 
team  was  um-avel- 
ing  long  before  his 
aiTest  July  23  on 
charges  of  bank 
and  wire  fraud — 
in  fact,  before  the 
deal  even  closed. 

In  early  April,  Fleet  Bank 
went  to  closing  on  an  $80 
million  loan  to  the  33-year- 
old  businessman.  There  was 
one  problem,  according  to 
lawyers  involved  in  the  case: 
The  bank  never  received  the 
$7.6  miUion  Spano  was  to  put 
on  reserve  to  cover  futiu'e  in- 
terest payments. 

The  team's  owner,  John 
Pickett,  should  have  been 
paid  $16.8  million  that  day  as 


well.  He  sig 
off  on  the  ( 
_      anyway,  taki. 
DIMI  Spano's  word  U 
the  money  wi 


ISLANDERS:  A^O  sale 


company, 
missed  a 


be  forthcom 
After  all,  Si> 
was  the  owne' 
Bison   Group  i 
profitable  hesy- 
equipment  lea:ij 
and   had  neJi 
payment  on  i; 
mansion. 

It  is  unclear  when  Fei 
management  discovered  ' 
Spano  never  paid  up.  ' 
source   claims  it  did 
catch  on  until  June.  F 
would  not  comment,  bi 
spokesman  did  confirm  ^ 
the  bank  only  began  e- 
manding  the  money  in  efl.v 
July.  Jeanne  DuP^ 
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f  your  car  were  one  of  the  half-million  a  year  damaged  because  of  deer, 
would  you  know  a  good  shop  to  hammer  out  the  dings  and  dentsi*  Your  Allstate 
Agent  could  help  you  find  one.  Plus  Allstate  will  back  the  workmanship  for  as  long 
as  you  own  your  car 
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Up  Front 


AFTERLIVES 


WAS  THIS  TOBACCO  CEO  AHEAD  OF  HIS  TIME? 


MICHAEL     MILES     MAY  NO 

longer  be  chairman  of  Philip 
Morris,  but  in  at  least  one 
way,  his  legacy  lives  on.  In 
1994,  the  company's  boaid 
ousted  nonsmokei"  Miles,  pei  - 
ceiving  him  to  be  a  less-ihan- 
forceful  advocate  for  ciga- 
rettes. His  replace- 
ment: pro-tobacco 
hard-liner  Geoffrey 
Bible,  who  is  now  a 
key  player  in  the 
industry's  proposed 
deal  with  anti-to- 
bacco forces. 

Ironically,  how- 
ever, Bible  may 
now  simply  be  car- 
lying  out,  albeit  un- 
intentionally, his 
maligned  predeces- 
sor's  vision.  Despite  the  laL-k 
of  success  of  lawsuits  in  the 
early  '90s,  Miles  says  that  as 
CEO,  he  had  already  begun  to 
discuss  with  Pliilip  Morns'  in- 
ner executive  circle  the  no- 
tion of  a  comprehensive  set- 
tlement. At  the  time,  he  lelt 

THE  BOARDROOM 

FOREIGN  ACCENTS 
WELCOME 


MlLtS  in  ChU  days 


that  some  kind  of  resolution 
would  have  brought  a  degTee 
ot  certainty  to  the  industry. 
"Evt-ry  time  there  is  a  big 
suit.  Wall  Street  takes  a  deep 
breath,"  Miles  says.  What 
Slopped  Miles  and  Philip 
Morris  was  an  inability  to 
identify  a  group 
powerful  enough 
with  whom  to  ne- 
uotiate.  Phihp  Mor- 
ris declines  to 
comment. 

So  how  big  a  be- 
liever is  Miles  in 
tobacco's  future? 
He  sticks  to  the  in- 
dustry mantra  that 
cigareties  are  a  le- 
gal product  with 
expansion  possibil- 
ities abroad.  Still,  he  isn't  ex- 
actly putting  money  where 
his  mouth  is:  Last  year.  Miles 
e.vercised  most  of  the  900,000 
Philip  Morris  stock  options 
thctt  he  received  as  part  of 
hi^  $1»  million  golden  para- 
chute. Josh  Kauf  11/(1  n 


IN    THIS   GLOBAL    ACE,  LI. 

corporations  are  seeking  di- 
rectors who  biing  an  iiiLeina 
tional  perspective.  Althuugh 
no  good  numbers  e.dst,  head- 
hunters  such  as  Heidrick  & 
Struggles'  Theodoie  Jadick 
claim  tnat  the 
aiiecdotal  ev- 


idence shows  cuiupaiiies  are 
looking  not  only  for  duvctors 
who  have  worked  uveiseas 
but  also  for  those  who  were 
bom  there,  too.  Asian  cdiidi- 

FOOTNOTES  Average  cost  of  compact  disk,  1986:  $1 7.55;  1997: 


dates  are  in  particular  de- 
mand. Among  the  more 
jjrominent  apjjointees  over  the 
last  yeai:  Hong  Kong  native 
(.  hristophcr  C  heng,  chairman 
ol  Wing  Tai  holcimgs,  co  W.  K. 
braces  board;  Jan  Leschly,  a 
Dai;e  who  neacis  druginaker 
c^mithKline  Beecham,  lo 
American  Express;  and 
Swede  Percy  Barnevik  of 
.Switzerland's  abb  Asea  Brown 
Boven  lo  General  Motors. 

C5till,  compame.^  prefer  it 
when    tne  execs  are  U.S.- 
based,     says  Russell 
Reynolds'  Jolin  Hawk- 
ins.   Take  Robert 
LuLz,  Gniysler's  vice- 
cnamiian~-a  recent 
appomtee  to  Silicun 
Graphics'  board. 
He's  Swiss-born, 
but  due.Mi't  require  a  Con- 
corde ticket  to  get  fi'om  De- 
troit   to    Silicon  Graphics' 
Mountain  View  (Galif.)  head- 
quartei's.  Lisa  Sujiders 


DRAWN  &  QUARTERED 


pp55mRed..cdnwe 
iitiptmr^nd  raiser 


ARMS  BAZAAR 

A  GHASTLY  INFLATION 
IN  CAMBODIA 

IN  CAMBODIA,  WHERE  MORE 

than  a  million  people  died 
during  Pol  Pot's  reign,  vio- 
lence comes  easy.  Yet  ar- 
ranging a  murder  isn't  as 
cheap  as  it  once 
was.  Today,  for 
$1,500,  a  young 
man  will  agree  to 
smash  in  a  desig- 
nated victim's  skull 
with  a  metal  pipe 
in  a  motorbike 
drive-by.  Just  two 
years  ago,  such  an 
attack  would  have  GUNS*// 

cost  $200.  But  with   

higher  standards  of  living, 
paiticuiarly  in  Plinom  Penh,  a 
potential  killer  needs  more 
incentive.  No  longer  needing 
money  for  food  and  sheltei; 


Cambodian  hit  men  toda) 
seeking  the  finer  thinj.> 
life.  "Now,  $1,500  is  the  ] 
of  a  new  Honda  500cc  m 
cycle,"  says  one  promi 
Cambodian. 

The  price  of  weapon  i 
up,  too.  At  the  down! 
Phnom  Penh  market  w 
automatic   weapons,  1 
.       gi'enades,  and 
mines  are  ha\ 
alongside  I 
goods,  the  CO; 
a  used  ak-47 
gone  from 
two  years  a^ 
.$85.  Black  m; 
weapons  are  i 
scarce  because 
na  no  longei' 
nels  gims  to  p; 
ipants  in  Cambodia's 
war.   Compared  with 
U.  S.,  it's  still  a  bargaii 
Dallas,  an  ak-47  would  i 
$3,000.  Sheri  Pi| 
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THE  BIG  PICTURE 


II 


9to5-AND  THEN  SOME 

It's  the  boon-or  curse-of  an  exuberant  economy.  Manul 
turing  workers  are  piling  up  O.T.  Here's  why:  labor  short; 
in  some  industries  and  the  preference  among  many  emplo 

to  pay  time-and-a-half  rather  than  hire  and  train  new  fo 


5,0 


U.S.  AVERAGE  FACTORY 
OVERTIME  HOURS 


■87  '88  '89  '90  '91  '92  '93  '94  '95  '96 
DATA  BUREAU  OF  LABOR  STATISTICS      'FIRST  HA 


$12.70 


It 
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DATA  VERONIS,  SULER  &  ASS 
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.  BATTERY  DOESN'T 


CARE  WHERE  YOU 


ARE,  WHAT  YOU'RE 


DOING,  OR  IF  YOU 


EVEN  GET  THERE. 


Someone  does.  A  }wtehook 


computer  is 


no  ijuardiaii  cvuul  It  is  inicrocbipi,  buttons, 
auii  hdttencs  that  don't  know  the  meaninij  of 
the  irord  "DELAYED"  So  if  yoii  ipiiiif  to 
make  sure  your  notebook  keeps  up  with  your 
itineraiy,  talk  to  AST  '  We'll  look  ajter  you 
with  a  dedicated  support  staff  tbat's  avadahle 
around  the  clock  As  well  as  an  optional 
2  4 -hour  replacement  service  that  delivers 
anyivbere  in  the  United  States*  For  more 
information  about  AST  Ascentia  "  notebooks 
featurinij  Intel'"'  Pentium'" processors  with 
MMr'  technoloily  call  1-800-945-2278. 


Ascentia  P 
Expansive  12  1"  FIT 
display  on  all  systems 

Up  to  166  MHz 
Intel  Pentium  processor 
with  MMX  technoloHV 

U  MB  ot  RAM 
expandable  to  80  MB 
Up  to  3  GB  removable 
hard  disk  drive 
Optional  port  replicator, 
mini-dock,  or 
motorized  lull  dock 
Exlra-lon}^  life 
Lilon  hatterv 
Up  lo  04-  hit 
PCI  graphics  and 
2  MB  video  memory 
Includes  choice  of 
Microsoft*  Windows"  95 
and  Windows  NT*  4  0 


sntium" 


AST 

COMPUTER 

Working  for  your  fcusmf!?" 
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PERHAPS  WE  NEED 
A  FEW  MORE  MICROSOFTS' 

Whatever  you  might  think  about  Bill 
Gates  or  Microsoft  Corp.,  without  some- 
one to  show  the  way,  most  of  our  tele- 
phone and  cable  companies  would  still 
be  sending  out  news  releases  about 
planned  fiitwe  meetings  to  discuss  their 
possible  fiitiu-e  offeiings  ("Bill  Gates,  the 
cable  guy,"  News:  Analysis  &  Commen- 
tary, July  14).  Microsoft  gets  things  done. 
Left  to  their  own  devices,  the  Tele-Com- 
munications Inc.  and  Bells  of  the  world 
would  continue  as  dinosaui-s  wallowing  in 
the  low-tech  tai*  pits.  Come  to  think  of  it, 
perhaps  we  need  a  few  more  Microsofts. 

John  C.  Schuler 
Portland,  Ore. 

SINCE  WHEN  WAS  LEISURE 
A  LOW  LIVING  STANDARD? 

In  "If  Europeans  Worked  More . . ." 
(Economic  Trends,  July  14)  you  reason 
that  Europeans  have  a  lower  living 
standard  than  people  in  the  U.  S.  be- 
cause they  "put  in  shorter  woi'k  weeks, 
and  enjoy  longer  vacations."  Say,  I  think 
we  need  a  new  definition  of  how  that 
there  standaixl  of  living  is  calculated. 

David  S.  Smith 
Annapolis,  Md. 

DON'T  FREEZE  OUT 
ALTERNATIVES  TO  CFGs  

The  U.  S.  Environmental  Protection 
Agency,  in  combination  with  other  gov- 
ernmental agencies,  has  been  working 
hard  to  combat  illegal  imports  of  chloro- 
fluorocarbon  refrigerants,  and  we  ap- 
preciate your  informing  your  readers 
about  this  issue  ("The  black  market  vs. 
the  ozone,"  Environment,  July  7). 

However,  you  say  the  cost  of  retro- 
fitting older  cars  to  use  CFC  alterna- 
tives can  be  as  high  as  $1,200  and  that 
recharging  a  vehicle  with  CFCs  costs 
about  .$80.  In  fact,  the  vast  majority  of 
retrofits  can  be  perfomed  for  $250  or 
less.  And  the  $80  you  cite  to  recharge  a 
vehicle  might  cover  the  cost  of  the  re- 
fi'igerant  alone,  but  not  include  the  cost 


CORRECTIONS  &  CURIFICATIONS 

."The  black  market  vs.  the  ozone"  (En< 
ronment,  July  7)  incorrectly  identified 
replacement  refrigerant  for  car  air  com 
tioners  as  HCFC  134a.  The  correct  name 
HFC  134a. 


of  labor  associated  with  the  recha 
The  article  also  fails  to  mention  i 
converting  to  a  CFC  substitute  will 
the  vehicle  owner  money  in  the  1 
run,  because  recharging  a  vehicle  a 
an  alternative  is  less  expensive  t 
recharging  with  CFCs.  The  savings  i 
choosing  to  convert  will  continue  ti 
crease  as  CFC  supplies  dwindle 
prices  escalate  over  the  next  few  yt 
Christine  Dil 
Pohcy  Ana 
Environmental  Protection  Agt 
Washint 

VALUE  AT  RISK'  CAN  PUT  RISK 
BACK  INTO  MANAGEMENT 

The  quantification  of  "value  at  risl 
no  doubt  an  important  and  useful 
when  properly  applied  and  appropi  i 
ly  used  ("Taking  the  angst  out  of  ta 
a  gamble,"  Finance,  July  14).  But  inhi 
hands  of  those  who  understand  IH 
about  the  nature  of  "implied"  volatil 
and  confidence  levels,  many  will  fall 
tim  to  the  false  sense  of  security 
pressive  statistical  progi'ams  pro)i 
Inasmuch  as  this  serves  to  dist; 
management  fr'om  more  intuitive  t| 
tative  judgTnents,  the  methodolog; 
self  creates  a  whole  new  level  of  ri 
Clay  Cald 
CLA  Final 
Chi- 

SBC  IS  SPENDING  BIG  BUCKS 
TO  INVITE  LOCAL  COMPETITION 

If  SBC  Communications  Inc.  is  "n' 
the  race"  to  open  local  phone  netw 
and  markets  to  competition,  as  Pete; 
Strom  claims  ("Why  SBC  shouldn't  bi 
first  Bell  in  long  distance,"  News:  A,. 
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WE'RE  GETTING  HIT  LIKE  CRAZYi 


With  an  average  of  a  million  hits  —  that's  about  100,000 
paqe  v\ew5  —  every  day,  p3at0ur.com  is  one  of  the  most 
popular  sports  sites  on  the  worldwide  web. 

Why?  There's  only  one  way  to  find  out.  Don't  miss  out  — 
lo^  on  to  p3at0ur.com  for  official  real-time  scoring  on 
the  PGA  TOUR,  Senior  PGA  TOUR  and  NIKE  TOUR,  in- 
depth  player  features,  recorde  and  statistics  and  lots 
of  other  information  you  won't  find  anywhere  else. 

We're  not  only  getting  hit,  we  are  one\ 
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I  eaders  Report 


i  Commentaiy,  July  21),  maybe  it's 
use  we  ai'e  so  fai*  ahead  of  the  pack, 
y  the  end  of  this  year,  SBC  Com- 
ications  will  spend  $1.2  billion  on — 
devote  4,000  employees  to — opening 
telephone  networks  to  local  com- 
tors,  in  full  compliance  with  the 
communications  Act  of  1996.  No  oth- 
ompany  in  any  industry  has  ever 
t  so  much  to  invite  competitors  to 

tlieir  customers.  We  have  signed 
■  170  agreements  with  competitors 
'wn  states  allowing  them  to  use 
networks.  The  only  thing  stopping 
I  from  providing  local  service  is 

own  commitment  to  competition 
le  less  lucrative  local  marketplace. 
Tien  it  comes  to  complaints  that  SBC 
iniunications  is  somehow  hindering 
petition  in  the  local  market,  our 
while  competitors  are  just  arguing. 

James  D.  Ellis 
Senior  Executive  Vice-President 
and  General  Counsel 
SBC  Communications  Inc. 

San  Antonio 
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THE  SMOKE  POLICE 


Thei-e  is  only  one  major  flaw  in  Paul 
Raeburn's  logic  in  "Saving  lives  doesn't 
have  to  cost  a  bundle"  (News:  Analysis 
&  Commentary,  July  14):  Smokers 
choose  to  start  smoking,  and  they 
choose  to  stop  or  continue  smoking.  Not 
only  are  smokers  aware  of  the  health 
risks  of  their  habit,  studies  show  that 
they  overestimate  the  risks. 

In  the  case  of  little  Jessica,  she  did 
not  choose  to  be  trapped  undergi'ound 
and  was  not  aware  of  the  risks  she  was 
taking  in  hei'  play.  Patients  under  the 
knife  do  not  choose  to  contract  aids  be- 
cause sterile  conditions  ai'e  not  main- 
tained. Women  over  50  should  be  made 
aware  of  the  risks  of  breast  cancer  and 
of  the  benefits  of  mammograms,  but 
they  should  not  be  taxed  heavily  or  so- 
cially ostracized  in  an  effort  to  coerce 
them  to  have  mammogi'ams. 

Certainly  adult  smokers  should  have 
those  same  rights  and  choices,  even 
though  Raeburn  and  the  federal  gov- 
eiTiment  seem  to  tliink  they  shouldn't.  If 
we  begin  trying  to  protect  all  adults 
fi'om  potentially  risky  behavior,  we  will 
not  only  bankrupt  our  nation,  but  we 
will  live  in  a  totalitarian  state,  which 
for  most  Americans  is  no  life  at  all. 

Wanda  Hamilton 
Miami  Lakes,  Fla. 

THE  EXPORT-IMPORT  BANK 
CARRIES  ITS  WEIGHT  

Your  article  "Dogged  by  Donorgate" 
(Finance,  June  30)  should  have  been  ti- 
tled "The  system  works:  diligent  Ex- 
Im  staffers  save  taxpayer  dollars  by  re- 
jecting questionable  risks."  The  Ex-Im 
undei-writers  ai'e  extremely  deliberate  in 
then-  approval  process.  If  you  tiy  to  ex- 
ert undue  influence  fi'om  above,  you  will 
find  that  management  generally  will  not 
second-guess  the  imdei'wi-iters'  decisions. 

Our  clients  are  mostly  small-  and 
middle-market  U.  S.  manufacturers, 
whose  export  businesses  have  grown  in 
direct  relationship  with  their  use  of  ex- 
port credit  insurance  and  other  Ex-Ini 
services.  There  is  no  evidence  of  "cor- 
porate welfare"  in  our  portfolio. 

Ex-Im  is  far  from  perfect,  but  its  ex- 
istence is  essential  in  an  economy  where 
exporters  in  other  countries  compete, 
with  the  support  of  their  own  govern- 
ments' export  credit  agencies,  in  emerg- 
ing markets  against  U.  S.  companies. 

Gary  Mendell 
President 
Meridian  Finance  Group 
Los  Angeles 
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Either  you  need  a  new  job.  Or  a  new  server. 

Are  you  managing  your  network,  or  is  your  network  managing 
you?  Witli  the  ever-increasing  assortment  of 
products,  architectures  and  operating  systems, 
it's  sometimes  hard  to  tell.  Which  is  all  the 


HP  Netserver  Lx  Pro     Hiorc  reason  to  get  au  Intel'  Pentium"  Pro 


processor-based  HP  NetServer.  Between  our  vast  enterprise 
experience  and  an  array  of  management  software,  HP  NetServers 
are  engineered  to  make  even  the  most  unruly  network 
manageable.  The  HP  NetServer  Navigator  CD-ROM,  pentium.pro 
which  includes  HP  NetServer  Assistant  and  the  industry- 
leading  HP  OpenView  for  Windows",  simplifies  installation, 
configuration  and  management.  Plus,  the  optional  HP 
Remote  Assistant  card  allows  for  remote  management  and 
troubleshooting.  Show  your  network  who's  in  charge.  Please  visit 
v)ww. hp.com/go/71etserve7-  or  call  1-800-533-1333,  ext.  2359. 
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THE  COLONEL 

The  Life  and  Legend  of  Robert  R.  McCormick 

By  Richard  Norton  Smith 
Houghton-Miffhn  •  597pp  •  $35 


THIS  NEWS  MOGUL 

WAS  HIS  OWN  BEST  STORY 


Whatever  happened  to  Ameri- 
ca's screwball  millionaires? 
Once  there  were  giants:  Rail- 
road baron  Commodore  Cornelius  Van- 
derbilt  relied  on  seances  to  communi- 
cate with  the  dead  and  a  seer  for 
stock-mai'ket  predictions.  The  puritanical 
Henry  Ford  ftred  employees  whom  his 
spies  caught  smoking  and  once  threat- 
ened to  stop  all  Ford  auto  production  if 
prohibition  were  repealed. 

And  then  there  was  Colonel  Robert 
R.  McCormick,  publisher-editor  of  the 
Chicago  D'ibune  from  1914  until  his 
death  in  19.55,  and  master  of  an  empire 
that  included  radio  and  TV  stations 
(bearing  the  call  letters  wgn,  for  World's 
Greatest  Newspaper),  a  fleet  of  ships, 
7,000  square  miles  of  timberland,  prime 
Chicago  real  estate,  and  more. 

The  product  of  a  British  public  school, 
where  he  got  a  Tory  accent  and  numer- 
ous affectations,  McCormick  waged  a 
bizarre,  lifelong  war  of  editorial  invec- 
tive against  Britain  ("the  Bnitish  Em- 
pire"). A  self-proclaimed  spokesman  for 
heartland  America  against  New  York 
decadence  and  pretension,  the  6-foot  4- 
inch  World  War  I  vet  would  stride 
through  the  newsroom  dressed  in  an 
English  officer's  jacket,  boots  and  spurs, 
a  polo  stick  in  hand,  and  three  German 
police  dogs  on  a  leash.  Despite  a  fasci- 
nation with  war  and  claims  to  be  a  mil- 
itary mastermind,  he  became  an  ardent 
isolationist. 

And  while  condemning  licentious  be- 
havior in  others,  he  persuaded  the  wives 
of  two  fiiends  to  divorce  then*  husbands 
and  wed  him  (though  not  at  the  same 
time).  The  spouses  were  appeased  by 
large  cash  payments. 

All  this  outlandishness,  plus  the  man's 
intuitive  business  acumen,  is  thoroughly 
described  in  Richard  Norton  Smith's 
TJie  Colonel:  The  Life  and  Legeyid  of 
Robert'  R.  McCormick.  Smith,  who  has 
also  wiitten  books  on  Thomas  E.  Dewev 


and  George  Washington,  is  the  first 
biogi-apher  to  gain  access  to  all  of  Mc- 
Connick's  personal  and  business  papere. 
The  result  is  a  solid,  balanced  poiti-ait  of 
a  fascinating,  if  not  always  admirable, 
media  mogul. 

"Bert"  McCormick  inherited  his  post 
at  the  Dibune,  which  was  owned  large- 
ly by  his  family,  when  other  heirs  fal- 
tered, and  after  cousin  Joe  Patterson 
left  to  run  a  sister  pubhcation,  the  New 
York  Daily  News.  It  wasn't  long  before 
the  paper  miiTored  McCormick's  eccen- 
tric style — which  proved  a 
draw  to  readers.  "A  great  /^/^t 
many  Chicagoans  despise  V^vJ_Li 
the  Tiibune"  obsei-ved  John  K<)i5i'rR'-i''^ii 
Gunther  in  his  book  Inside 
U.  S.  A.,  "but  its  circulation 
steadily  goes  up  " 

No  doubt,  many  were 
buying  it  to  see  what  the 
Colonel  would  do  or  say 
ne.xt.  In  the  midst  of  the 
cold  war,  he  proposed  a 
"city-wide  burning  of 
babushkas  . . .  those  regi- 
menting rags."  Once  he  sent 
a  correspondent  to  Madison,  Wis.,  a 
hotbed  of  liberalism,  to  investigate  his 
theory  that  Univei-sity  of  Wisconsin  men 
wore  lace  undemear.  He  directed  the 
T)ib  to  use  a  streamlined  form  of 
spelling,  replacing  island,  for  example, 
with  iland  and  freight  vrith  fi-ate.  Re- 
sponding to  a  command  to  "get  rabbit 
quote  daily,"  the  Trib's  financial  pages 
for  a  time  carried  the  going  rate  for 
hare — all  because  the  Colonel  felt  he'd 
been  overcharged  at  dinner.  As  staffers 
pondered  his  sanity,  "The  newspaper 
became  a  megaphone  to  amplify  the 
publisher's  caprices,"  concludes  Smith. 

Sections  tailored  to  different  neigh- 
borhoods also  proved  a  magnet  for  cir- 
culation, as  did  splashes  of  color,  sports 
coverage,  and  such  comics  as  "Dick  Ti-a- 
cy"  and  "Little  Orphan  Annie,"  intro- 
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duced  and  syndicated  by  the  Trib.  ^  t 
was  even  stuff  for  highbrows:  Fo  > 
correspondents  included  such  writi 
WiUiam  L.  Shirer,  later  famed  fn 
chronicles  of  the  Third  Reich. 

A  Republican  activist,  McConni( 
ten  clashed  with  Democrats,  particL 
ly  President  Franklin  D.  Roosevelt  r 
years,  the  D-ib  smeai-ed  fdr,  first 
ing  him  to  Hitler,  then  labeling  1 
communist.  (Meanwhile,  until  the 
entered  the  war,  the  newspaper 
apologies  for  the  Fiihrer,  despite 
evidence  of  Nazi  hoirors.)  In  194: 
feud  with  fdr  took  a  dramatic  tui- 
lowing  a  sensational  Tribune  scooj 
account  of  the  battle  of  Midway 
evidence  that  victorious  U.  S.  NavA- 
manders  had  known  of  the  Japu 
battle  plans  in  advance — possibl 
breaking  their  codes.  The  stoiy,  \^ 
ran  unvetted  by  Nax'y  censor's,  can 
furor:  fdr  threatened  to  send  M;i 
to  occupy  Tiibune  Tower,  then  })i 
the  Justice  Dept.  to  indict  his  bittt  J 
under  the  Espionage  \ 
But  the  Navy's  relur 
to  publicly  discuss 
breaking  led,  in  the  ei 
a  dismissal  of  charge- 
the  President,  it  was  ; 
tal  defeat — comipoundt 
the  success  of  the  THI 
which  that  year  had  1 
culation  of  one  million. 

The  Colonel  hardly 
fines  its  focus  to  joimi: 
In  fact,  some  may  feei 
it  dwells  too  much  oi . 
Cormick's  personal 
Armchair  psychologists,  though, 
find  an  explanation  for  McCormicl; 
cuhar  romances  in  portraits  of  his  i 
father  and  vengeful,  unloving  motn 
At  age  75,  McCormick's  life  e ' 
Smith  says,  as  tragedy:  "Maroon 
the  second  half  of  the  twentieth  en 
ry,"  he  was  "thwarted  in  politic??.: 
fiTistrated  in  love,  in-eeoncilably 
ated  from  the  political  party  tha  i 
been  synonymous  with  three  gen 
tions  of  his  family."  By  the  time  >  1 
death,  from  heart  disease  and  ciri- 
this  outsize  personality  had  beco^ 
physically  shiimken  man,  unable 
the  extra-large  casket  he  had, 
years  before,  ordered  for  himself 
BY  HARDY  G£i 
Green  is  business  weeks  lo 
Editor 
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Technology  &  You 


BY  LARRY  ARMSTRONG 

SO  THIS  IS 
AUTOPIA 


The  writer  barrels 
down  an  automated 
highway  on  a  car 
that  drives  itself 

It  seems  like  forever  that 
I've  been  reading  about 
the  imminent  debut  of 
smart  cars  and  automated 
highways.  They  were  a  big 
hit  at  the  1939  New  York 
World's  Fair,  I'm  told,  at  Gen- 
eral Motors'  Futurama  pavil- 
ion. I  even  drove  a 
prototy]3e  Cadillac  with 
radar  braking  some  25 
years  ago.  So  when  a 
couple  of  opportunities 
came  up  recently  to 
try  out  cars  that  steer, 
accelerate,  and  brake 
by  themselves,  this 
skeptic  took  the  bait. 

The  idea  behind  au- 
tomated highways  is 
that  by  taking  control 
of  the  vehicle  out  of 
the  hands  of  the  dri- 
ver, the  capacity  of  ex- 
isting roads  could  be 
doubled  or  tripled. 
That's  because  most  of 
today's  congestion  is 
caused  by  crashes,  and 
90%  of  all  car  accidents 
are  caused  by  human  erroi\ 
UNDER  CONTROL.  The  most 
likely  scenario  for  the  auto- 
mated highway  is  that  you 
drive  your  car  to  specially  in- 
stiumented  lanes  of  a  high- 
way and  "check  in,"  much 
like  entering  a  toll  road. 
Then,  the  system  takes  con- 
trol of  the  car  until  you  exit, 
when  it  steers  it  to  a  transi- 
tion area  where  you  can  re- 
sume manual  driving. 

After  experimenting  with 
two  test  sy.stems,  my  skep- 
ticism quickly  faded.  I  was 
impressed  to  find  that  much 


of  the  technology  exists  to- 
day and,  in  fact,  some  of  it  is 
already  in  today's  cars.  I 
think  we  will  ultimately  have 
commercially  available  smart 
cars  and  automated  high- 
ways. But  I  expect  they'll 
face  limited  use  over  the  next 
30  years. 

For  the  first  test,  I  went 
to  1-15  in  San  Diego,  where 
the  National  Automated 
Highway  System  Consortium 
will  nm  a  Congi-ess-mandated 


ries  of  ones  and  zeroes  to  the 
car,  a  binary  code  that  can 
signal  exits  or  the  radius  of 
an  approaching  curve. 

Each  car  also  has  a  radar 
sensor  mounted  on  the  front 
to  assess  the  distance  to  the 
vehicle  ahead.  There's  lots  of 
other  gear,  too:  Motors  have 
to  be  added  to  steer  and 
brake,  for  example,  and  there 
are  two  Pentium  166  com- 
puters in  the  trunk  to  con- 
trol everything. 

It's  a  pretty  eerie  feeling 
to  be  barreling  down  the 
highway  at  65  mph  in  a  con- 
voy. Especially  when  no  one's 
driving.  We  were  running  in 
a  "platoon"  of  three  cars 
spaced  about  20  feet  apart. 
Twelve  feet  is  typical,  and 
better  for  fuel  economy — a 
savings  of  about  30% — be- 
cause the  closer  spacing  cuts 


demonstration  of  smart-car 
technology  in  early  Augxist. 
The  consortium  has  embed- 
ded magnets  eveiy  four  feet 
along  the  center  of  two  re- 
versible car-pool  lanes  that 
run  for  nearly  eight  miles. 
And  it  has  decked  out  a  fleet 
of  10  Buick  LeSabres  with 
magnetometers  under  the 
bumper  to  sense  the  magnets 
and  automatically  keep  the 
cars  in  the  center  of  the  lane. 
The  magnets  have  another 
role  as  well:  Because  they 
can  be  set  with  alternating 
polarities,  they  can  send  a  se- 


nn  wind  resistance. 
They  can  run  cars  six  feet 
apart,  but  that's  too  nerve- 
racking  for  the  passengers, 
said  an  engineer  who  rode  in 
our  ear. 

On  our  first  I'un,  we  had  a 
lucky  break.  Oiu-  radar  failed, 
so  we  got  to  see  how  the 
system  handles  breakdowns. 
The  ears  talk  to  one  another 
digitally  through  a  radio  link 
and,  in  this  case,  the  lead  car 
took  control  of  ours  and  in- 
creased the  spacing  between 
us  and  the  other  vehicles. 
With  a  major  catastrophe. 


such  as  a  blowout,  the  /s 
tem  would  instantaneousl;liii 
the  brakes  on  all  of  theoi 
lowing  cars  so  the  worst 
could  be  expected  is  a  sue 
of  fender  benders. 

I  got  to  see  even  nir 
pieces  of  the  system  at  a  'l 
ond  preview,  this  one  ;it  1 
da  Motor's  proving  gToui 
7.5-mile  oval  in  the  Mo. 
Desert.  The  carmaker 
outfitted  two  Accords 
hands-free  platooning, 
with  a  difference — it  do< 
need  the  instinmented  r 
way.  The  cars  have  a  can 
trained  on  the  road  ah 
and  the  computer  keeps 
car  in  the  center  of  the 
by  watching  the  white  1 
between  the  lanes.  One  c 
drove  had  what's  called  a 
five  eniise  control.  Instea 
keeping  the  car  at  a  cons 
speed,  it  uses  a 
ward-looking  rada 
adapt  the  speed 
traffic  conditions. 
CRUISING.  I  got  on 
track,  and  Honda 
')Ut  two  other  dri 
iiist  to  make  it 
sting.  I  got  up  t( 
inph  and  set  the  ci 
i-ontrol.    As  I 
iiroached    a  slo\ 
moving  car  in  fror 
me,   my   car  slo 
down  and  locked 
its    speed.  Whei 
changed  lanes,  the 
accelerated  back  u 
85  mph,  passing 
other  driver.  Mitsui 
Motors  already  of 
tliis  as  an  option  in 
Japanese  market. 

Although  pieces  of 
technology  are  starting 
show  up  as  options,  the 
sortium  estimates  that  it' 
years  from  tests  of  compl 
ly  automated  highways 
the  general  public  and 
years  away  from  widespi 
use.  I'm  still  not  convir 
that  I'll  evei-  be  able  to  s 
car  on  autopilot  and  talf 
nap  or  watch  television 
my  commute.  But  the  t( 
nology  is  creating  "co-pil 
that  now  help  to  make 
ving  easier. 
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Economic  Viewpointi 


BY  GARY  S.  BECKER 


HOUSING  PROJECTS  AND 

RENT  CONTROL  SHOULD  CRUMBLE 


REMEDY: 

Government 
meddling  has 
made  living 
conditions 
worse  for 
many  families. 
Let  vouchers 
and  market 
forces  undo 
the  damage 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


Most  governments  interfere  directly  in 
housing  markets,  usually  by  regulat- 
ing rents  and  building  publicly  owned 
rental  units.  Unfortunately,  rent  controls  and 
public  housing  often  worsen  living  conditions 
for  many  poor  and  middle-class  families,  the 
very  groups  they  are  supposed  to  help. 

Almost  1.5  miUion  U.S.  households  hve  in 
projects.  The  buildings  are  typically  disas- 
ters that  are  breeding  grounds  for  gangs, 
drug  use,  rapes,  robberies,  and  other  crimes, 
and  demorahze  the  families  that  live  there. 
Notwithstanding  considerable  spending  on 
ujjkeep  and  maintenance,  many  apartments 
have  deteriorated  to  the  point  that  they  are 
no  longer  habitable.  On  the  trip  from  my 
house  to  dowiitown  Chicago,  I  pass  large  pub- 
lic-housing buildings  that  are  eerily  empty, 
despite  having  wonderful  views,  since  they 
ft"ont  Lake  Michigan. 

Government  shouldn't  be  in  the  business  of 
building  housing  for  poor  families,  whether 
in  large  projects  or  smaller  units  scattered 
throughout  a  metropolitan  area.  Of  course, 
the  poor  do  get  less  space  and  less  attractive 
housing  in  the  private  sector  than  do  the 
middle  class  and  the  rich.  But  the  poor  also 
have  fewer,  smaller,  and  oldei'  cai's  than  other 
families,  and  no  one  suggests  that  the  gov- 
ernment build  cars  for  the  poor  It  is  much 
wiser  for  Washington  to  provide  sufficient  in- 
come transfers  to  needy  poor  families  so  they 
can  choose  themselves  how  much  to  spend 
on  housing  and  how  much  on  other  needs. 
NEW  YORK  BLUES.  Even  if  the  housing  that 
the  poor  get  on  their  own  is  not  considered 
acceptable,  public  housing  is  not  the  best  so- 
lution. A  much  more  effective  system  would 
be  to  provide  housing  vouchers  that  can  help 
renters  find  better  units  in  the  private  mar- 
ket. The  U.  S.  already  has  a  small  voucher 
program.  Vouchers  give  gi'eater  freedom  of 
choice  of  where  to  live  than  do  massive  pub- 
lic-housing developments.  Moreover,  recipi- 
ents tend  to  get  their  money's  worth  from 
vouchers  because  housing  is  a  very  competi- 
tive industry  with  many  landlords  competing 
for  tenants,  even  in  poor  neighborhoods. 

Unlike  housing  projects,  rent  controls  are 
supposed  to  help  the  middle  class  as  well  as 
the  poor.  New  York  is  the  only  major  Amer- 
ican community  that  has  maintained  ceilings 
on  rents  continuously  since  World  War  II,  al- 
though Boston,  San  Francisco,  and  some  oth- 
er cities  and  towns  reintroduced  rent  ceil- 


ings during  the  housing  boom  of  the 
About  10%  of  rental  units  in  the  U.  S 
now  subject  to  price  controls. 

One  does  not  have  to  be  an  economi 
appreciate  that  landlords  reduce  maintei 
when  rents  are  kept  artificially  below  m 
levels.  As  a  result,  the  quality  of  the  ho 
stock  deteriorates,  and  landlords  and  tei 
become  embroiled  in  endless  legal  wran 
over  whether  buildings  are  adequately 
tained.  The  sorry  state  of  much  of  the  r 
market  in  New  York  City  illustrates  the 
sequences  of  rent  ceilings. 
WRONG  BENEFICIARIES.  What  may  be  woi 
that  ceilings  cause  even  the  deteriorated 
ing  stock  to  be  allocated  away  from 
gi'oups  who  most  need  access  to  reasoi 
priced  housing.  These  include  young  p( 
who  want  to  start  households,  families 
must  relocate  because  of  marital  breaku] 
job  loss,  and  immigrants  and  others 
move  into  a  controlled  housing  market.  Oi 
other  hand,  rent  controls  help  many  we 
households  who  have  large  apartment 
prices  well  below  market  levels.  They  tei 
stay  put  even  after  they  age  and  their 
ing  needs  contract  because  smaller  aj 
ments  on  the  open  market  cost  more. 

Many  past  supporters  of  rent  controls 
public  housing  in  academia  and  the  rr 
changed  theii'  positions  as  the  nature  of  I 
ing  projects  became  apparent  and  after 
serving  that  the  decontrol  of  rents  in 
such  as  Boston  did  not  impose  hardship 
many  poor  and  middle-class  families.  Yet 
the  progi'ams  are  in  place  foi'  many  yeai 
is  difficult  to  eliminate  them.  Powei-ful  su^ 
develops  from  politicians  who  repre 
renters  with  cheap  housing,  contractors 
benefit  from  remodeling  and  mainten 
work  at  projects,  and  still  other  gi'oups. 

A  telling  example  is  the  endless  poll 
agonizing  over  eliminating  rent  ceiling 
New  York  City.  Despite  intense  discuss 
the  state  legislature  has  not  been  abl 
abolish  ceilings  in  its  leading  city.  A  coup 
months  ago,  after  a  long  struggle,  it  was 
able  to  decontrol  a  few  more  luxury  af 
ments  and  relax  minor  provisions  of  the 

Still,  the  slow  but  steady  shift  of  opi 
away  from  rent  control  and  public  hou 
offers  a  ray  of  hope  that  these  highly  u: 
sirable  foi-ms  of  government  interventio 
housing  markets  may  eventually  be  ph; 
out.  It  surely  would  be  about  time. 
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Economic  Trends 


BY  GENE  KORETZ   

GREENSPAN'S 
OVERSEAS  ALLIES 

Europe's  ills  help  ease  U.S.  prices 

In  June,  the  U.  S.  consumer  price  in- 
dex was  up  just  2.3%  on  a  year-over- 
year  basis,  while  core  consumer  infla- 
tion (excluding  food  and  energy  prices) 
averaged  just  2.7%  last  year,  its  low- 
est reading  in  30  years.  When  you  con- 
sider that  many  economists  think  cur- 
rent consumei'  inflation  is  overstated  by 
a  percentage  point  or  more,  that's  an 
extraordinary  achievement  for  Federal 
Resei've  Chairman  Alan  Greenspan. 

But  if  Greenspan  is  regarded  as  a 
policy  genius,  says  economist  Paul  L. 
Kasriel  of  Northern  Trust  Co.  in  Chica- 
go, "then  Antonio  Fazio,  the  head  of  the 
Bank  of  Italy,  should  be  considered  some 

THE  U.S.  AND  THE  G-6: 
INFLATION  FIGHTERS  ALL 

RISE  IN  CONSUMER  PRICES  OVER  PREVIOUS  YEAR 
■  1991  BlAIESr  READING' 

U.S. 

FRANCE 


15  30 
►  PERCENT 

DATA:  OECD,  NORTHERN  TRUST  CO,        *MAY  OR  JUNE  1997 

kind  of  central-banking  Einstein."  Italy's 
CPi,  which  was  nmning  about  6%  over 
its  year-earlier  level  as  recently  as  early 
1996,  was  up  just  1.4%.  in  June.  Indeed, 
all  of  the  other  majoi-  indu.strial  nations 
(G-6)  except  Britain  have  inflation  rates 
below  that  of  the  U.  S.,  and  most  have 
cut  inflation  far  more  dramatically  than 
the  U.S.  in  recent  years  (chart). 

To  be  siu-e,  America's  inflation-quelling 
act  is  the  only  one  accompanied  by  low 
unemployment.  But  that's  precisely  why 
Kasriel  thinks  it's  less  "miraculous"  than 
it  seems.  While  conceding  the  impor- 
tance of  Greenspan's  leadersliij),  he  points 
out  that  a  relatively  ignored  factor  has 
been  "the  unusual  wealoiess  of  other  in- 
dustrialized economies  at  this  stage  of 
the  U.  S.  business  cycle." 

As  the  jobless  rate  has  dropped  in 
the  U.  S.  during  this  expansion,  notes 
Kasriel,  it  has  I'i.sen  sharply  in  most 
other  industrial  countries.  He  calculates 
that  in  the  G-6  nations,  it  climbed  by  1.3 
percentage  points,  or  22%  on  a  weight- 


ed-average basis  (weights  based  on  eco- 
nomic size)  from  1992  to  1996.  (It  has 
declined  in  Britain  and  Canada  but  is 
still  in  double  digits  in  Gemiany,  France, 
and  Italy.)  Since  the  G-6  account  for 
44%  of  world  output,  compared  with 
America's  27%,  their  continuing  anemic 
growth  and  high  unemployment  have 
tended  to  hold  down  global  inflation. 

For  Kasriel,  the  lesson  is  clear:  The 
real  test  of  Greenspan's  genius — and  of 
the  popular  thesis  that  the  U.  S.  econo- 
my may  have  entered  a  brave  new 
world  of  inflation-fi'ee  gTowth — will  come 
when  Europe  and  Japan  adopt  policies 
aimed  at  achieving  robust  gi'owth. 


DO  RUYBACKS 
REALLY  PAY  OFF? 

Yes,  if  the  number  of  shares  declines 

Investors  tend  to  salivate  when  a  com- 
pany unveils  a  buyback  plan.  After 
all,  the  stated  intention  of  most  man- 
agements is  to  raise  their  stock  prices 
by  reducing  shares  outstanding,  thus 
boosting  per-share  earnings.  Indeed, 
some  market  observers  think  the  rising 
tide  of  buybacks  explains  the  market's 
gTeatly  reduced  dividend  yield,  as  com- 
l)anies  opt  to  use  their  cash  to  provide 
investors  with  capital  gains  rather  than 
more  highly  taxed  dividends. 

Lately,  though,  many  investors  have 
gi'own  skeptical  of  such  announcements. 
For  one  thing,  many  companies  don't 
complete  their  repurchase  plans.  More 
important,  many  buy  stocks  with  one 
hand  and  then  issue  low-price  options 
covering  a  similar  amount  of  stock  to 
employees — resulting  in  little  change  in 
the  amount  of  shares  outstanding. 

Market  analyst  Melissa  R.  Brown 
of  Pnidential  Se-  — — — iii™ 
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curities  doesn't 
dispute  these  ob- 
servations, but 
she  believes  that 
there's  still  mon- 
ey to  be  made 
from  buybacks — if 
you  keep  track  of 
whether  compa- 
nies are  actually 
shedding  shares. 

Brown  recent- 
ly analyzed  how 
several  thousand 
large-capitaliza- 
tion, mid-cap,  and 
small-cap  stocks  performed  on  a  quar- 
terly basis  from  1978  through  1996. 
Each  quarter,  she  compared  the  average 
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returns  of  stocks  of  companies  that  ad 
reduced  their  shares  by  5%  or  nrf 
over  the  prior  yeai'  with  the  aveigt 
return  for  their  capitalization  gnp 

The  results  were  reveahng.  In  ,io 
large-cap  group,  companies  that  hadir 
their  shares  by  at  least  5%  saw  t 
stocks  appreciate  by  an  average  21 
year  over  the  1978-96  period,  comp; 
with  an  average  annual  gain  of  1.' 
for  the  gi'oup  as  a  whole.  Among 
mid-cap  stocks,  the  average  annual 
turn  was  26%  for  the  shai'e  repiu'cha; 
compared  with  16.1%-  for  the  en 
group.  And  among  small-cap  stocks, 
difference  was  22.6%  vs.  15.8%. 

Of  course,  such  a  strategy  doe 
work  for  every  stock.  In  an  avei 
quarter,  reports  Brown,  only  a  li 
over  50%  of  the  large-cap  and  mid 
stocks  with  5%  share  reductions  I 
the  Standard  &  Poor's  500-stock  im 
But  over  time,  she  notes,  "in  both  d 
and  up  markets,  stocks  with  appi'eci 
fewer  shares  than  a  year  earlier  ter 
to  produce  clearly  superior  returns. 


THOSE  EDUCATEl 
MOONLIGHTERS ! 

Guess  who  has  more  than  one  jo 

The  conventional  view  is  that  I 
workers  who  hold  down  more  t 
one  job  do  so  because  they  need 
extra  money.  Indeed,  as  the  numbe 
multiple-job  holders  jumped  by  < 
25%,  or  2.5  million,  from  1979  to  1 
the  percentage  of  such  workers  citin  ; 
nancial  reasons  for  working  at  rrr< 
than  one  job  rose  from  37%  to  4' 
Still,  a  recent  Labor  Dept.  analysi 
1995  data  demonstrates  that  ecom 
hardship  is  far  from  the  whole  stor 
The  study  indicates  that  the  tends 
to  have  multiple  jobs  actually  incre; 
with  education.  Wliile  just  •'•>%  of  tl  • 
with  less  than  a  high  school  educa 
held  more  than  one  job,  the  share  i 
to  5.1%  among  high  school  grads,  7 
among  college  grads,  and  9%  to  ' 
among  those  with  master's  degi'ees 
PhDs.  (The  only  exceptions  were  | 
fessionals,  .such  as  lawyers  and  doct< 
Since  earnings  are  highly  correh 
with  education,  it  seems  clear  that  o 
tivations  besides  dii'e  necessity  are  e 
liind  the  increase  in  multij^le  job-hol' 
in  recent  decades.  Worries  about  fut 
job  security  may  be  one.  Another  n\ 
be  simply  that  even  relatively  well-pd 
highly  educated  persons  welcome  ,« 
chance  to  earn  added  income  in  an  e(n 
omy  that  values  their  skills. 
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lt:E  for  a  Limited  Time. .  A  CD  ROM  Previeu)  of 

rhe  Top  New 
Data  Warehousing 
oftware 


Now 

Web  Enabled 


WJieu  200J)()()  IS  managers  were  asked  to 
elioose  the  top  software  for  data  warehousing, 
their  answer  hmi  a  fomiliar  ring: 

SAS"  software  from  SAS  Institute. 

As  the  only  end-to-end  solution  for  rapid  data 
warehousing,  SAS  sol'twaiv  delivers  eveiything 
you  need  to  manage,  organize,  and  ex]>loit  your 
husiness  data.  Tlie  tools  you 
use  to  huild  a  data  vviu  e- 
house  are  the  same  ones  used 
to  maintain  it... rim  it... and 
change  it.  Antl  what's  more, 
cveiy thing's  sealcdtle.  .hmip 
iTglit  into  yom"  entei"]  (li-se- 
wide  infonnation  delivei-y 

applications... or  sttU-t  small   

and  huild  on  yom*  success.  '  r  '  ' 

SAS  software  doesn't  consimie  overhead  lor 
datiil)ase  featiu'es  you  flon't  need.  And  once  y<ju 
have  data  in  the  wai'«*house,  you'll  find  everything 
you  need  for  data  (juery  mid  reporting,  OLAF/ 
multi-flimensional  analysis,  data  mining,  datal)ase 
miU'keting,  data  visualization,  and  much  uKti  e. 
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SAS  Institute 

Software  for  Successful  Decision  l\/laking 

Phone  919.677.8200    In  Canada  1.800.363.8397 

Yf)u  can  also  retjiiest  your  free  CD  ROM  l)y  visiting 
us  on  the  Worl«l  Wide  Wei)  at  http://www.sas. coin/ 


E-mail:  bw@sas.com 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.  Copyright  c  1997  by  SAS  Institute  Inc. 
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Business  strategy  is  once  again  the  single  most  important  issue  on  the  corporate  agenda  Yet  less  than  10% 
of  strategies  effective!)'  formulated  are  effectively  implemented.  Why?  Barriers  exist  around  vision, 
management,  people  and  operations.  And  todays  strategies  have  a  half-life,  a  "use  by"  date  after 
which  they  expire,  A  one  in  ten  chance  of  success  is  not  much  chance  at  all. 

The  need  for  speed  in  achieving  business  results  has  never  been  greater.  Renaissance  knows  that  '. 
strategies  car\'ed  in  stone  are  history  We  help  our  clients  translate  strategy  into  action  -  aligning 
strategy  with  organization  and  resources,  leveraging  hidden  assets  and  knowledge,  linking  people 
and  processes,  and  creating  strategic  feedback  systems  that  accelerate  corporate  learning.  Join  the 
Renaissance  of  Corporate  Strategy  call  Mark  Bruneau  at  1.800.592.7764. 
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OW  LONG  WILL  GREENSPAN'S 
OOD  MOOD  LAST? 

e  Fed  won't  tighten  soon-but  watch  those  second-half  growth  numbers 


us.  ECONOMY 


Federal  Reserve  Chairman 
Alan  Greenspan  had  a  lot  to 
on  July  22,  as  he  usually  does  when  he  sits  down 
re  Congress  to  deliver  his  semiannual  testimony  on 
.etary  policy  and  the  economy.  Much  of  it  was  even 
grstandable — especially  on  Wall  Street. 

1  his  familiar,  measured  drone,  Greenspan  sounded  as 

2  was  not  ready  to  raise  interest  rates  any  time 
I.  He  predicted  that  the  economy  was  likely  to  con- 
e  on  a  slower  growth  path  in  the  second  half,  and 
jested  that  the  use  of  new  technology  was  enhanc- 
the  economy's  productive  capacity,  although  he  said 
economy's  exceptional  performance  also  reflected 
porary  factors  that  have  been  restraining  inflation, 
is  remarks  ignited  a  powerful  bond-market  rally 

that  helped  to  send  the  Dow 
Jones  industrial  average  up 
155  points.  Unhke  in  earlier 
speeches,  Greenspan  did  not 
question  the  market's  exuber- 
ance, and  seemed  less  alannist 
about  inflation  concerns  than 
he  did  earlier  this  year. 

The  Fed  chief  also  laid  out 
the  central  bank's  economic 
forecast  (table).  The  Fed  ex- 
pects economic  growth  this 
•  to  be  a  full  percentage  point  higher  than  pro- 
2d  in  its  February  report,  and  it  expects  both  in- 
3n  and  unemployment  to  be  a  half-point  lower.  Giv- 
1  ;he  2%  pace  of  second-quarter  economic  growth 
I  is  generally  expected  when  the  Commerce  Dept. 

I  )rts  on  the  quarter's  gross  domestic  product,  the 
's  forecast  implies  that  second-half  growth  will  re- 

I I  in  the  2%-to-2.5%  range. 

iT  IMPLIED  FORECAST,  relative  to  what  actually 
j  oens,  could  be  critical  to  policy  decisions  in  coming 
;  iths.  Greenspan  said  that  if  demand  does  not  in- 
I  .se  more  slowly  than  it  has  in  recent  years,  infla- 
j  ary  imbalances  will  emerge,  and  he  spoke  with 
icular  caution  about  emerging  constraints  in  the  la- 
markets  that  could  fuel  a  speedup  in  wages.  With 
Fed  looking  for  continued  modest  growth,  evidence 
nything  significantly  stronger  than  that  could  easi- 
oil  the  financial  markets. 

he  possible  irony  in  the  market  reaction  to 
enspan's  testimony  is  that  the  rallies  in  bonds  and 
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stocks  are  themselves  adding  fuel  to  the  economic  fire. 
After  his  remarks,  the  benchmark  30-year  Treasury 
bond  fell  to  6.41%,  the  lowest  in  seven  months.  That 
means  mortgage  rates  and  corporate  borrowing  costs 
will  fall  further.  And  the  stock  rally  will  add  even 
more  to  households'  wealth  and  sense  of  well-being. 

Commerce's  GDP  report,  due 
on  July  31,  will  also  contain 
revisions  that  may  be  of  pai"- 
ticular  interest  to  Greenspan 
&  Co.  The  goveiTiment's  sup- 
posedly twin  tallies  of  national 
income  and  product  have  got- 
ten severely  out  of  sync  in  re- 
cent years.  So  Commerce  will 
try  to  reconcile  the  two  mea- 
sures. Most  analysts  are  bet- 
ting that  Commerce  will  end 
up  spUtting  the  difference:  The  income  side  of  the  ac- 
counts will  be  revised  lower,  and  the  product  side  re- 
vised higher. 

To  the  extent  that  the  product  data  are  revised  up, 
official  measures  of  productivity  will  also  be  lifted. 
That's  important  because  Greenspan  said  the  trend  in 
productivity  growth  is  important  to  the  economy's  abil- 
ity to  gi'ow  at  its  maximum  sustainable  rate  without 
generating  inflation. 

THE  SECOND-QUARTER  GDP  REPORT  win  At  the 

Fed's  view  that  the  economy  cooled  off,  after  a  5.9% 
gi'owth  spurt  in  the  first  quarter.  Final  demand  will 
show  only  a  modest  rise,  after  the  fii'st-quarter  sui'ge. 
However,  the  GDP  numbers,  combined  with  recent  month- 
ly data,  win  also  offer  clues  about  the  economy's  strength 
in  the  second  half.  And  some  of  the  evidence  hints  that 
growth  will  be  faster  than  what  the  Fed  expects. 

One  source  of  stimulus  for  the  economy  will  come 
from  the  government  itself.  For  fiscal  1998,  beginning 
on  Oct.  1,  Washington  plans  to  trim  taxes  well  before 
the  onerous  spending  cuts  designed  to  balance  the 
budget  by  2002  are  put  into  place.  For  this  fiscal  year, 
the  Treasury  reported  a  record  surplus  of  $54.5  billion 
in  June,  which  means  the  deficit  could  total  as  low  as 
$40  billion.  The  deficit  as  a  percent  of  GDP  will  drop  to 
about  0.5%,  the  smallest  in  23  years  (chart). 

The  coming  tax  cuts  will  enhance  ah-eady  healthy 
household  fundamentals.  Job  and  income  growth,  stock- 
market  gains,  and  consumer  confidence  all  improved  in 
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the  second  quarter.  So,  the  expected  second-quarter 
gain  of  just  2%  in  real  consumer  spending  was  most 
likely  a  pause  before  a  rebound. 

Housing  may  also  pick  up  in  the  second  half.  Housing 
starts  unexpectedly  rose  4.8%  in  June,  to  an  annual  rate 
of  1.45  million.  Still,  after  the  winter's  mild  weather 
boosted  residential  construction  in  the  first  quarter, 
homebuilding  in  the  second  quarter  was  probably  only 
up  a  bit.  In  the  second  half,  however,  solid  consumer 
fundamentals  and  the  summer  fall  in  mortgage  rates 
will  lift  housing  demand  further. 

BUSINESS  SPENDING  last  quarter  did  not  slow  as 
much  as  consumer  outlays.  Indeed,  equipment  spending 
is  buoyed  by  the  technological  changes  that  Greenspan 
discussed  at  considerable  length.  It  appears  that  equip- 
ment pui'chases  last  quarter  posted  a  gain  similar  to  the 
12%  advance  in  the  first  quarter,  although  business  in- 
vestment in  structures  fell  last  quarter.  Looking  ahead, 
business  outlays  will  be  supported  by  healthy  funda- 
mentals: solid  demand,  strong  cash  flow,  and  cheap  fi- 
nancing in  the  equity  and  bond  markets. 

One  key  soui'ce  of  demand  for  businesses  in  the  sec- 
ond half  will  be  exports.  Foreign  purchases  appear  to 
have  surged  at  a  double-digit  rate  in  the  second  quar- 
ter, and  improving  global  economies  mean  continued 
strong  gi'owth.  But  imports  are  accelerating  as  quickly 
as  exports  (chart).  The  May  trade  deficit  widened  to 


COLOMBIA 


EXPORTS  PICK  UP, 
BUT  SO  DO  IMPORT 


$10.2  billion,  from  $8.7  biUion  in  April.  As  a  re  ' 
net  exports  were  probably  a  drag  on  second-qu; 
GDP.  In  the  second  half,  because  both  exports  andi 
ports  seem  set  to  gi"ow  at  similar  clips,  the  trade  di.< 
may  show  only  minimal  improvement. 

Inventories' in  the  second 
quarter  appear  to  have  grown 
at  about  the  same  $50  billion 
or  so  amount  as  they  did  in 
the  first,  reflecting  the  quar- 
ter's continued  strength  in  in- 
dustrial production.  With  de- 
mand expected  to  improve, 
and  with  auto  output  already 
set  to  increase  in  the  third 
quarter,  inventory  accumula- 
tion should  continue  at  a  high 
pace  in  the  second  half. 

Against  these  forces  for  grovrth.  Fed  policy  ma 
nearing  a  crossroads.  If  growth  is  stronger  than 
Fed  expects,  will  Greenspan  &  Co.  let  the  ecor 
run,  betting  that  technology  and  globalization  vdll 
stall  inflation  in  1998?  Or  will  it  tighten  poHcy?  La 
Greenspan's  speech,  he  said  the  Fed  is  not  "involvi 
an  experiment  that  deliberately  prods  the  econon 
see  how  far  and  fast  it  can  gi'ow."  Even  in  murky 
speak,  Greenspan's  message  was  clear:  If  growth  ir 
up,  the  Fed  is  apt  to  take  out  more  inflation  insui'; 
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HEADING  DOWN  THE  COMEBACK  TRAIL 


Colombia's  economy  is  strug- 
gling to  emerge  from  its 
worst  showing  in  two  decades. 
Last  year's  government  crisis,  in 
which  President  Ernesto  Samper 
was  accused  of  taking  $6  million 
in  campaign  donations 
from  diiig  traffickers, 
occupied  policymakers 
so  much  that  they  ne- 
glected the  economy 
just  as  growth  was 
slowing  amid  fallout 
from  Mexico's  peso  cri- 
sis. GDP  has  fallen  from 
its  year-ago  level  for 
two  quarters  in  a  row, 
and  second-quarter 
growth  is  expected  to  be  weak. 

In  response  to  the  central 
bank's  10-percentage-point  cut  in 
interest  rates  over  the  past  year, 
however,  a  halting  recovery  is  un 
der  way.  Credit  demand  is  accel- 
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erating.  Car  buying  is  up  strongly, 
and  cement  sales  have  stopped 
falling.  A  weak  job  market  will 
restrain  consumer  spending, 
though:  The  fu'st-quarter  jobless 
rate  rose  to  12.7%,  from  11.3%  in 
the  fourth  quarter. 
Private  economists 
expect  GDP  growth  of 
2%  this  year,  about 
the  same  as  last  year, 
with  1998  growth  re- 
gaining the  5%  pace 
of  1995. 

Although  the  coffee 
harvest  was  poor,  oil 
output  is  set  to  rise 
60%  in  the  coming 
year,  which  alone  will  add  about  a 
percentage  point  to  GDP  grovrth. 
Oil  accounts  for  27%-  of  exports, 
which  will  benefit  generally  from 
the  weaker  Colombian  peso. 
Uncertainty  over  upcoming  elec- 
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tions,  heightened  by  recent  rur; 
guenilla  activity  and  poor  U.  S. 
relations,  has  chilled  the  invest- 
ment climate.  The  U.  S.  denied 
Colombia  certain  financial  suppct 
for  a  second  year,  citing  its  inei 
in  fighting  the  drug  war.  The  ci 
sis  also  sapped  so  much  of  Sam 
per's  political  capital  that  he  ca: 
not  take  strong  measures  to  cu 
the  fiscal  deficit,  expected  to  be 
4.5%  of  GDP  this  year. 

Still,  with  the  economy  men( 
and  with  inflation  at  an  11-yea) 
low  of  18.7%,  June's  portfolio  ii 
vestment  was  up  from  a  year  <  ■ 
And  while  its  cun-ent  account 
deficit  is  a  high  4%  of  GDP,  Coi  n 
bia  has  ample  foreign  direct  in- 
vestment and  currency  reservef 
Moreover,  Colombia  has  some-  ■ 
thing  that  only  one  other  Latir 
American  country  has — an  inv(t 
ment-grade  credit  rating. 
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News:  Analysis  &  Commentary 


DONT  WORRY, 
BE  BULLISH 


The  rij^roai-ing  bull  mai-ket  that  has 
more  than  doubled  the  Dow  Jones 
industrial  average  ovei"  the  past  2'A 
years  has  always  had  its  doubters. 
Beai-s  have  long  warned  of  a  shar-p  de- 
cUne  because  stock  prices — when  mea- 
sured by  standard  yardsticks  of  earn- 
ings, dividends,  or  book  value — were  as 
high  or  higher  than  they  had  ever  been. 
No  matter.  The  bull  chai-ged  ahead.  The 
bears  who  bailed  out  a  year  ago  missed 
some  juicy  profits:  a  51%  jump  in  the 
Dow  Jones  industrials  and  a  49%  rise  in 
the  Standard  &  Poor's  500  index. 

Now,  with  the  Dow  nearing  8100, 
even  bullish  investors  ai'e  taking  anoth- 
er look  at  valuation.  They're  reioinning 
their  models,  incorporating  the  latest 
info  on  stock  prices  (up),  interest  rates 
(down),  inflation  (benign),  and  earnings 
growth  (better  than  expected).  Many 
ai-e  concluding  stocks  ai'e  ovei-valued — at 
least  a  bit. 

BLISSFUL  CONDITIONS.  But  don't  dump 
your  stocks  just  yet.  Forget  the  grim 
comparisons  to  1987  and  or  even  1929. 
Look  foi-wai'd,  not  backward,  and  you'll 
see  that  an  s&p  500  that's  selling  at  a 
historically  heady  23  times  the  preced- 
ing 12  months'  earnings  maybe  isn't  out 
of  line.  The  remarkable  state  of  the 
U.S.  economy  is  providing  all  the  in- 
gi'edients  for  more  stock  market  gains. 
Gi'owth  remains  strong,  incomes  ai'e  ris- 
ing, productivity  is  impi'oving,  earnings 
are  expanding,  the  budget  deficit  is 
shrinking,  and  inflation  is  tepid.  The 
technical  landscape  is  also  .superb  for 
equities:  strong  demand  from  mutual 
fimds,  coi-porate  investors,  and  foreign 
buyers.  These  bUssful  conditions  may 
not  last  forever,  but  they're  the  only 
thing  on  the  radar  screen  now. 

Given  these  conditions,  even  many 
analysts  whose  models  indicate  over- 
valuation aren't  alarmed.  "We're  a 
long  way  fi'om  the  levels  of  1987," 
says  Robert  E.  Butman,  a  consultant 
to  DAIS  Group,  a  research  boutique 
that  caters  to  institutional  investors. 
By  his  reckoning,  stocks  ai'e  about    ,  - 
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Stocks  are  high, 
all  right.  But 
this  market  may 
well  have  more 
room  to  run 
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j  )vervalued,  vs.  16% 
)ct.  1,  1987— just  a 
I  weeks  before  the 
;t  one-day  plunge  in 
market  history.  Pe- 
f.  Canelo,  an  invest- 
t  strategist  for  Mor- 
Stanley,  Dean 
er,  Discover  &  Co., 
nates  the  market  to 
ibout  12%  overval- 
But  that  comes 
1  looking  at  the  S&P 
not  at  the  mid-cap 
small-cap  stocks 
still  offer  more  at- 
;ive  valuations, 
he  strongest  buy 


FINDING  CHEAP  STOCKS  IN  A  PRICEY  MARKET 


One  approach  uses  future  earn- 
ings and  interest  rates  to  gauge 
value.  Using  such  a  model,  the 
DAIS  Group  compiled  this  list  of 
undervalued  stocks. 

RECENT  EXPECTED 
PRICE  ONE  YEAR  GAIN 


Another  method  uses  private 
market  value  (PMV),  based  on 
cash  flow  and  balance  sheet 
data.  The  lower  the  price  is  to 
PMV,  the  bigger  the  bargain. 


Alan  Greenspan, 
is  July  22  testimo- 
lefore  Congress,  he 
id  the  economy's 
ormance  "excep- 
al."  Greenspan  let 
e  knovi^n  that  he 
Id  raise  rates  if 
issary,  but  left  investors  with  the 
i-ession  that  no  hike  was  imminent. 
'  Dow  logged  155  points  to  close 
at  8062  and  added  27  points  on 
July  23. 

Greenspan   never  men- 
tioned the  "new  econo- 
my," but,  increasingly, 
investors  are  sens- 
ing  that  the 

economy  is 
iging  in  funda- 
tal  ways.  "We're  in 
seventh  year  of  an  eco 
ic  expansion  and  inflation  is 
and  falling,"  says  John  F.  Sny- 
portfoUo  manager  of  the  John  Han- 
;  Sovereign  Investors  Fund.  "Things 
ly  are  different.  The  higher  valua- 
s  can  be  justified." 
lake  the  stock  of  Gillette  Co.  Brenda 
Landry,  a  veteran  analyst  at  Mor- 
Stanley,  Dean  Wittei-,  says  she  has 
anvince  clients  that  at  $101  a  share — 
3  times  expected  1998  earnings — it  is 
a  buy.  But  like  many  venerable 
lufacturers,  once-sleepy  Gillette  has 
imed  dowTi  and  is  now  a  world-class 
petitor.  Earnings  have  been  gi'owing 
at  18%  a  year,  and  Landry  predicts 
ivth  of  17%  a  year  for  the  next  five 
rs.  "Toss  in  a  1%  dividend,  and  you 
earn  18%  a  year  fi-om  steady,  reli- 
'■  Gillette,  vs.  6.4%  in  a  bond,"  says 
idry.  "Which  would  you  choose?" 
f  interest  r-ates  continue  to  ease,  it's 
o-brainer.  In  a  falling  rate  climate, 
:ks  can  pay  off  even  better  than 


CORPORATE  EXPRESS 

14 

171% 

CORRECTIONS  CORP 
AMERICA 

42 

150 

PETSMART 

11 

145 

ASCEND  COMM. 

52 

142 

BOSTON  CHICKEN 

13 

132 

REPUBLIC  INDUSTRIES 

23 

127 

U.S.  CELLULAR 

30 

127 

ASPECT  TELECOM 

19 

120 

LEARNING  COMPANY 

10 

98 

COOPER  CAMERON 

50 

89 

WORLDCOM 

32 

83 

HPS 

58 

82 

ACCUSTAFF 

27 

81 

RECENT  PRICE/PRIVATE 
PRICE  MARKET  VALUE 

LOEWS 

103 

0.18 

USF&G 

25 

0.26 

CHRYSLER 

36 

0.31 

AETNA 

107 

0.32 

RJR  NABISCO  HOLDINGS  31 

0.43 

JOHNSON  CONTROLS 

43 

0.47 

DELTA  AIR  LINES 

88 

0.48 

GENERAL  MOTORS 

58 

0.48 

AMR 

99 

0.49 

BRIGGS  &  STRAHON 

50 

0.52 

WHIRLPOOL 

49 

0.52 

GTE 

48 

0.53 

TOSCO 

30 

0.54 

DATA  THE  DAIS  GROUP,  BW 


bonds,  dais's  forecast,  for  instance,  is 
based  on  a  long-term  interest  rate  of 
6.4%'.  But  if  the  long  bond  were  to  drop 
to  5.9%,  the  market  would  be  slightly 
undei-valued,  says  dais's  Butman.  In  the 
first  thi-ee  weeks  of  July,  long-term  in- 
terest rates  came  down  about  0.4  per- 
centage points  to  around  6.4%.  And 
earnings  estimates  for  1998  are  working 
their  way  higher. 

FORWARDHLOOKING  YARDSTICKS.  What's 
the  best  way  tu  value  stocks  now?  Some 
long-used  yardsticks,  like  comparing 
price  to  historic  book  value  or  ciividend 
yields,  ai'e  not  so  reliable  in  today's  mai'- 
ket.  For  instance,  massive  restruc- 
tui-ings  and  write-offs  in  the  early 
1990s  rendered  book  value — a 
company's  assets  less  lia- 
bilities— a  relatively 
useless  measure.  By 
the  same  token, 

companies  have 
channeled  cash  they 
once  spent  on  dividends 
into  share  r-epurchases  that 
boost  stock  prices.  So  even 
though  dividend  yields  are  low,  val- 
uations aren't  necessarily  out  of  line. 

Many  yardsticks 
are    limited  be- 
cause they  don't 
incoi'porate  future 
expectations — and  it's 
expectations  that  are 
driving  investors. 
That's  why  many 
pros  are  focusing 


on  tools  such  as  divi- 
dend discount  models 
(ddm)  to  help  determine 
whether  a  stock  or  the 
market  is  cheap  or  dear. 
DDM  works  on  the  prin- 
ciple that  an  investment 
is  worth  the  present 
value  of  all  the  future 
cash  it  generates.  That 
means  forecasting  earn- 
ings, estimating  the  per- 
centage of  earnings  to 
be  paid  in  dividends, 
0-32  and  using  a  current  in- 
terest rate  to  discount 
all  cash  back  to  today's 
value.  If  that's  more 
than  the  stock's  current 
price,  it's  a  buy;  if  below 
the  price,  it's  a  sell. 

That's  not  the  end  of 
it.  DAIS  Group,  for  one, 
takes  this  further  and 
calculates  an  expected 
return  for  a  stock  a 
year  from  now.  Among 
the  most  promising: 
Corporate  Express,  an  office-supply  re- 
tailer. Corrections  Corp.  of  America,  a 
prison  operator,  and  Ascend  Communi- 
cations, a  network  equipment  maker. 
The  same  method  spots  overvalued 
stocks.  Among  dais's  sell  candidates: 
Champion  International,  Host  Marriott, 
and  blue-chip  favorites  Procter  &  Gam- 
ble, General  Electric,  and  Coca-Cola. 

Most  pros  use  multiple  methods  to 
value  a  stock.  Another  measui'e,  private 
market  value  (pmv),  gauges  a  compa- 
ny's worth  by  its  cash  flow  and  assets. 
Leveraged-buyout  specialists  use  pmv 
to  find  takeover  candidates.  DAIS  uses 
the  technique  to  find  undervalued 
stocks.  It  compares  a  company's  stock 
price  to  its  PMV.  The  lower  the  ratio,  the 
more  undervalued  the  stock.  Using  this 
screen,  the  research  house  added  insur- 
ers USF&G  and  Aetna  and  auto  makers 
Chrysler  and  General  Motors  to  its  list 
of  most  attractive  stocks. 

For  investors  who  have  seen  then-  in- 
dex funds  and  401(k)  accounts  soar,  it 
may  look  like  time  to  cash  out.  And 
there's  notliing  wrong  with  taking  profits. 
But  the  cries  of  overvaluation 
have  been  heaitl  before — ^as  the 
market  moved  higher.  As 
long  as  the  economy 
continues  to  grow 
and  inflation  stays 
low,  the  naysayers 
will  be  WTong. 

By  Jeffrey  M. 
Lademian  ifi  New 
■  York 
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STRATEGIES 


A  DARK 

KODAK  MOMENT 


A  surprise  Fuji  attack  has  helped  stall  the  company's  turnaround  and  buffeted  its  stoc 


George  M.  C.  Fisher  is  furious. 
Earlier  this  yeai;  longtime  neme- 
sis Fuji  caught  the  Eastman  Ko- 
dak Co.  chief  executive  off  guard 
with  a  suiprise  attack  on  the  U.  S.  color 
film  business.  Fuji  cut  prices  by  as  much 
as  50%  on  multiple-roll  packs,  in  some 
cases  selling  four  rolls  of  film  for  $4.99 
at  Kmart  stores.  "Their  marketing  is 
crazy"  fumes  the  56-yeai-old  Fisher.  "If 
they  want  to  put  their  brand  in  the 
mud,  let  them  fight  it  out  with  the  low- 
end  guys,"  he  adds. 

Crazy  or  not,  Fuji's  move  has  helped 
stall  the  turnaround  that  Fisher 
launched  when  he  an'ived  at  Kodak  in 
December,  1993.  On  July  16,  Kodak  re- 
ported an  abysmal  1B%  di'op  in  second- 
quarter  profits  on  an  anemic  2%  gain 
in  sales  from  continuing  oj^erations.  That 
was  well  below  Wall  vStreet's  expecta- 
tions, and  Fisher  previewed  more  trou- 
ble ahead:  a  likely  fall  in  full-year  oper- 
ating profits  below  last  year's  $o.l 
billion.  Kodak's  stock  dropped  to  $68  a 
share,  a  52-week  low.  Fisher's  own  op- 
tions lost  $100  million  in  value  within 
hours  of  the  earnings  announcement. 


The  Kodak  ceo  is  "in  the  trenches,  and 
he's  having  trouble  executing."  says 
Meirill  Lynch  analyst  Robert  P.  Cur- 
ran,  who  pulled  his  buy  rating  on  Kodak 
after  the  news. 

It's  not  the  kind  of  Kodak  moment 
Fisher  expected.  The  highly  regarded 
former  Motorola  Inc.  chairman  spent 
two  years  restructuring,  cutting  14,700 
jobs,  and  selling  off  $8.9  billion  in  non- 
core  assets  such  as  Eastman  Chemical 
Co.  and  the  copier  business.  His  plan  to 
revive  118-year-old  Kodak  pushed  the 
company's  share  price  to  an  all-time 
high  of  $94  in  Febniary,  nearly  double 
where  it  stood  when  Fisher  took  over. 
SEEING  RED.  What  went  wrong?  For 
starters,  Kodak's  push  into  digital  pho- 
tography is  taking  longer  and  costing 
more  than  expected.  Digital  imaging. 
Fisher's  most  ambitious  effort,  has  nmg 
up  $100  million  in  red  ink  this  year. 
Also,  the  Advanced  Photo  System  that 
records  digital  data  about  each  expo- 
sure got  off  to  a  poor  start  last  year. 
Kodak  budgeted  a  $100  million  market- 
ing campaign  for  aps  tliis  year,  but  loss- 
es have  been  higher  than  planned. 


Meanwhile,  a  stronger  dollar  has 
into  expected  gains  overseas. 

Then  there's  Fuji.  Kodak  has  re] 
edly  accused  the  Japanese  photo  giai 
unfair  trade  practices  in  the  U.  S. 
Japan.  But  while  a  fomnal  ti-ade  dis 
remains  unresolved,  Fuji  has  been  t; 
bing  business  from  Kodak  in  both  ( 
film  and  photogTapliic  paper.  After  li 
a  dumping  case  in  1994  in  which  Ki 
convinced  the  U.  S.  government 
Fuji  was  selling  photo  paper  in  the  ' 
at  one-fourth  the  price  it  was  chai- 
in  Japan,  Fuji  invested  more  thai 
billion  in  new  manufacturing  facilitii 
Greenwood,  S.  C.  Last  year,  Fuji  opi 
a  })aper  plant  at  the  site  and  has  s 
gi-abbed  back  the  20%  share  of  the  1 
photofinishing  business  it  had  befoi 
lost  the  dumping  case.  A  color  fibn  i  i 
at  the  South  Carolina  site  will  start  ' 
duction  later  this  yean 

In  the  meantime,  despite  a  3.7% 
iff  on  all  imported  film,  Fuji  has  tui© 
up  the  heat.  Price-cutting  resulted  i 
28%  increase  in  shipments  of  Fuji  c,o 
film  through  June  22  of  this  year,  wil 
Kodak's  dropped  11%,  according  to  r 
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lation  Resources  Inc.  Making  mat- 
worse,  the  market  is  contracting,  in 
because  consumei's  buy  huge  quan- 
s  of  disposable  cameras,  says  IRI. 
uji  is  not  just  winning  over  cost- 
icious  consumers.  "Fuji  is  steadily 
ling  Kodak's  lead  in  the  professional 
)tcgraphy]  mai-ket,"  says  Ray  Piyor, 
-president  for  operations  at  Chica- 
Gamma  Labs,  a  lai'ge  photofinisher. 
reason:  Fuji  has  been  generous 
1  free  samples,  Pryor  says. 
\  ROLL.  Analysts  expect  Fuji  to  con- 
6  gaining  gi'ound.  "The  momentum 
1  in  Fuji's  coiut,"  says  Pindential  Se- 
ties  Inc.'s  Alex  Henderson.  He  ex- 
s  Fuji's  gains  in  the  U.  S.  to  push  it 
.  Kodak  in  worldwide  market  share 
1998  or  1999.  Kodak's  1996  share 
40%,  vs.  35%  for  Fuji,  but  the 
has  now  naiTowed  to  39%  vs. 
I,  Henderson  says, 
'uji's  U.  S.  consumer-market- 
vice-president,  Paul  A.  Hu- 
,  denies  he's  waging  a  price 
against  Kodak.  While  he  ad- 
i  that  Fuji  charged  unusually 
prices  in  this  yeai-'s  first  half, 
says  such  pricing  schemes 
disappear  in  the  second  half, 
'isher  claims  Fuji  can  afford 
;lash  prices  because  it  has  a 
fit  sanctuary  in  Japan,  where 
as  a  70%  market  share  and,  Ko- 
asserts,  controls  film  distribution 
pricing.  Kodak's  charges  to  that  ef- 
,  filed  in  May,  1995,  ai-e  mider  re\iew 
the  World  Ti'ade  Organization. 
int  even  a  favorable  outcome  for  Ko- 
:  won't  alter  the  competitive  land- 
pe  in  the  U.  S.  anytime  soon.  That's 
f  Fisher  says  that  Kodak  will  con- 


tinue responding  to  Fuji  with  aggi'es- 
sive  promotions  of  its  own.  Still,  he  ac- 
knowledges that  Kodak  may  continue  to 
lose  market  share  to  its  Japanese  lival. 

Ultimately,  Fisher  needs  to  counter 
those  losses  with  new  sources  of  rev- 
enue. The  source  he  thought  most 
promising — digital  imaging — is  behind 

Kodak  must  offset 
slowing  film  sales 
with  new  revenue 
sources.  But  it's 
counting 
on  digital 
photography 
-and  most 
of  the  products 
are  still  in 
the  lab 


schedule.  Fisher  had  predicted  that  Ko- 
dak's digital  business  would  be  prof- 
itable this  year,  but  instead  the  losses 
are  widening.  One  reason,  says  Fisher: 
"The  scope  of  our  digital  effort  has  ex- 
panded ch-amatically"  since  he  took  oven 
Many  of  Kodak's  digital  products  are 
still  in  the  lab,  though  a  key  one — an 


Internet-based  digital  photo  service — 
is  set  to  debut  later  this  year 

Fisher  maintains  that  the  second- 
quarter  debacle  reflects  only  shoit-term 
glitches,  not  a  problem  with  his  strate- 
gy. "When  you're  trying  to  do  as  many 
things  as  we're  doing,  there's  bound  to 
be  some  things  that  don't  improve  as 
fast  as  you  planned,"  says  Fisher  He 
adds:  "I  don't  have  the  slightest  hesita- 
tion that  we're  on  the  right  track." 

He  has  believers,  too.  "He's  a  tough 
guy  to  bet  against,"  says  Erick  Lucera, 
who  follows  Kodak  for  Independence 
Investment  Advisors  in  Boston,  which 
manages  $26  billion  in  pension-fund  as- 
sets. "He's  investing  foi'  the  long  term, 
and  that's  what  he  needs  to  do." 

Other  analysts  believe  Kodak  will 
continue  to  lose  share  to  Fuji.  And  Piai- 
dential's  Henderson  predicts  that  com- 
petition win  be  so  stiff  in  digital  imaging 
that  Kodak  may  never  see  a  big  payoff 
fi'om  its  investments. 

Fisher  has  no  patience  for  the  skep- 
tics. "People  that  get  weak-kneed  be- 
cause they  can't  earn  what  the  Street 
expects  them  to  earn  don't  have  a  fu- 
ture," says  Fisher.  And  though  he  has 
been  mentioned  as  a  leading  candidate 
to  become  chaurnan  of  troubled  at&t,  he 
vows  to  stay  at  Kodak  until  at  least 
2000.  "There's  no  way  I  could  ethically 
or  morally  leave  this  situation,"  he  says. 
Those  words  might  assure  Kodak  em- 
ployees. But  investors  are  now  looking 
for  tangible  results  fr-om  a  strategy  that, 
for  now,  has  diifted  out  of  focus. 

By  Geoffrey  Smith  iv  Boston,  ivith 
Brad  Wolvertoti  in  Atlanta,  Ann 
Therese  Painter  in  Chicago,  and  bu- 
reau reports 
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DEALMAKERS 


PROFESSOR  MILKEN'S 
LESSON  PLAN 

He  sees  billions  in  education,  tech  consulting,  and  training 


The  audience  has  changed  from  bond 
traders  to  pubhc  school  supeiinten- 
dents.  But  Michael  R.  Milken,  the 
convicted  junk-bond  king  who  once  held 
court  at  the  Predators'  Ball,  still  knows 
how  to  work  a  crowd.  At  the  Century 
Plaza  Hotel  in  Los  Angeles  recently, 
Milken  hosted  his  annual  National  Edu- 
cation Conference,  where  he  handed  out 
$25,000  awards  to  outstanding  princi- 
pals and  teachers.  Milken  moderated 
panels  on  technology  in  the  classroom 
and  the  economics  of  educational  soft- 
ware and  progi'amming. 

Milken  is  putting  a  lot  of  time  and 
money  into  improving  public  education. 
But  his  efforts  aren't  entirely  philan- 
thropic. For  Milken,  the  few  inillion  dol- 
lars it  cost  to  stage  the  annual  confer- 
ence is  mere  pocket  change.  He  has 
invested  far  more  in  a  plan  to  make  a 
fortune  in  what  he  calls  the  biggest  op- 
portunity around:  the  human  capital 
market,  by  his  reckoning  a  $100  billion 
industry,  pi'oviding  goods  and  services 
ranging  from  cd-roms  for  kids  to  high- 
tech consulting  to  employee  training  for 
the  infoiTnation  economy. 

Milken's  vehicle:  Ivnowledge  Universe, 
a  secretive  company  he  launched  last 
spring  with  Oracle  Chairman  LawTence 
J.  Ellison.  Knowledge  Universe  has  qui- 
etly built  up  a  collection  of  businesses 
that,  according  to  company  president 
Thomas  Kalinske,  already  totals  $600 
million  in  sales  and  will  i-each  $1  bil- 
lion in  revenue  by  the  end  of  the  year. 
TECHIE  DROUGHT.  Those  sales  will  come 
from  a  collection  of  companies  that 
Milken  has  snapped  up  or  invested  in. 
They  include  a  50.1%  stake  in  CRT,  a 
British  consulting  and  training  company 
bought  for  $169  million,  and  most  of  the 
franchisees  of  Productivity  Point  Inter- 
national Inc.,  a  Plantation  (Fla.)-based 
training  company.  On  July  23,  he  ac- 
quired Symmetrix,  an  $18  million  tech- 
nology-consulting outfit  near  Boston.  Up 
to  seven  more  acquisitions  are  in  the 
pipehne,  say  company  executives. 

The  plan  is  for  Knowledge  Universe 
to  be  the  leading  brand  name  in  the 
fast-growing  business  of  education  prod- 
ucts and  services.  "We  are  suffei-ing  a 
chronic  shortage  of  high-tech  profes- 
sionals right  now.  You  would  have  to 


be  an  i(Hot  to  lose  money  in  the  knowl- 
edge market  over  the  next  few  years," 
says  Stan  Lepeak  of  meta  Group  Inc.,  a 
technology  consulting  fii'm. 

Milken,  who's  still  worth  an  estimated 
$500  million,  backed  Knowledge  Univeree 
with  $125  million  of  his  own  money. 


tends  to  ci-eate  a  comprehensive  lin 
of  services — from  consulting  on  pro( 
tion  and  process  technologies  to  devi 
methods  for  valuing  employees.  S 
consulting  services  are  a  hot  gro 
area — 40%  to  50%  a  year,  analysts 
But  it's  hardly  uncharted  territory,  a 
all  the  major  accounting  giants,  sucl 
Andersen  Consulting,  well  entrenc 
as  well  as  speciahsts  occupying  e\ 
niche.  Says  James  Sims,  chief  execu 
of  Cambridge  Technology  Partners  '. 
"It  sounds  like  they  aim  to  attack 
six  major  areas  of  IT  consulting  at  o 
I  would  question  that." 

Milken's  ambitions  in  the  kids'-ed 
tion  market  might  be  even  toughe: 


EXPANDING  GALAXY 

Tfie  former  junk-bond  king 
Knowledge  Universe 
is  growing  fast 

CONSULTING  Annual  rev 
enues:  $20  million.  Acquire 
Symmetrix  consultancy,  witi' 
$18  million  in  sales,  July  2 
Four  more  acquisitions 
planned  for  this  year. 


TRAINING  Annual  revenues 
$500  million.  Paid  $169  m 
lion  last  year  for  50.1%  of 
British  trainer  CRT.  Bought 
most  of  Productivity  Point 
International,  with  $150  mi 
lion  in  sales.  Now  acquiring 
the  rest  of  the  company. 


INFO  HONCHO:  His  brother,  Lowell, 
Milken  lias  matched  that  contri- 
been  o)i  a  bution,    and  Ellison 

shopping  spree  pitched  in  $250  million. 

To  nm  the  empii'e's  di- 
visions, Milken  has  enlisted  vetei-ans  fi'om 
the  consulting,  training,  and  toy  indus- 
tries. Paul  Garcia,  a  fornier  First  Data 
Coip.  executive,  heads  training.  Kalinske, 
foiTner  ceo  of  Sega  of  America  and  Mat- 
tel Inc.,  is  president  of  the  holding  com- 
pany and  CEO  of  the  nascent  kids'  divi- 
sion. Gresham  T.  Brebach,  formerly  an 
executive  vice-president  at  Renaissance 
Solutions  and  a  director  of  McKinsey  & 
Co.,  came  on  board  in  Febioiaiy  as  chief 
executive  of  the  consulting  division. 

The  most  aggi'essive  push  at  the  mo- 
ment is  in  the  information-technology 
(IT)  consulting  arm.  The  company  in- 


KIDS  EDUCATIONAL 
PRODUCTS  Three  acquisi- 
tions in  progress.  Emphasis 
on  software,  Internet  publisi 
ng,  and  books. 

DATA:  BUSINESS  WEEK 

realize.  Shortly  after  joining  forces 
Milken,  Kalinske  made  an  unsuccei 
offei-  for  Knowledge  Adventure,  a  lea 
maker  of  "edutainment"  computer 
grams.  He's  now  stalking  three  o 
possible  acquisitions.  But  the  consolid 
market  has  few  worthy  targets  left. 

Milken  has  even  gi-ander  long-t 
plans,  including  a  "virtual  univers 
that  would  be  beamed  to  students 
satellite  television  or  over  the  Intel 
But  despite  the  outsize  ambiti 
Knowledge  Universe  has  one  factor 
can't  be  discounted:  Milken  him, 
"He's  our  greatest  off-balance-sheef 
set,"  says  Brebach.  Will  the  junk-t 
genius  of  the  '80s  become  the  hua 
capital  titan  of  the  21st  centuiy? 

By  Kathleen  Morris  in  Los  A7i( 
and  Lisa  Sanders  in  New  York 
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Lumina  owners  have  at  least  one  reason 
to  J  rive  a  car  this  safe. 


ABS,  Daytime  Running  Lamps,  ckilcl  security  rear  door  locks  and  power 
window  lockout.  Tkere's  even  an  integrated  ckild  safety  seat  option.  Fact  is,  no  six- 
passenger  car  in  its  class  can  offer  as  many  standard  safety  features  for 
tke  money  as  a  Cke\'y"'  Lumina'  LS.  A  small  price  to  pay  for  a  lot  less  to  wony 
akout.  Tkat's  sometliing  tkat  any  parent  can  appreciate. 

Genuine  Chevrolet 

The  Cars  More  Atnericans  Trust. 
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COIVIIVIENTARY 

By  Howard  Gleckman 


MY  DAD'S  HARROWING  TRIP  THROUGH  A  MEDICARE  HMO 


A little  more  than  a  year  ago,  I 
learned  that  my  father  was  dy- 
ijig.  "Let  me  put  it  to  you  this 
way:  I  wouldn't  sell  him  a  six-month 
life-insurance  policy,"  said  the  cardi- 
ologist, who  knew  everything — and 
nothing — about  the  human  heart. 

Since  that  day  in  May,  1996,  my 
mother  and  I  watched  heart  disease 
drain  my  father's  life  away.  First,  he 
could  not  walk  unaided.  Then,  he 
could  not  eat  or  sit  up  or  speak.  Even 
music,  which  he  had  loved  since  child- 
hood, was  lost  to  him.  On  July  8,  1997, 
my  father  died. 

In  those  14  months, 
I  saw  close  up  how 
medical  care  is  deliv- 
ered to  chronically  ill 
seniors  by  health-main- 
tenance organizations 
trying  to  balance  cost- 
saving  with  care.  It 
was  discouraging. 

If  my  family's  expe- 
rience was  any  gauge, 
there  is  a  yawning  gulf 
between  the  promise  of 
Medicare  hmos  and  re- 
aUty.  They  pledge  se- 
niors low-cost,  compre- 
hensive care.  But  the 
HMOs  are  businesses 
that  can  view  the  frail  elderly — who 
need  costly  treatment — as  a  drain  on 
earnings.  To  assure  good  care  for  my 
father,  we  had  to  spend  a  tremen- 
dous amount  of  time  and  energy  ne- 
gotiating with  doctors  and  plan  rep- 
resentatives. But  my  father  was 
lucky.  He  had  my  mother  and  me. 
What  of  the  elderly  who  are  alone? 
FEW  OPTIONS.  More  than  100,000  se- 
niors are  joining  HMOs  every  month, 
and  they  now  make  up  12%  of  the 
Medicare  population.  This  e.xplosive 
gi'owth  is  no  surprise:  hmos  promise 
all  the  benefits  of  Medicare  and  of- 
ten offer  extras,  such  as  free  pre- 
scription drugs.  For  many  seniors, 
the  only  alternative  is  Medigap,  pri- 
vate' insurance  that  supplements 
Medicare.  Such  policies  can  be  ex- 
pensive. My  mother  pays  $133  a 
month  for  hers. 

President  Clinton  and  many  con- 
gi'essional  Republicans  see  hmos  as 
the  key  to  driving  down  skyrocket- 


ing Medicare  costs.  The  coming  bud- 
get deal  will  likely  push  more  se- 
niors into  the  plans. 

Yet  despite  the  nash  to  hmos,  no 
one  really  knows  if  they  provide 
quality  care  for  the  ft'ail  elderly.  One 
study,  by  John  E.  Ware  of  the  New 
England  Medical  Center,  found  that 
chronically  ill  patients  in  hmos  were 
twice  as  likely  to  suffer  physical  de- 
cline as  those  in  traditional  Medicare. 
Says  Bruce  M.  Fried,  director  of 
Medicare's  Office  of  Managed  Care: 
"I  think  we  don't  know  enough." 


MARILYN  AND  THE  LATE  HERBERT  GLECKMAN:  Wliat 


My  father's  plan,  Prudential 
Healthcare  SeniorCare,  did  fine 
while  he  was  relatively  healthy  and 
even  immediately  following  his  first 
heart  attack.  But  that  changed  with 
the  second  episode  of  heart  failure. 
On  Aug.  21,  after  he  had  been  in  the 
hospital  for  nine  days,  my  mother 
received  a  frightening  phone  call:  Af- 
ter that  day.  Prudential  would  no 
longer  pay  for  his  stay.  Unable  to 
walk,  catheterized,  and  loaded  with 
medication,  my  father  went  home  as 
my  mother  scrambled  to  find  the  24- 
hour  care  he  needed. 

Once  he  was  home,  getting  care 
became  a  bureaucratic  nightmare. 
He  could  not  see  a  specialist  without 
first  visiting  his  primary-care  doctor. 
That  meant  two  office  visits,  each  by 
ambulance.  We  also  found  that  his 
doctor  was  painftilly  slow  in  re- 
sponding to  problems.  When  we 
complained,  Prudential's  advice  was 
to  change  doctors.  My  mother  called 


three.  One  wouldn't  take  any  more 
HMO  patients.  The  other  two  never 
even  called  back. 

In  a  written  statement,  Amy 
Knapp,  executive  director  of  Prude 
tial  HealthCare-South  Florida  said; 
"Our  records  indicate  Mr.  Gleckma; 
physicians  worked  very  closely  wit 
him  to  assure  he  was  receiving  the 
care  he  needed . . .  Prudential  Healt 
Care  realizes . . .  thei'e  may  be  cir- 
cumstances where  a  member's  ex- 
pectations are  not  met." 
BARE  MINIMUM.  My  father  had  the 
light  to  quit  the  hmo 
and  i-etum  to  Medicare 
But  given  his  condition 
he  would  never  have 
been  able  to  buy  Medi- 
gap insurance.  As  his  11 
ness  worsened,  my  fa- 
ther asked  that  no  hen 
measiu-es  be  taken  to 
prolong  his  life.  He  be- 
came a  patient  at  a  hos 
pice  that  sent  a  nurse  1 
visit  him  at  home  twice 
a  week.  In  a  system 
where  Medicare  spends 
more  than  $63  billion  a 
nually  to  care  for  the  e 
derly  in  the  last  year  o 
life,  my  father  chose  to 
avoid  costly  hospitals.  Still,  getting 
even  the  modest  care  he  needed  to 
stay  comfortable  was  a  struggle. 

Some  hmos  are  trying  to  do  bet- 
ter. A  few  are  giving  patients  long- 
term  referrals  to  specialists  rather 
than  requiring  a  primaiy-care  visit 
every  time.  Others  have  developed 
hospice-like  team  approach  in  whicl 
nurses,  social  workers,  doctors,  anc 
even  clergy  work  together. 

Still,  questions  about  quahty  of 
care  have  largely  been  lost  in  the 
debate  over  the  financially  troublec 
Medicare  system.  Congress  is  so  fi) 
ated  on  finding  $115  billion  in  budg 
savings  that  it  has  become  obliviou 
to  the  consequences.  There  may  be 
way  to  hold  down  costs  and  provid 
high-quality  care.  But  when  it  comi 
to  the  ft-ail  elderly,  we  are  far  from 
finding  it. 

Gleckman  covers  economic  treyid 
from  Washington. 


price  care? 
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lions  of  businesses  and  consumers  are  looking  for  a  secure  way  to  buy  and  sell  merchandise  over  the  Interjiet. 
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MEDICINE 


EPILEPSY:  THE  ADVANCE 
OF  THE  CENTURY 

Cyberonics'  antiseizure  device  could  revolutionize  treatment 


For  years,  Albert  Jean  fought  a  los- 
ing battle  against  epilepsy.  Because 
of  frequent  uncontrollable  seizures, 
the  Reading  (Mass.)  youngster  couldn't 
ride  a  bike,  swim,  or  cross  the  street.  In 
junior  high  school,  a  teacher  had  to  walk 
him  to  and  from  classes.  "I  didn't  want 
to  be  walked  like  a  baby,  even  though  I 
knew  it  was  for  my  own  safety,"  says 
Jean,  now  15.  "I  felt  like  an  idiot." 


cure  for  epilepsy,  it  significantly  reduces 
the  number  and  severity  of  seizures. 
That  can  make  a  difference  in  the  ac- 
tivity, self-confidence,  and  overall  well- 
being  of  those  who  suffer  fr"om  the  neu- 
rological disorder  Indeed,  the  product  so 
impi'essed  the  fda  that  it  expedited  Cy- 
beronics' review  process  and  approved 
the  device  several  months  earlier  than 
expected. 


that's  a  potential  U.S.  market  of  :.8 
bilhon.  Those  who  use  anti-epile;y 
dings  might  be  tempted  to  switch  e- 
cause  the  side  effects  of  using  the  y- 
beronics  device — coughing,  hoarsens, 
and  shortness  of  breath  that  can  o(u' 
during  stimulation — are  less  severe., 

Cyberonics  is  the  brainchild  of  Jje 
Zabara,  a  now  retired  Temple  Uni^ 
sity  neurophysiologist.  Using  med 
research  dating  to  the  1980s,  he 
pothesized  that  stimulation  of  the  bi 
via  the  vagus  nerve  could  create 
anticonvulsion  effect.  Zabara  joi 
with  Reese  S.  Terry,  now  Cyberor 
chairman,  to  obtain  seed  money  fi 
venture  capitalists  including  Rober 
Cummins,  now  Cyberonics'  chief  ex- 
utive.   St.  Jude  Medical  Inc.,  ic 
cardiovascular-device  maker  based 


UNDER  MY  SKIN:  Jean  lives  normally  thanks  to  the  electrode  in  his  chest,  which  he  can  activate  with  a  special  wristbad 


But  when  he  starts  high  school  this 
fall,  Jean  plans  to  go  solo.  That's  because 
his  seizures  have  substantially  subsided 
thanks  to  the  first  new  therapy  for 
ejiilepsy  since  drugs  were  tried  100  yeai-s 
ago.  Implanted  in  Jean's  chest  is  a  pace- 
maker-like electrode  that  continuously 
sends  seizure-blocking  signals  to  the 
brain  thr-ough  a  nerve  in  his  neck — and 
that  he  can  activate  if  he  feels  a  seizui-e 
coming  on.  Jean  got  the  setup  last  year 
as  pait  of  a  clinical  trial  by  its  manufac- 
turer, Cyberonics  Inc.,  based  in  Webster, 
Tex.,  near  Houston.  Says  Jean:  "I  feel 
like  an  absolute  different  person." 

Cyberonics,  which  on  July  16  received 
Food  &  Drug  Administration  approval 
to  market  the  product  in  the  U.  S.,  is 
about  to  feel  like  an  absolutely  different 
company.  While  the  vagus  ner-ve  stimu- 
lator— as  the  device  is  called— is  not  a 


The  phone  has  been  ringing  off  the 
hook  at  Cyberonics  ever  since.  Analysts, 
investors,  and  medical  experts  say  the 
10-year-old  company — which  has  lost 
some  $60  million  since  going  public  at  12 
a  share  in  1993 — now  seems  poised  to 
take  off.  Its  shares  have  jumped  nearly 
17%,  to  8/;,  since  the  fda  nod. 
LUCRATIVE  MARKET.  Analysts  now  ex- 
pect the  company  to  turn  a  profit  with- 
in the  next  two  to  tkree  years.  "This  is 
the  only  product  like  tliis  in  the  world," 
says  analyst  John  R.  Boettiger  Sr.  of 
Houston-based  investment  banking  fii-m 
Harris  Webb  &  Garrison.  "Cyberonics 
has  an  uncjuestionable  monopoly." 

The  market  looks  lucrative,  too.  Of 
the  nearly  2  million  Americans  with 
epilepsy,  doctors  estimate  that  200,000 
cannot  be  treated  adequately  with  choigs. 
At  $9,000  for  each  Cyberonics  device, 


St.  Paul,  Minn.,  holds  a  16%  sta 
Now  the  company  has  to  prove  it 
manufacture  and  sell  its  invention.  I 
of  the  company's  16-person  direct-s; 
force  has  been  hired  since  May.  To  m 
3,000  stimulators  next  year  and  as  m; 
as  7,000  in  1999,  Cyberonics  also  is  Sf 
ing  support  from  physicians  who  ] 
ticipated  in  some  seven  clinical  stui 
over  the  years.  The  company  has  ab 
$15  million  in  cash  but  needs  as  much 
$30  million  to  ramp  up  manufactur 
and  marketing.  An  easy  solution  mi 
be  to  sell  out  to  a  big  medical-eqi 
ment  maker.  But  for  now,  Cumm : 
says  he's  not  even  thinking  about  tit. 
"We're  focused  on  making  [the  devict  a 
success,"  he  says.  For  Albert  Jean,  itl- 
ready  is. 

By  Stephanie  Anderson  Foi^i 
in  Dal 


36  BUSINESS  WEEK  /  AUGUST  4,  1997 


asterCard  and  I  Isa,  in  partnership  tvith  IBM  and  other  companies,  created  SET  (stands  for  Secure  Electronic 
Transaction),  an  open  industry  standard  allowing  secure  credit  card  transactions  over  tlie  Internet. 
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BANKING 


A  BANK  AT  NEARLY 
ANY  PRICE 

Even  at  big  multiples  of  book 
value,  deals  keep  getting  done 

Eight  weeks  ago,  Signet  Bank  Chair- 
man Malcolm  S.  McDonald  an- 
nounced plans  to  shut  or  sell  a  fifth 
of  his  bank's  branches,  cut  its  4,400-per- 
son  workforce  by  a  quartei',  and  slash 
expenses  by  $58  million.  That  doesn't 
seem  like  performance  that  would  jus- 
tify one  of  the  priciest  bank  buyouts  in 
history.  But  on  July  21,  First  Union 
Corp.  announced  it  would  pay  $:125  bil- 
lion for  Signet,  based  in  Richmond,  Va., 
a  breathtaking  3.5  times  book  value. 
Fii'st  Union  Chairman  and  CEO  Edward 
E.  Crutchfield  was  so  keyed  up  about 
the  deal  that,  unable  to  sleep,  he  left  his 
New  York  City  hotel  at  4:30  on  the 
morning  of  the  announcement  to  go 


N 


Crutchfield  is  still 


1  the 


out  in  search  of  an  all-night  newsstand. 

Tlie  price  of  banking  deals  these  days 
is  enough  to  give  anybody  insomnia. 
Two  years  ago,  few  bankers  would  have 
dreamed  of  paying  so  dearly  for  a  bank 
in  Signet's  shape.  But  for  Crutchfield 
and  other  CEOs  of  major  banks,  who  be- 
lieve financial  sei"vices  will  be  dominated 
by  a  dozen  or  so  major  players,  the  op- 
tions are  simple:  merge  or  molder 

So  the  prices  keep  rising.  Nations- 
Bank Corp.  paid  2.6  times  book  value 


for  St.  Louis-based  Boatmen's  Banc- 
shares  Inc.  in  a  $9.5  billion  deal  last 
October.  Then  First  Bank  System 
bought  U.  S.  Bancorp  in  March  at  3.4 
times  book,  and  Wachovia  paid  2.8  times 
book  value  in  June  for  Central  Fidehty. 
"The  trend  is  clearly  up  as  we  get  few- 
er and  fewer  trophy  franchises  avail- 
able," says  R.  Harold  Schroeder,  ana- 
lyst with  Keefe,  Bniyette  &  Woods  Inc. 
The  top  trophies  still  out  there,  say  an- 
alysts and  industry  sources,  include 
Summit  Bancorp  in  New  Jersey,  Mer- 
cantile Bancorporation  in  St.  Louis,  and 
Firstar  Corp.  in  Milwaukee. 

The  hot  stock  market  is  ftieling  the 
price  spu'al — raising  the  tags  of  targets 
and  giving  buyers  inflated  shares  to  use 
as  currency.  Shares  of  both  First  Union 
and  Signet  are  up  more  than  50%  since 
last  July.  And  with  First  Union's  stock 
dropping  only  3%  the  day  the  Signet 
deal  was  announced,  investors  seem  to 
be  comfortable  with  the  price  tags. 

Still,  Crutchfield  himself  admits  to 
sticker  shock.  In  his  13  years  at  the 
helm,  he  has  notched  nearly  80  deals 
while  building  First  Union,  based  in 
Charlotte,  N.C.,  into 
the  nation's  sixth 
largest  bank.  "It  would 
not  have  occurred  to 
nie  10  years  ago  that 
I'd  ever  pay  1.5  times 
book,  much  less  what 
I'm  paying  for  Signet," 
( 'iiitchfield  says. 
"YARDMEN"?  But  he 
thinks  he  can  make  the 
Signet  deal  work.  He 
may  close  as  many  as 
100  branches,  yet  still 
he  the  top  bank  in 
the  state.  And  First 
Union's  strong  back- 
office  operation  as  well 
as  its  financial-manage- 
ment and  brokerage 
seivices  should  improve 
efficiencies  and  rev- 
enues. "Fu-st  Union  has 
a  gTeat  track  record  of 
quickly  integi'ating  and 
carving  out  costs,"  says 
Sandra  J.  Flannigan,  a  banking  analyst 
at  Merrill  Lynch  &  Co. 

Crutchfield  says  he  expects  to  feel 
light  at  home  in  the  wealthy  Virginia 
market.  "People  who  live  in  North  Car- 
olina used  to  be  yardmen  for  the  people 
in  Virginia,  so  we  feel  very  close,"  he 
jokes.  Still,  at  the  jirices  Cnitchfield  and 
others  are  paying,  there  will  be  lots  of 
tilling  and  uprooting  before  many  of  the 
current  deals  pay  off. 

By  David  Greising  in  Atlanta 


) 


UNIONS 


DISASTER'  FOR 
MOTOWN  PAPERS 

Having  to  rehire  strikers 
would  be  a  major  defeat 

It  looked  like  a  clear  victory  for 
agement   in   one   of  the  nat: 
longest-running  and  most  pubH( 
bor  disputes.  When  some  2,100  stri 
walked  off  the  job  two  years  ag 
The  Detroit  News  and  the  Detroit 
Press,  the  papers'  joint  owners,  i 
nett  Co.  and  Knight-Ridder  Inc. 
placed  strikers  with  permanent 
hires  and  wiped  away  union  work  r 
The  move  was  costly:  Ch'culation 
by  a  third,  and  losses  topped  $200 
lion.  But  the  companies  prevailed, 
didn't  miss  a  single  day  of  publica 
and  are  edging  back  into  the  black. 

Now,  their  win  may  be  reversec 
mid-June,  a  federal  labor-law  ji 
ruled  that  the  papers  had  committ< 
raft  of  illegal  labor  practices,  sucl 
unilaterally  imposing  a  new  pay  scak 
early  July,  the  National  Labor  Relat 
Board  sought  an  injunction  to  req 
the  papers  to  take  back  the  strik 
On  July  31,  a  Federal  District  Couil 
Detroit  is  scheduled  to  hold  heari^ 
on  the  injunction — and  it's  likely  to  4 
against  Detroit  Newspapers  Inc.,  pii 
company  Gannett  and  kk  set  up  to  m 
the  two  papers.  "Our  success  ratel 
injunctions  has  been  about  90%  in 
cent  years,  including  appeals," 
NLKB  Chairman  William  B.  Gould  F 
The  papers  say  they'll  come  out 
top  at  the  hearing  and  vow  to  appe; 
they  don't.  If  they  lose,  "that  would 
disaster,"  says  John  Morton,  heac 
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and  Solutions  for  a  small  planel  are  Irademarks  of  Inletnalional  Business  Machines  Corporation  in  the  United  Slates  and/or  other  countries,  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  ol  olhers  ©1997  IBM  Corporalion 


On  June  2ml,  IBM,  Chase  Manhattan  Bank  and  First  Data  Corp  announced  the  first  North  American  SET 
litiative.  Another  IBM  first  in  helping  estabhsh  SET  as  the  global  standard  for  secure  e-business -from  the 
ivorlds  first  SET  credit  card  transaction  to  the  first  SET  cross-border  transaction. 
To  find  out  more,  visit  ivivw.internet.ibm.com /payment 


Solutions  for  a  small  planet' 


News:  Analysis  &  Commentary 


Morton  Research  Inc.,  a  Spencerville 
(Md.)  company  that  tracks  the  indus- 
try. Detroit  Newspapers  would  be 
forced  to  either  fii'e  replacements  or  op- 
erate at  elevated  staiSng  levels,  Morton 
says.  Costs  would  soar  either  way.  Susie 
Ellwood,  Detroit  Newspapers'  vice-pres- 
ident for  marketing,  says  the  papers 
may  have  to  recall  strikers  if  the  in- 
junction is  upheld. 

Rehiring  would  undo  management's 
strategy  and  set  back  years  of  efforts  to 
lift  the  jxipers'  profitability.  In  1989,  De- 
troit's two  big  dailies  got  Justice  Dept. 
permission  to  partially  merge  operations. 
But  readership  continued  to  slide,  so 
Gannett  and  kr  demanded  changes  in 
union  work  niles  to  cut  costs,  prompting 
a  walkout  on  July  13,  1995.  Gannett  and 
KR  adopted  a  take-ncj-prisoners  stance. 
The  papers  hired  new  staffers  and 
promised  not  to  dump  them  if  the  sti-ik- 
ers  gave  up.  Management  brought  in 
hunch'eds  of  guaixls  and  even  helicoptered 
papers  out  over  the  heads  of  picketing 
strikei's.  Motor  City  expressed  solidarity 
with  a  boycott  that  slashed  circulation 
by  a  third.  Detroit  Newspapers  lost  $150 
million  in  199()  and  .$50  million  last  year. 
SPOILED  PLANS.  More  losses  loom  if'  the 
papers  have  to  I'ecall  the  strikers,  ana- 
lysts say.  In  February,  the  unions  de- 
clared the  strike  over  and  management 
agi'eed  to  rehire  strikei's.  But  the  com- 
pany refused  to  displace  the  workers  it 
had  hired  during  the  strike.  Since  then, 
the  papers  have  recalled  200  strikers, 
says  Ellwood.  Now  the  papers  might 
have  to  bring  back  1,091  more,  leaving 
little  room  for  the  1,115  replacements 
now  on  the  job. 

The  injunction  would  ruin  the  Gan- 
nett/KR  strategy  if  it  is  upheld.  The 
papers  had  expected  to  turn  a  profit 
this  year  because  new  woi'k  rules  en- 
abled them  to  publish  with  some  400 
fewer  full-time  workers.  If  they  are 
forced  to  rehire  the  strikers,  manage- 
ment would  have  twice  the  staff  it 
needs.  So  it  would  almost  certainly  fire 
many  replacement  workers.  Even  that 
would  be  costly.  Some  replacements 
would  probably  sue  for  damages.  Oth- 
ers would  probably  collect  large  sever- 
ance packages.  Ellwood  declines  to  es- 
timate the  potential  cost. 

Even  if  Gannett  and  Ki;  defeat  the  in- 
junction, the  papers  would  still  face 
chai'ges  of  labor-law  violations  that  could 
again  require  them  to  recall  strikers — 
and  cough  up  some  $50  million  a  yeai*  in 
back  pay.  That  case  would  take  years  to 
be  resolved.  But  it  means  the  strike 
may  well  wind  up  costing  the  papers  a 
lot  more  than  they  bargained  foi'. 

By  Aaron  Bernstein  in  Washington 


COMMENTARY 


By  Peter  Coy 


HELP!  I'M  A  PRISONER 
IN  A  SHRINKING  CUBICLE 


BOXED  IN:  A  peek  at  the  f  uture 


It's  not  paranoia.  It's  not  claustro- 
phobia. The  walls  really  are  clos- 
ing in.  Offices  are  being  tom  down 
to  make  way  for  cubicles,  and  big  cu- 
bicles are  being  chopped  into  small 
ones.  Facility  Perfomiance  Group 
Inc.  in  Ann  Arbor,  Mich.,  says  work 
spaces  have  shi-unk  25%  to  50%  over 
10  years  for  most  workers  at  70  big 
trend-setting  companies.  Offices  now 
requii-e  5  to  6  parking  slots  per  1,000 
i-entable  square  feet,  up  from  3.5  to  4 
a  few  years  ago,  the  Intemational 
Facility  Management  Assn.  says. 

This  is  one  unhealthy  trend.  If  it 
keeps  up,  by  2097  a  typical  middle 
manager's  work  area  will  be  8  square 
feet — just  enough  for  one  person  of 
ordinary  girth,  a  plaque  with  the  cor- 
porate motto  ("People  are  our  most 
important  asset"),  and  a  set  of  Dil- 
heti  cailoon  books. 

Tlie  fii-st  problem  here  is  the  eager- 
ness to  save  money  on  real  estate  at 
the  expense  of  employees'  comfort  and 
dignity.  Second  is  the  assumption  that 
open  spaces  pi'omote  teamwork.  If  that's 
so,  then  why  ai'e  upper  managers — 
who  spend  entire  days  in  meetings — 
hardly  ever  encoimtered  in  cubicles? 

Disclosure:  We  at  business  week's 
New  York  headquarters  recently 
were  informed  that  most  of  us  will 
lose  our  private  offices  in  a  year  or 
two.  This  pi'ompted  a  closei'  look  at 
cubicles,  which  are  occupied  by  some 
35  million  of  the  45  million  white-col- 


lar workers  in  this  countrj 
Cubicles  do  have  advan 
tages.  They're  cheap  to  in 
stall  and  reari'ange.  They 
save  on  rent.  They  make 
it  easier  for  managers  to 
monitor  employees — al- 
ways a  popular  pastime. 
And  they  increase  commu 
nication,  because  people 
overhear  one  another. 

In  fact,  they  overhear 
one  another  hour  after 
hour.  For  many  workers, 
cubicles  are  too  open  to 
permit  deep  concentration 
At  the  same  time,  they're 
too  closed  for  spontaneous 
collaboration.  Indeed,  com 
panies  with  cubicles  are  now  creatin 
meeting  areas  to  foster  teamwork. 
Good  idea — except  they're  shrinking 
cubicles  to  make  room  for  the  new 
communal  spaces. 

Here's  a  solution:  Take  a  hai'd  loo 
at  whethei'  cutting  costs  on  real  es- 
tate is  driving  away  good  employees 
and  shriveling  the  brains  of  those 
who  stay.  Then,  give  cubicles  to  peo 
pie  who  can  thrive  in  them,  and  pri- 
vate offices  to  people  who  need  pri- 
vate spaces — based  on  function,  not 
pay  scale.  Microsoft  Coi-p.,  which  ha 
development  projects  requiring  in- 
tense collaboration,  nonetheless  giv( 
its  progi'ammers  private  offices. 
Why?  So  they  can  think — and  be- 
cause the  perk  helps  attract  top  tal- 
ent. Adobe  Systems  Inc.  likewise 
went  from  40%  private  offices  to  9^ 
when  it  moved  into  new  headquar- 
ters in  San  Jose,  Calif.,  last  August. 

Shooing  people  out  of  private  of- 
fices doesn't  guarantee  a  burst  of 
brilhant  collaboration.  "There's  a  ten 
dency  for  people  to  assume  you  can 
buy  the  right  fumiture  and  suddenl; 
get  teams  out  of  it,"  says  Jeff 
Reuschel,  manager  of  officing  re- 
search for  Haworth  Inc.  in  Holland, 
Mich.  Brainstorming  among  people 
lacking  peace  and  quiet  produces 
brain  drizzle.  Companies  such  as  Mi 
crosoft  and  Adobe  understand  that. 

Coy  is  associate  economics  ediUrr 
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Lower  your  stores  with... 


GUIDES 

^ithordir! 


You  can  lower  your  scores  with  a  little  help  from  the  pros 
at  Golf  Digest! 

Only  Golf  Digest  brings  you  exclusive  instruction  from 
world-class  players  like  Nick  Faldo,  Tom  Watson,  Nick 
Price  and  Amy  Alcott.  You'll  learn  how  to  hit  longer  and 
straighter  off  the  tees  .  .  .  why  you  need  two  swings  .  .  .  how 
to  play  with  your  slice. 


mm 


You'll  benefit  from  the  teaching  breakthroughs  that 
come  out  of  the  Golf  Digest  Schools.  Share  a  wealth 
of  tips  from  PGA  teaching  pros.  Get  the  lowdown 
on  the  best  golf  clinics,  schools  and  resorts. 


Throughout  the  year,  Golf  Digest  will  bring  you 
cutting-edge  news  on  golf  clubs  and  balls,  plus-every 
January-the  Golf  Digest  Annual-loaded  with  bonus 
features  recapping  golf  records  and  achievements  of 
the  year. 


Golf  Digest  takes  you  on  the  pro  tours.  Explores 
the  world's  most  challenging  courses.  And  brings 
you  around  the  course  to  show  you  how  to  play 
your  best  golf. 


To  order  your  subscription, 
coll  toll-free: 

1-80e  PJiR-GOLP 

ext.  H7N28  -f 

Subscription  Order  Form 

Clip  and  mail  to:  GOLF  DIGEST 

P.  O.  BOX  3102,  HARLAN,  I A  51593-0036 

or  for  fastest  service  call  TOLL-FREE 

1 -800-PAR-GOIf 

□ exi.  H7N28 
YES!  I  want  to  lower  my  scores!  Send  me  a  full  year  (12  issues)  of  Golf  Digest  plus, 
my  free  golf  tips  guides*,  for  only  $17.77-a  savings  of  $29.63  off  the  annual  single-copy  cost! 

And  if  I  decide  that  my  game  isn't  improving,  I  can  always  cancel  to  get  all  my  money  hack. 

Name   


Address  - 


City/State/Zip  

□  Payment  enclosed. 

□  Bill  me  later. 

'When  you  order,  you'll  also  get  GOLF  DIGEST'S  50  Greatest  Tips  Ever,  Parts  1  &  2\ 

For  CO,  fl.  G*.  add  oppkoHe  stole  ond  lotol  la<es  foi  Conodo,  $2/  58  (includes     G5I)  Outside  U  S  ond  Conodo,  $43  M  per  yeoi  rrr  Inlemationrrl  Posr  OBrte  Morrcy  Orders  oirly  Please  allow  6-12  week  for  delrvery  of  first  issue 
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In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


HEADLINER:  BERNARD  ARNAULT 


A  spmrrs  rage  picks  up  speed 


Bernard  Arnault  couldn't 
stay  out  of  the  fray  much 
longer.  On  July  21,  the 
chief  of  LVMH  resigned 
from  Guinness' 
board  in  oi'der  to 
pui'sue  his 
three-way 
merger  propos- 
al for  LVMH, 
Guinness,  and 
GrandMet.  His 
goal:  to  create  a 
wine-and-spirits  giant 
out  of  GrandMet's  Interna- 
tional Distillers  &  Vintners, 
lvmh's  Moet  Hennessy,  and 
Guinness'  United  Dis- 
tillers— though  Guinness 
and  GrandMet  are  pursu- 
ing a  merger  of  their  com- 
panies without  LVMH. 

Resigning  from  Guinness 
made  it  easier  for  Arnault 
to  sell  some  of  his  14.2% 


stake.  He  is  using  the  pro 
ceeds  to  buy  more  Grand- 
Met  stock,  biinging  LVMH'^ 
GrandMet  stake  to 

11.05%.  That  gives 
him  enough 
shares  to  de- 
mand a  share- 
holders' meet- 
ing to  considei' 
his  three-way 
merger  proposa 
ahead  of  the  meei 
ing  planned  to  con- 
sider the  Guinness-Grand- 
Met  plan. 

A  Guinness  spokesman 
says:  '"We  are  confident  oi 
shareholders  will  vote  for 
our  proposal."  But  if  Ai- 
nault  prevails  on  Grand- 
Met,  life  could  be  difficult 
for  Ai'nault's  foi'mei'  chum 
at  Guinness. 

By  Mia  Dinephi 


BOEING-McDONNELL 
GETS  A  THUMBS-UP 

IT  WAS  A  HIOH-STAKES  GAME 

of  poker  until  the  last  minute, 
but  Boeing  managed  to  win 
Em'opean  Union  endorsement 
on  July  23  for  its  .$14  billion 
merger  with  McDonnell 
Douglas.  Boeing  left  some 
chips  on  the  table:  It  agreed 
to  give  up  the  exclusive- 
supi:)lier  agTeements  it  had  ne- 
gotiated with  American  Air- 
hnes.  Delta  Air  Lines,  and 
Continental  Airlines.  "If  we 
allow  this  type  of  long-tenn 
exclusive  contract,  the  com- 
petitors will  be  out  of  busi- 
ness," complained  European 
antitrust  chief  Karel  van 
Miert,  who  wonied  that  the 
combined  company  would  con- 
trol 85%  of  the  world's  air 
fleet  and  shut  out  France's 


CLOSING  BELL 


DELL-LICiOUS 

On  July  23,  Dell  Computer's 
stock  hit  167/f,  a  52-week  high 
and  a  211%  jump  so  far  this 
year.  Dell,  which  closed  at  164 
that  day,  now  sells  at  a  stratos- 
pheric p-e:  48  times  last  year's 
earnings,  about  double  that  of 
Sun  Microsystems,  Compaq 
Computer,  and  Gateway  2000. 
One  reason:  PC  success  is  fund- 
ing moves  into  high-margin 
areas  such  as  engineering  work- 
stations, to  be  announced  on 
July  28.  Earnings  for  the  second 
quarter  are  expected  to  rise  85%, 
to  $196  million,  with  a  jump  of 
67%,  to  $900  million,  for  the 
fiscal  year,  says  First  Call. 


Airbus  Industrie.  Now,  Boe- 
ing is  stuck  with  the  gener- 
ous terans  it  agi-eed  to  when  it 
negotiated  the  exclusives  with 
the  carriers.  But  Boeing  won 
the  big  pot:  Now  there  are  no 
obstacles  to  a  final  appi'oval 
of  the  McDonnell  merger, 
which  will  be  submitted  to  a 
shareholdei'  vote  on  July  25. 

PENNZOILS  SUITOR 
IS  WILLING  TO  WAIT 

THK  lUTTLE  CONTINUES:  UNION 
Pacific  ResoiU'ces  is  extending 
until  Sept.  24  a  $6.4  billion 
cash-and-stock  tender  offer  for 
Pennzoil.  As  of  July  21,  Union 
Pacific  Resom-ces  had  the  sup- 
port of  holders  of  61.5%  of 
outstanding  Pennzoil  shares. 
Pennzoil's  anti-takeover  de- 
fenses mean  the  tender  will 
have  little  immediate  effect. 
In  fact,  Pennzoil  CEO  James 
Pate  continues  to  reject  as  "in- 
adequate" Union  Pacific's  of- 
fer. But  analysts  say  the  neai- 
ly  two-thirds  of  shares 
tendereil  may  force  Pennzoil 
management  to  negotiate. 
Union  Pacific  Resoui'ces  has 
saitl  it  may  raise  its  bid  if  it 
can  review  Pennzoil's  books. 


WACKENHUTWINS 
ITS  PRISON  BID 

CO  TO  .lAU,  A.\[l  COLLEIT  .$:-!0() 

million.  That's  what  Wacken- 
hut  ( 'Orreetions  will  get  to  do 
in  California.  On  July  22,  the 
company  was  awarded  the 
largest  privatization  contract 
ever  for  a  prison — a  2,048-bed 
minin'>um-security  facility  in 
Taft,  Calif.  Wackeiihut  heat 
out  competitor  Corrections 
Corp.  of  America.  Managing 
the  Taft  prison  is  expected  to 
generate  i-evenues  of  as  much 
as  $;!0()  million  over  the  next 
10  years.  Wackenhut  also  is 
competing  for  other  contracts 
to  manage  prisons,  and  not 
just  in  the  U.  S.:  One  bid  is 
foj'  a  !)0(l-bed  detention  cen- 
ter for  Australia's  immigra- 
tion service.  That  decision  is 
expected  in  August. 


HOW'D  YOU  GET  THIS 
NUMBER?  FROM  AOL 

WHICH    IS   MORE  ANNOYINC: 

getting  a  continuous  busy  sig- 
nal when  trying  to  go  online 
or  rushing  to  the  phone  only 
to  find  it's  a  telemarketer 
caUing?  Either  way,  America 
Online  is  there  for  you.  The 
Vienna  (Va.)  company  told  its 
8  million  users  on  July  21 
that  it  will  give  their  phone 
numbers  to  online  marketing 
partners  such  as  cue  Inter- 
national. The  marketers  are 
expected  to  use  Aoi.'s  phone 
lists  to  sell  everything  from 
housewai'es  to  sjwiting  goods. 
AOL  says  its  users  can  have 
their  numbers  taken  off  the 
lists  with  a  quick  click  of  the 
mouse. 

SUNBEAM  SHINES 
UNDER  GHAINSAWAL 

AL     IJUNLAP      IS  WINNING 

friends — on  Wall  Street,  at 
least.  A  year  after  "Chain- 


saw  Al,"  as  Dunlap  is  kno 
took  the  helm  at  Sunbe; 
the  troubled  appliance  ma 
is  recovering.  Adjusting 
divested   operations,  S 
beam's  second-quarter  inci 
has  jumped  from  $7.2  mill 
to  $26.2  million.  Sales  are 
1:^%..  MeanwMle,  its  stock 
soared  to  40,  from  12.  "1 
done  nine  major  tuniaroui 
and  in  my  view,  this  was 
most  difficult,"  says  Dun 
What's  next?  Possibly  an 
quisition  or  a  mergn-, 
says. 

ET  CETERA ...  jj 

■  Time  Warner  will  cal 
News  Corp.'s  Fox  Newsw 
New  York.  I 

■  Clinton  formally  nominal 
William  Weld  to  be  ambl 
sador  to  Mexico.  I 

■  oCom  and  IBM  are  widl 
ing  their  computer-netwol 
ing  alliance.  I 

■  Blue  Jays  President  rlii 
Beeston  will  be  presi(len3f 
Major  League  Baseball. 
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A  Division  ofTheMcGrau'-Hill(_.ompanies 


Business  Week 

icinl  report  on  Silicon 
illey  in  the  August  18, 
1997/August  25, 1997 
double  issue 

Dn-salefor  two  weeks 
iming  August  8,  1997 


CNBCt 

J 

lementary  coverage  of  : 
I  Valley  for  two  weeks  J 

inning  August  4, 1997  \ 

I 

"Jieck  local  listings  for  ^ 
mel  number  and  time  I 


In  the  World  of  High-Tech, 
Change  Happens  Fast. 

Now  There  Are  Two  New 
Ways  to  Get  Up  to  Speed. 


This  summer  Business  Week  and  CNBC  are  teaming  up  to  provide  a  comprehensive 
and  timely  look  at  the  phenomenon  that  is  Silicon  Valley.  In  its  August  18-August  25 
special  double  issue,  Business  Week  will  explore  the  past,  present  and  ftiture  of  this 
vaunted  slice  of  Northern  California.  Beginning  August  4  and  running  throughout  the 
day  for  two  weeks,  CNBC  will  pick  up  where  Business  Week  leaves  off,  with 
complementary  coverage  in  segments  throughout  the  day. 

Both  Business  Week  and  CNBC  will  talk  to  the  people  who  put  Silicon  Valley  on  the 
map  and  examine  how  the  unorthodox  business  culture  born  here  has  increasingly 
become  the  model  for  Corporate  America.  Other  technology  hot-spots  around  the 
globe,  some  already  well-known,  others  likely  to  become  household  names,  will  also 
be  featured  in  these  special  reports. 

The  world  is  changing;  don't  get  left  behind. 
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ilNGRIGH  IS  ON  THIN  ICE 
AND  SO  IS  THE  GOP  AGENDA 


Iouse  Republicans  love  to  promote  family  values,  but 
these  days  theii'  clan  looks  more  Uke  a  bimch  of  bumbling 
Borgias  than  clean-cut  Cleavers.  The  failed  coup  against 
!aker  of  the  House  Newt  Gingrich  that  made  for  deli- 
is  political  theater — and  gleefiil  Democrats — has  an  all-too- 
ious  side  for  the  gop:  It  threatens  to  undermine  the  Re- 
ilicans'  legislative  agenda — and  could  even  jeopardize  their 
ider  House  majority. 

Jingrich  has  put  his  waning  prestige  on  the  line  in  a  bid  to 

suade  House  Republicans  to  adopt  a  leave-it-to-Newt 

itegy.  Mainstream  conservatives  and  moderates  are  rally- 
behind  the  embattled  Speaker  so  that 

s  with  President  Clinton  on  a  balanced- 

Iget  and  tax-cut  deal  don't  ura-avel.  Sen- 
Majority  Leader  Tj-ent  Lott  (R-Miss.) 

;  a  helping  hand  by  moving  toward  the 

"e  consei"vative  House  position  on  taxes. 

•E  TO  MERGE.  Still,  the  House  squabbling 

u"  from  resolved  as  Gingiich's  allies  vow 

enge  against  coup  collaborators.  And  it 

Id  snarl  key  initiatives  such  as  trade  lib- 

ization,  new  clean-air  niles,  and  approval 

he  tobacco  settlement.  "If  we  don't  leani 

/  to  pull  together  as  a  party,  om-  agenda 

;oing  to  be  badly  damaged,"  ft-ets  Rep- 

entative  Marge  Roukema  (R-N.J.).   

t's  not  only  the  GOP's  legislative  progi'am  that's  at  risk. 

tracted  ideological  bloodshed  could  convince  voters  that 

)ublicans  lack  the  right  stuff  to  nile.  "The  longer  it  drags 

,  the  worse  the  Republican  chances  in  '98,"  says  political 

^ntist  Steven  E.  Schier  of  Carleton  College  in  Minnesota. 

lingiich  tried  to  get  his  colleagues  to  set  aside  their  per- 

al  animus — at  least  for  the  time  being — after  venting 

ir  fi-ustrations  at  a  closed-door  meeting  set  for  July  23.  "I 
not  allow  another  chaptei-  to  be  written  in  this  tii-esome 
ovei-viTought  saga,"  the  Speaker  declared.  But  behind  the 

w  of  unity  is  a  giim  reality:  shattered  trast  between  Gin- 


CAPITAL  WRAPUP 


WARMER  DAYS:  N 

DeLatj,  and  Dick 


giich  and  his  closest  deputies.  Majority  Leader  Richard  K. 
Ai-mey,  Majority  Whip  Tom  DeLay,  and  House  gop  and  Con- 
ference Chair  John  A.  Boehner,  all  implicated  in  the  aborted 
coup.  "It's  not  cleai'  that  this  gToup  can  work  together,"  wor- 
ries a  business  lobbyist. 

NEW  CADRE.  An  early  test  will  come  in  September,  when  the 
President  seeks  renewed  authority  to  negotiate  trade  pacts  on 
a  "fast  track" — without  congressional  micromanagement.  He 
will  need  ii'ee-trader  Gingiich  to  rally  Republicans  behind  this 
top  priority  of  U.  S.  multinationals.  Trouble  is,  OOP  opposition 
to  ti'ade  pacts  is  growing,  especially  among  populist  rene- 
gades, who  are  most  unhappy  with  Newt. 

A  House  divided  would  also  make  it 
harder  for  Gingrich  to  craft  a  compromise 
between  gop  modei-ates  and  anti-regxilato- 
ly  conservatives  on  tougher  clean-air  rules 
sought  by  Clinton.  Another  casualty  could 
be  the  tobacco  settlement,  already  facing 
skeptical  Republicans.  Mor-eover,  Gingrich 
will  have  to  straiggle  to  round  up  the  gop 
votes  needed  to  appi'ove  nato  expansion,  a 
plan  facing  bipartisan  r'esistance. 

Making  matter's  trickier,  Gingrich  is  cob- 
ewt  Gingrich,  Tom  bling  together'  an  at!  hoc  leadership  cadre 
Armey  in  '9 It         he  trusts.  It  includes  Conference  Vice-Chau* 
Jennifer  B.  Dunn  of  Washington,  Chief 
Deputy  Whip  J.  Dennis  Hastert  of  Illinois,  and  loyal  com- 
mittee chaii-men  such  as  Appropriations  czar'  Bob  Livingston 
of  Louisiana. 

Gingi'ich  is  counting  on  this  popular-  gr-oup  to  damp  the 
flames  of  r'ebellion.  But  ultimately,  it's  up  to  the  patiiai'ch  to 
keep  his  family  together.  That,  Republicans  say,  means  no 
mor'e  ethics  flaps,  fr'eelance  pohcy  pronouncements,  or  shoot- 
fi'om-the-lip  controver'sies.  Such  a  fundamental  change  in 
style  is  so  unlikely  that  even  admirers  wonder  how  long  the 
Speaker  will  be  sitting  at  the  head  of  the  House  gop  table. 

By  Amy  Bornis  and  Richard  S.  Dutiham 


ftVEANICE  WORKER  DAY? 

In-your-face  lobbyist  Thomas  J. 
onohue  plans  fireworks  for  Labor 
ay,  when  he  starts  his  new  job  as 
;ad  of  the  U.  S.  Chamber  of  Com- 
erce.  He  intends  to  declar'e  the  most 
icred  day  for  organized  labor  as  a 
itional  "Let's  Celebrate  Workers" 
)liday.  He'll  travel  the  country  in  a 
ased  jet,  talking  up  the  need  for  a 
Jtter-educated  workforce,  funds  for 
orker  retraining,  and  policies  that 
ing  in  more  skilled  immigrants.  His 
tention:  steal  Big  Labor's  thunder. 


SHUN  IRAN-OR  ELSE 

►  The  economic  noose  ar-ound  Ir'an 
may  get  tighter'.  A  1996  law  imposed 
sanctions  on  foreign  companies  that 
invest  $40  million  or  more  in  Iran's  oil 
sector'.  On  Aug.  5,  the  law  will  let 
President  Clinton  lower  the  threshold 
to  $20  million.  Most  likely  to  get 
bur'ned:  France's  Total,  which  is 
involved  in  a  big  Iranian  oil  project. 
Clintonites  are  irked  at  lackluster 
support  from  the  European  Union, 
which  meets  on  July  26  to  discuss  its 
response  to  the  Iran  crackdown. 


WIRELESS.. .AND  PENNILESS 

►  The  Feder'al  Communications  Com- 
mission is  scrambling  to  prevent  the 
default  of  up  to  $9  billion  pledged  by 
fledgling  wii'eless  telecommunications 
operators  in  gover-nment-sponsored 
spectrum  auctions  last  year*.  On  July 
22,  the  agency  set  up  a  task  force 
headed  by  staffer'  Jon  Garcia  to  rec- 
ommend solutions  to  commissioners 
this  fall.  One  option:  restructure  the 
bidders'  financing  arrangements  by 
stretching  out  quarter'ly  payments  to 
annual  ones. 
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International  Business 


SOUTH  KOREA 


QUAKING 
IN  SEOUL 

Now,  the  banks  are  in  trouble,  too 


One  by  one,  South  Korea's  huge 
conglomerates  keep  keehng  over. 
Since  January,  the  Hanbo  and 
Sammi  construction  and  steel 
chaebol,  as  these  diversified  giants  are 
called,  have  failed  under  the  weight  of 
massive  debts.  Spirits  vendor  Jinro  and 
textile  giant  Dainong  are  on  life  sup- 
port, kept  out  of  bankruptcy  only  by 
their  creditors.  On  July  15,  the  $20  bil- 
lion Kia  Group,  which  owns  Korea's 
second-biggest  auto  maker,  barely 
avoided  collapse  when  lenders  disman- 
tled it  in  e.xchange  for  a  moratorium  on 
debt  payments.  Kia  Chaii-man  Kim  Sun 
Hong  was  outraged,  says  one  Seoul 
bank  executive.  But  the  group  owes 
$10.7  billion.  "We  had  to  do  something 
drastic,"  the  banker  says. 

Now,  Seoul  officials  are  confi"onting  a 
new  dimension  of  the  corporate  crisis: 
the  possibility  of  a  meltdown  in  the 
banking  sector.  Korean  banks  were  hold- 
ing at  least  $18  billion  in  dud  loans  in 
December  That  numbei'  is  far  higher 
now,  and  each  chaebol  failui'e  pushes 
the  major  commercial  banks  closer  to 
the  brink.  This  year  alone,  lenders  have 
given  .$24.6  billion — roughly  10%  of 
South  Korea's  money  supply — to  the 
five  chaebol  that  have  slipped  into  in- 
solvency. And  Standard  &  Poor's  has 
now  placed  five  banks  on  a  credit  watch. 
If  the  massive  loans  prove  uncollectible, 
the  banks'  combined  shareholder  equity 
could  be  wiped  out.  The  crisis  cries  out 
for  a  dramatic  restructuring  of  the  cor- 
porate and  banking  sectors.  But  the  sit- 
uation is  so  bad,  and  resistance  to 
change  still  so  strong,  that  reforms  now 
proposed  may  not  be  enough. 
HIGH  RISKS.  Little  wonder  that  the 
mood  in  Seoul  is  "fraught  with  tension 
and  uncertainty,"  says  Han  Seung  Soo, 
a  former  Finance  Minister  and  Deputy 
Prime  Minister.  Resolving  the  crisis 
will  require  all  the  finesse  President 
Kim  Young  Sam's  technocrats  can 


LIFE  SUPPORT 

Carmaker  Kia  is  tlie 
latest  chaebol  to 
battle  bankruptcy 


muster.  If  they  go  too 
slowly,  the  debt  mess  will 
haunt  South  Korea's  com- 
panies and  banks  well 
into  the  next  century. 
Push  too  hard,  and  they 
could  trigger  a  massive 
sell-off  of  real  estate,  eq- 
uity holdings,  and  busi- 
nesses by  cash-strapped 
banks  and  chaebol.  'That, 
in  turn,  could  set  off  a 
deflationary  spiral  that 
would  push  the  economy 
into  a  recession. 

Kim's  government  is  fi- 
nally taking  steps  to 
avert  major  collapses 
among  the  banks.  With 
back-to-back  chaebol  fail- 
ures prompting  U.  S.  and  Japanese 
banks  to  cut  credit  lines  or  demand 
hefty  premiums  on  loans,  the  Bank  of 
Korea  has  extended  $3. .5  billion  in 
emergency  foreign-currency  loans  to 
domestic  banks.  And  on  July  17,  the 
centi'al  bank  received  a  request  for  $1.1 
billion  in  low-interest  loans  from  Korea 
First  Bank,  the  nation's  second-biggest 
commercial  bank,  which  lent  nearly  $1 
billion  to  Kia.  Korea  First  is  carrying 
roughly  $3.2  billion  in  nonperfoi'ming 
or  risky  loans,  and  it  posted  a  first- 
half  loss  of  .$417  million,  the  largest  in 
Korean  banking  history. 

The  Finance  &  Economy  Ministry 
may  force  the  bank  to  restructure — or 
merge  with  a  stronger  bank.  "We  are 
trying  to  avoid  the  early  stages  of  a 
bank  panic,"  says  Yoon  Chong  Won, 
the  ministry's  assistant  director  of  fi- 
nancial policy. 

On  July  10,  the  Finance  Ministry 
also  announced  new  lending  restric- 
tions. The  guidelines  bar  banks  from 
lending  more  than  45%  of  their  capital 
base  to  any  one  chaebol.  To  discour- 
age high  debt  levels,  they  limit  tax 


write-offs  on  interest  pi 
ments  to  companies  w 
debt  ratios  beyond  50( 
They  also  sweeten  other 
write-offs  to  encourage 
chaebol  to  pay  off  loans 
selling  chunks  of  their  estimated 
billion  worth  of  real  estate  holdings 
These  measures  follow  years  of  ir 
fective  financial  reform,  official  m 
dling  in  lending  decisions,  and  reckl 
corporate  borrowing.  According  to 
ministry,  170  major  Korean  compar 


CANDIDATE  LEE: 
CAN  HE  CLEAN  UH 
THE  MESS? 


I 


t  was  a  rowdy,  mudsUnging  aff; 
the  New  Korea  Party  conventi^ 
July  21.  Yet  South  Korea's  rulii 
managed  to  nominate  a  strong  SU' 
to  President  Kim  Yoimg  Sam  for 
eral  election  in  December.  He's  Li 
Chung,  a  62-year-old  former  Supr 
Court  judge,  top  election  watchdc 
Prime  Minister  Lee  is  expected  t 
much  harder  than  Kim  for  econor 
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The  Bad  News  Keeps  Coming 

►  Five  major  conglomerates  ►  Banks  have  more 
bankrupt  or  forced  to  than  $18  billion  in 

restructure  bad  loans 


►  170  major  companies 
with  debt-equity  ratios 
of  more  than  500% 


►  Central  bank  bailing  out 
faltering  lenders 


N  have  debt-to-equity  ratios  exceed- 
:  500%.  Hanwha,  for  example,  is  at 
.%,  and  Ssangyong  comes  close  with 
)%.  "Over  the  next  three  to  five 
irs,  the  Korean  economy  will  have  to 
rk  off  overcapacity  in  virtually  all 
tors  of  industry,"  says  Rhee  Namuh, 
economist  with  Dongbang  Peregrine 
aunties. 

jiven  the  extent  of  the  banks'  expo- 
"6,  it's  hard  to  see  how  the  new 
lets  can  reverse  what  decades  of 
ppy  lending  have  wi'ought.  "These 


are  good  rules — and  about 
five  years  too  late,"  says 
Raoul  Oberman,  a  senior 
manager  with  Mclvinsey  & 
Co.  in  Seoul.  Other  moves 
are  even  less  inspiring. 
Seoul  lenders  have  band- 
ed together  to  give  cash- 
strapped  companies  such 
as  Jim-o,  Dainong,  and  now 
Kia  two-month  breaks  on 
debt  payments  as  long  as 
they  drastically  restruc- 
ture. Kia,  for  instance, 
must  now  sell  off  14  sub- 
sidiaries and  $3.5  billion 
worth  of  real  estate  and 
other  assets  to  pay  off  its 
debts  in  order  to  stay  out 
of  banki'uptcy. 
DAMAGED  GOODS.  Ti  ouble 
is,  these  assets  will  fetch  fai-  less  for 
the  banks  now  that  Ivia  is  viewed  as 
damaged  goods  and  its  assets  must  be 
sold  off  in  haste.  Worse,  the  banks  are 
expected  to  extend  fresh  loans  to  Kia 
as  part  of  the  deal — possibly  throwing 
more  good  money  after  bad.  Indeed, 
there  is  scant  evidence  that  Seoul 
bankers  are  turning  off  the  cash  spigot. 
When  the  stock  market  fell  by  26% 
last  year,  making  eciuity  finance  unat- 
tractive, companies  merely  increased 
their  short-term  borrowing.  Nor  have 


they  let  up.  Korean  companies  record- 
ed an  additional  $53  biUion  in  debt  dm-- 
ing  the  first  quarter,  says  the  Bank  of 
Korea.  That's  on  top  of  the  $845  billion 
already  owed  to  domestic  lenders. 

Widespread  cronyism  in  the  bank- 
ing establishment  and  the  government 
ministries  may  also  stall  reforms.  Soon 
after  the  Kia  news  broke,  Korea  First 
Bank  President  Roo  Shee  Yul,  a  fonner 
central  bank  official,  visited  an  old  col- 
league, central  bank  Governor  Lee 
Kyung  Shik,  to  I'equest  financial 
help.  It's  not  clear  whether  his  old 
ties  will  help.  But  many  in  the 
finance  sector  worry  that  if  troubled 
players  can  use  contacts  to  get  prefer- 
ential treatment,  they  won't  carry 
out  the  kind  of  cost-cutting  and  belt- 
tightening  that  is  needed.  Insists 
Kwang  Soo  Shim,  assistant  governor 
at  Korea  Development  Bank:  "That  era 
is  over." 

Kim's  government,  weakened  by  po- 
litical scandal  and  preoccupied  witli  up- 
coming December  elections,  may  not 
be  able  to  rise  to  the  occasion  and  lead 
the  country  out  of  this  mess.  Yet  until 
the  government  stops  telling  banks 
what  loans  to  make,  until  weaker  banks 
merge  into  stronger  ones,  and  until  the 
chaebol  clean  up  their  balance  sheets, 
it's  going  to  be  one  wild  ride. 

By  Brian  Bremner  in  Seoul 


icluding  reducing  the  domi- 
■  the  chaebol  and  opening  up 
foreign  competition.  And 
,6  open  about  the  pain  it  will 
I  Korea's  fortress  economy, 
w  era  will  be  one  of  unhmit- 
'etition,"  he  told  delegates  at 
Dlympic  stadium. 
J  past.  South  Korean  presi- 
ive  handpicked  theii'  succes- 
is  time,  Kim  remained  above 
.  and  new  rules  gave  the 
[1,000-plus  delegates  more 
le  only  intrigue  came  when 
1  leveled  unsubstantiated  charges 
i  had  bought  votes  to  bolster  his 
Yet  the  upi'oar  passed.  And  Lee 
ifeated  his  key  rival,  49-year-old 


provincial  governor  Rhee  In  Je — a  blus- 
tery man  who  claimed  Seoul  could  also 
put  a  spacecraft  on  Mai-s. 

Odds  are  that  Lee  will  win  the  presi- 


FRESH  IDEAS 

"The  new  era  will  be  one  of 
unlimited  competition,"  says 
Lee  Hoi  Chung 

11     dency  for  the  next  five-year  temn. 
Lee  became  something  of  a  hero  in 
I    1994  when  he  quit  the  ceremonial 
post  of  Prime  Minister  after  iim- 
ins  with  Kim  over  liis  autocratic 
style.  "He's  very  clean  and  really 
what  the  country  needs,"  says 
Won  Jae  Cho,  47,  a  former  student 
protester.  Given  the  economic  challenges 
facing  South  Korea's  winded  Tiger  econ- 
omy, the  nation  certainly  hopes  so. 

By  Brian  Bremner  in  Seoul 
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At  your  age, 
with  your  high  cholesterol, 
what's  your  risk 
of  a  first  heart  attack? 


If  you  have  high  cholesterol,  figure  your  risk  of  a  first  heart  attack. 

/ )// ;//  i/our  points  for  ciuli  nt<k  fnctur. 


I^J  Age:  Men 

Opts.  Less  than  35  2  pts.  40  to  48    4pts.  54+ 

1  pt.    35  to  39  3  pts.  49  to  53 
I^J  Age:  Women 

Opts.  Less  than  42  2  pts.  45  to  54    4  pts.  74+ 

1  pt.    42  to  44  3  pts.  55  to  73 

I^J  Family  History: 

2  pts.  My  family  has  a  history  of  heart  disease  or  heart 

attacks  before  the  age  of  60 

I^J  Inactive  Lifestyle: 

1  pt.    I  rarely  exercise  or  do  anything  physically 
demanding 

I     I  Weight: 

1  pt,     I'm  nuire  than  20  lbs.  over  my  ideal  weight 

I^J  Smoking: 

I  pt.    I'm  a  smoker 

I     I  Diabetic: 

1  pt.    Male  Diabetic 

2  pts.  Female  Diabetic 


I^J  Total  Cholesterol  Level: 

Opts.  Less  than  240  mg/dL 

Ipt.    240  to  315  mg/dL 

2  pts.  More  than  315  mg/dL 

I     I  HDL  Level  (good  cholesterol): 

Opts.  39  to  59  mg/dL 

1  pt.    30  to  38  mg/dL 

2  pts.  Under  30  mg/dL 
-1  pt.    Over  60  mg/dL 

I^J  Blood  Pressure: 

I  don't  take  blood  pressure  medication;  my  blood 
pressure  is; 

{Use  your  top  or  higher  blood  pressure  number) 

0  pts.  Less  than  140  mmHg 

1  pt.    140  to  170  mmHg 

2  pts.  Greater  than  170  mmHg 

(or) 

1  pt.    I  am  currently  taking  blood 
pressure  medication 


□ 


Total  Points 


If  you  scored  4  points  or  more,  you  could  be  at  above  average  risk  of  a  first  heart  attack 
compared  to  the  general  adult  population.  The  more  points  you  score,  the  greater  your  risk. 


If  you  have  already  had  a  heart  attack  or  have  heart  disease,  your  heart  attack  risk 
is  significantly  higher  Only  your  doctor  can  evaluate  your  risk  and  recommend 
treatment  plans  to  reduce  your  risk.  If  you  don't  know  vour  cholesterol  level  or 
blood  pressure,  ask  your  doctor  if  your  levels  should  be  checked. 

Provided  as  an  educational  service  from  Bristol-Myers  Squibb  Companv. 


American  Heart 
Association 


Fighting  Heart  Disease 
and  Stroke 


PRyWACHOL,  in  combination  with  diet,  is 
proven  to  reduce  the  risk  of  a  first  heart 
attack,  reduce  the  risk  of  death  from 
heart  disease,  and  reduce  the  need  for 
sursjery  to  clear  blocked  coronarv 


arteries  (such  as  bypass  or  angioplasty) 
based  on  a  landmark  study  including 
over  6,500  males  with  high  cholesterol 
and  no  evidence  of  heart  disease. 
Because  Pravachcjl  is  a  prescription 


drug,  you  should  ask  your  doctor  or 
healthcare  professional  if  Pravachol  is 
right  for  you.  Some  mild  side  effects, 
such  as  slight  rash  or  stomach  upset, 
occur  in  about  2-4%  of  patients. 
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PB^CHOL 


Proven  to  help  prevent 
first  heart  attacks  in  people 
with  high  cholesterol. 


AVACHOL  is  the  only  cholesterol- 

wering  drug  of  its  kind  proven  to 

Ip  prevent  first  heart  attacks.  And  the 

im  fact  is,  up  to  33  %  of  people  do  not 
rvive  their  first  heart  attack.  Improving 
ur  diet  and  exercise  is  an  important 
st  step,  but  may  not  be  enough.  So  ask 


your  doctor  about  Pravachol.  It  reduces 
the  risk  of  a  first  heart  attack  and  the  need 
for  surgery  to  clear  blocked  coronary 
arteries.  Pravachol  has  been  prescribed 
by  doctors  for  millions  of  men  and 
women  worldwide.  It  could  help  you  live 
a  longer,  healthier  life. 


PB»CHX 

pravastatin  sodium  £1 


sk  your  doctor  if  PRAVACHOL  is  right  for  you.  Or  call 
800-PREVENT  for  information  on  first  Jieart  attack  prevciitio}i 
:luding  a  free  brochure  from  the  American  Heart  Association, 
s  all  provided  by  Bristol-Myers  Squibb. 


it  our  Web  site  at  www.pravachol.com 

AVACHOL  should  not  be  taken  by  blood  tests  to  check  your  liver  function 

imen  who  are  pregnant  or  nursing,  before  and  during  treatment  with 

ople  who  are  allergic  to  any  of  its  Pravachol.  Muscle  pain  or  weakness 

^edients  or  by  anyone  with  liver  could  be  a  sign  of  a  rare  but  serious  side 

;ease.  Your  doctor  may  perform  simple  effect  and  should  be  reported  to  your 


Proven  to  help  prevent 
first  heart  attacks. 

doctor  right  away.  Be  sure  your  doctor 
knows  about  other  medications  you  may 
be  taking  in  order  to  avoid  any  possible 
serious  drug  interactions.  Please  see 
important  information  on  the  next  page. 


PRAVACHOL® 

Pravaslatin  Sodium  Tablets 

CONTRAINDICATIONS:  Hypefsensitiuity  to  any  component  of  this  medication.  Active  liver  disease  or  unexplained,  persistent 
elevations  in  liver  function  tesls  (see  WARNINGS)  Pregnancy  and  lactation  Atherosclerosis  is  a  chronic  process  and 
discontinuation  of  lipid-lovi/ering  drugs  during  pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  of 
primary  hypercholesterolemia  Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential  components  for  fetal 
development  (including  synthesis  of  steroids  and  cell  memtiranes)  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
synthesis  and  possibly  the  synthesis  of  other  biologically  active  substances  derived  from  cholesterol,  they  may  cause  fetal  harm 
when  administered  to  pregnant  women  Therefore,  HMG-CoA  reductase  inhibitors  are  conlraindicated  during  pregnancy  and  in 
nursing  mothers  Pravastatin  should  be  administered  to  women  of  childbearing  age  only  when  such  patients  are  highly 
unlikely  to  conceive  and  have  been  inlormed  of  the  potential  hazards.  If  the  patient  becomes  pregnant  while  taking  this 
class  ot  drug,  Ifieiapy  should  be  discontinued  and  the  patienl  appiised  ol  the  potential  hazard  to  the  fetus. 
WARNINGS:  Liver  Enzymes:  HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowering  therapies,  have  been  associated 
with  biochemical  abnormalities  ot  liver  function  Increases  of  serum  transaminase  (ALT  AST)  values  to  more  than  3  times  the 
upper  limit  of  normal  occurring  on  2  or  more  (not  necessanly  sequential)  occasions  have  been  reported  in  1  3%  of  patients 
treated  with  pravastatin  m  the  US  over  an  average  period  of  18  months  These  abnormalities  wete  not  associated  with 
cholestasis  and  did  not  appear  to  be  related  to  treatment  duration  In  those  patients  in  whom  these  abnormalities  were  believed 
I  to  be  related  to  piavastatin  and  who  were  discontinued  from  therapy,  the  transaminase  levels  usually  tell  slowly  to  pretrealment 
;  levels  These  biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia,  weakness, 
and/oi  abdominal  pain  may  also  be  present  in  rare  patients  In  the  largest  long-term  placebo-controlled  clinical  trial  with 
pravastatin  (Pravastatin  Primary  Prevention  Study.  See  Clinical  Pharmacology),  the  overall  incidence  of  AST  and/or  ALT 
elevations  to  greater  than  three  times  the  upper  limil  of  noimal  was  1  05%  in  the  pravastatin  group  as  compared  to  0  75%  in 
'  the  placebo  group  One  (0  03%)  pravastatin-trealed  patienl  and  2  (0  06%)  placebo-treated  patients  were  discontinued  because 
of  transaminase  elevations  Of  the  patients  with  normal  liver  function  at  week  12,  three  of  2875  treated  with  pravastatin 
(0  1 0%)  and  one  ol  the  291 9  placebo  patients  (0  03%)  had  elevations  ol  AST  greater  than  three  times  the  upper  limit  of  normal 
on  two  consecutive  measurements  and/or  discontinued  due  to  elevations  in  transaminase  \eve\s  during  the  4  8  years  (median 
treatment)  of  the  study  It  is  recommended  that  liver  function  tests  be  performed  prior  to  and  at  12  weeks  following 
initiation  ol  therapy  or  the  elevation  ol  dose.  Patients  who  develop  increased  transaminase  levels  or  signs  and  symptoms 
of  liver  disease  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the  finding  and  be  lollowed  thereafter 
with  frequent  liver  function  tests  until  the  abnorma)ity(ies)  return  to  normal  Should  an  increase  in  AST  or  ALT  of  three  times  the 
upper  limit  of  normal  or  greater  persist,  withdrawal  of  pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained 
transaminase  elevations  are  contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be 
exercised  when  pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see  CLINICAL 
PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closeiy  monitored,  started  at  the  lower  end  of 
the  feoomnienrJed  dosmg  range,  and  titrated  lo  the  desired  therapeutic  effect  Skeletal  Muscle:  Rare  cases  of 
rhabdomyolysis  with  acute  renal  failure  secondary  to  myoglobinuria  have  been  reported  with  pravastatin  and  other 
drugs  in  this  class.  Uncomplicated  myalgia  has  also  been  reported  in  pravastalm-trealed  patienls  isee  ADVERSE 
REACTIONS)  Myopathy,  defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  in  creatine 
phosptiokinase  (CPK)  values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  (<  0  1%)  in  pravastatin  clinical  trials 
Myopathy  should  be  considered  in  any  patient  with  difluse  myalgias,  muscle  tenderness  or  weakness,  and/or  marked  elevation 
of  CPK  Patients  should  be  advised  to  report  prnmptly  unexplained  muscle  pam,  tenderness  or  weakness,  particularly  if 
accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued  if  markedly  elevated  CPK  levels  occur  or 
myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy  should  also  be  temporarily  withheld  in  any  patient 
experiencing  an  acute  or  serious  condition  predisposing  to  the  development  of  renal  bilure  secondary  to 
rhabdomyolysis,  e.g.,  sepsis;  hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte 
disorders;  or  uncontrolled  epilepsy.  The  risk  ol  myopathy  during  treatment  with  another  HMG-CoA  leductase  mhibitoi  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosponne,  niacin,  or  titrates  However,  neither  myopathy  nor 
significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  ol  100  post-transplant  patients  (24 
renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin  10-40  mg  and  cyclosponne  Some  ol  these 
patients  also  received  other  concomitant  immunosuppressive  therapies  In  one  single-dose  study,  pravastatin  levels  were  found 
to  be  increased  m  cardiac  transplant  patients  receiving  cyclosponne  Further,  in  clinical  tnals  involving  small  numbers  ot 
patients  who  were  treated  concurrently  with  pravastatin  and  niacin,  there  were  no  reports  ot  myopathy  Also,  myopathy  was  not 
reported  in  a  trial  of  combination  pravastatin  (40  mg/day)  and  gemfibrozil  [1200  mg/day),  although  4  of  75  patients  on  the 
combination  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo  There  was  a  trend  toward  more 
frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  in  the  group  receiuing  combined  treatment 
as  compared  with  the  groups  receiving  placebo,  gemfibrozil,  or  pravastatin  monotherapy  r\.>-<^  PRECAUTIONS:  Drug 
Interactions)  The  use  of  fibrates  alone  may  occasionally  be  associated  with  myopathy  The  combined  use  of 
pravastatin  and  fibrates  should  be  avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  lo  outweigh 
the  increased  risk  of  this  drug  combination. 

PRECAUTIONS:  General:  Pravastatin  may  elevate  creatinine  phosphokmase  and  transaminase  levels  (see  ADVERSE 
REACTIONS!  This  Should  be  considered  m  the  differential  diagnosis  of  chest  pain  in  a  patienl  on  therapy  with  pravastatin 
Homozygous  Familial  Hypercholesterolemia  Pravastatin  has  not  t)een  evaluated  in  patients  with  rare  homozygous  familial 
hypercholesterolemia  In  this  group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective 
because  the  patients  lack  functional  LDL  receptors  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine  clearance)  No  effect  was 
observed  on  the  pharmacokinetics  of  pravastatin  or  its  3a-hydroxy  isomeric  metabolite  (SQ  31,906)  A  small  increase  was  seen 
in  mean  AUC  values  and  half-lile  iV/.-)  tor  the  inactive  enzymatic  nng  hydroxylation  metabolite  (SO  31 .945)  Given  this  small 
sample  size,  the  dosage  administered,  and  the  degree  ot  individual  variability,  patients  with  renal  impairment  who  are  receiving 
pravastatin  should  be  closely  monitored  Information  for  Patients:  Patients  should  be  advised  to  report  promptly  unexplained 
muscle  pain,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Drug  Interactions:  Immunosuppressive 
Drugs.  Gemfibrozil.  Niacin  (Nicotinic  Acid).  Eryttiromycin  See  WARNINGS:  Skeletal  Muscle  Antipyrine  Since  concomitant 
administration  ol  pravastatin  had  no  effect  on  the  clearance  of  antipyrine,  interactions  with  other  drugs  metabolized  via  the 
same  hepatic  cytochrome  isozymes  are  not  expected  CtJolestyramme/Colestipol  Concomitant  administration  resulted  in  an 
approximately  40  to  50%  decrease  in  the  mean  AUC  of  pravaslatin  However,  when  pravaslatin  was  administered  1  hour  before 
or  4  hours  after  cholestyramine  or  I  hour  before  colestipol  and  a  standard  meal,  there  was  no  clinically  significant  decrease  in 
bioavailability  or  therapeutic  effect  (See  DOSAGE  AND  ADMINISTRATION:  Concomitant  Therapy  )  Warfarin  In  a  study 
involving  10  healthy  male  subiects  given  pravastatin  and  warfarin  concomitantly  for  6  days,  bioavailability  parameters  at  steady 
state  for  pravaslatin  (parent  compound)  were  not  altered  Pravastatin  did  not  alter  the  plasma  protein-binding  of  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its  anticoagulant  action 
(I  e  ,  no  increase  was  seen  in  mean  prothrombin  time  alter  6  days  of  concomitant  therapy)  However,  bleeding  and  extreme 
prolongation  of  prothrombin  time  has  been  reported  with  another  drug  in  this  class  Patients  receiving  warfarin-type 
anticoagulants  should  have  their  prothrombin  times  closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin 
is  changed  Cimelidine  The  AUC*.  1. 1.  lor  pravaslatin  when  given  with  cimetidine  was  not  significantly  different  from  the  AUC 
for  pravastatin  when  given  alone  A  significant  difference  was  observed  between  the  AUC's  lor  pravastatin  when  given  with 
cimelidine  compared  to  when  administered  with  antacid  Digoxm  In  a  crossover  tnal  involving  1 8  healthy  male  subiects  given 
pravastatin  and  digoxin  concurrently  tor  9  days,  the  bioavailability  parameters  of  digoxin  were  not  affected  The  AUC  of 
pravastatin  tended  to  increase,  but  the  overall  bioavailability  ol  pravastatin  plus  its  metabolites  SQ  31 ,906  and  SQ  31 ,945  was 
not  altered  Cyclosponne  Some  investigators  have  measured  cyclosponne  levels  in  patients  on  pravastatin,  and  to  date,  these 
results  indicate  no  clinically  meanmgful  elevations  m  cyclosponne  levels  In  one  single-dose  study,  pravastatin  levels  were 
found  to  be  increased  in  cardiac  transplant  patients  receiving  cyclosponne  Gemfibrozil  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  ot  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease  in  urinary  excretion 
and  protein  binding  of  pravastatin  In  addition,  there  was  a  significant  increase  in  AUC,  Cmax,  and  Tmax  for  the  pravastatin 
metabolite  SO  31,906  Combination  Iherapy  with  pravastatin  and  gemfibrozil  is  generally  not  recommended  In  interaction 
studies  with  aspirin,  antacids  {]  hour  prior  to  PRAVACHQL),  cimetidine.  nicotinic  acid,  or  probucol.  no  statistically  significant 
differences  in  bioavailability  were  seen  when  PRAVACHOL  (pravastatin  sodium)  was  administered  Ottier  Drugs  During  clinical 
Inals,  no  noticeable  drug  interactions  were  reported  when  PRAVACHQL  was  added  to  diuretics,  antihypertensives,  digitalis,  ACE 
inhibitors,  calcium  channel  blockers,  beta-blockers,  or  nitroglycerin  Endocrine  Function:  HMG-CoA  reductase  inhibitors 
interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels  and,  as  such,  might  ttieoretically  blunt  adrenal  or 
gonadal  steroid  hormone  production  Results  of  clinical  trials  with  pravastatin  in  males  and  post- menopausal  females  were 
inconsistent  with  regard  to  possible  effects  of  the  drug  on  basal  steroid  hormone  levels  In  a  study  of  21  males,  the  mean 
testosterone  response  to  human  chorionic  gonadotropin  was  signilicantly  reduced  (p-r  0  004)  after  16  weeks  of  treatment  with 
■10  mg  of  pravastatin  However,  the  percentage  of  patients  showing  a  ^  50%  rise  in  plasma  testosterone  after  human  chononic 
jonadotropin  stimulation  did  not  change  significantly  afler  therapy  in  these  patients  The  effects  of  HMG-CoA  reductase 
inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adequate  numbers  of  patients  The  effects,  it  any.  of 
liravastalin  on  the  pituitary-gonadal  axis  in  pre-menopausal  lemales  are  unknown  Patients  treated  with  pravastatin  who 
display  clinical  evidence  of  endocrine  dysfunction  should  be  evaluated  appropriately  Caution  should  also  be  exercised  it  an 
HMG-CoA  reductase  inhibitor  or  other  agent  used  to  lower  cholesterol  levels  is  administered  to  patients  also  receiving  other 
drugs  (e  g  ,  ketoconazole,  spironolactone,  cimetidine)  that  may  dimmish  the  levels  or  activity  ol  steroid  tiormones  CNS  Toxicity: 
CNS  vascular  lesions,  characterized  by  perivascular  hemorrhage  and  edema  and  mononuclear  cell  infiltration  of  perivascular 
spaces,  were  seen  in  dogs  treated  with  pravastatin  at  a  dose  ol  25  mg/kg/day,  a  dose  that  produced  a  plasma  drug  level  about 
50  times  higher  lhan  the  mean  drug  level  in  humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  been  observed  with 
several  other  drugs  in  this  class  A  chemically  similar  drug  in  this  class  produced  optic  nerve  degeneration  (Wallerian 
degeneration  ot  retmogeniculate  fibers)  in  clinically  normal  dogs  m  a  dose-dependent  fashion  starting  at  60  mg/kg/day,  a  dose 
that  produced  mean  plasma  drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans  taking  the  highest 
recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity)  This  same  drug  also  produced  veshbulocochlear 
Wall^rian-Iikf  degeneration  and  retinal  ganglion  cell  rhromatolvsis  in  dogs  treated  tor  1 4  weeks  at  1 80  mg/kg/day,  a  dose 
whicli  ff:5i.illi'd  m  a  me?n  plni,m.:i  drug  leui^l  siniil-ir  to  that  seen  with  tiie  60  mq/kg/day  dose  Carcinogenesis,  Mutagenesis, 


Impairment  of  Fertility:  In  a  2-year  study  m  rats  fed  pravastatin  at  doses  of  1 0, 30,  or  1 00  mg/kg  body  weight,  there  v. 
increased  incidence  of  hepatocellular  carcinomas  in  males  at  the  highest  dose  (p  <  0  01 )  Although  rats  were  given  up  i 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  10  times  higher  than  ■ 
measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administration  of  10, 30,  or  100  mg/kg  (produ 
plasma  drug  levels  approximately  0  5  to  5  0  times  the  human  drug  levels  at  40  mg)  of  pravastatin  to  mice  for  22  moi 
resulted  in  a  statistically  significant  increase  in  the  incidence  of  malignant  lymphomas  in  treated  females  when  all  treatn 
groups  were  pooled  and  compared  to  controls  (p  --.  0  05)  The  incidence  was  not  dose-related  and  male  mice  were  not  afler 
A  chemically  similar  drug  in  this  class  was  administered  to  mice  for  72  weeks  at  25, 100,  and  400  mg/kg  body  weight,  w. 
resulted  in  mean  serum  drug  levels  approximately  3, 15,  and  33  times  higher  than  the  mean  human  serum  drug  concentra 
(as  total  inhibitory  activity)  after  a  40  mg  oral  dose  Liver  carcinomas  were  significantly  increased  in  high-dose  females 
mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  percent  in  males  The  incidence  of  adenomas  of  the  liver 
signilicantly  increased  in  mid-  and  high-dose  females  Drug  treatment  also  signilicantly  increased  the  incidence  of 
adenomas  in  mid-  and  high-dose  males  and  females  Adenomas  of  the  eye  Harderian  gland  (a  gland  of  the  eye  ot  rodentsi  v 
significantly  higher  in  high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  without 
liver  metabolic  activation,  in  the  following  studies  microbial  mutagen  tests,  using  mutant  strains  ol  Salmonella  typtiimuriuii 
Esctierichia  coir,  a  forward  mutation  assay  in  L51 78Y  TK  +/-  mouse  lymphoma  cells,  a  chromosomal  aberration  test  in  hairJ , 
cells;  and  a  gene  conversion  assay  using  Sacctiaromyces  cerevisiae  In  addition,  there  was  no  evidence  of  mutagenicij 
either  a  dominant  lethal  test  in  mice  or  a  micronucleus  test  in  mice  In  a  study  in  rats,  with  daily  doses  up  to  500  mg 
pravastatin  did  not  produce  any  adverse  elfects  on  fertility  or  general  reproductive  performance  However,  in  a  study  | 
another  HMG-CoA  reductase  inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg/kg  body  wei 
although  this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administered  for  1 1  weeks] 
entire  cycle  of  spermatogenesis,  including  epididymal  maturation)  In  rats  treated  with  this  same  reductase  inhibitor  at  I 
mg/kg/day.  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatogenic  epithelium)  was  observed.  Although  not  s, 
with  pravastatin,  h«o  similar  drugs  in  this  class  caused  drug-related  testicular  atrophy,  decreased  spermatogent ' 
spermatocytic  degeneration,  and  giant  cell  formation  in  dogs  The  clinical  significance  of  these  findings  is  unclear  Pregna 
Pregnancy  Category  X.  See  CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established.  Pravastatin  wa; ' 
teratogenic  in  rats  at  doses  up  to  J  000  mg/kg  daily  or  in  rabbits  at  doses  ol  up  to  50  mg/kg  daily.  These  doses  resulted  m 
(rabbit)  or  240x  (rat)  the  human  exposure  based  on  surface  area  (mg/meler  ■')  However,  in  studies  with  another  HWr, 
reductase  inhibitor,  skeletal  malformations  were  observed  in  rats  and  mice  There  has  been  one  report  of  severe  cono' 
bony  deformity,  tracheo-esophageal  fistula,  and  anal  atresia  (Vater  association)  tn  a  baby  born  to  a  woman  who  took  ao.^ 
HMG-CoA  reductase  inhibitor  with  dextroamphetamine  sulfate  during  the  first  trimester  of  pregnancy  PRAVACHOL  (pravas 
sodium)  should  be  administered  to  women  of  child-beanng  potential  only  when  such  patients  are  highly  unlikely  to  cone 
and  have  been  informed  ot  the  potential  hazards.  II  the  woman  becomes  pregnant  while  taking  PRAVACHOL  (pravasi 
sodium).  It  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  hazards  to  the  fetus  Nursing  Mother 
small  amount  ot  pravastatin  is  excreted  in  human  breast  milk  Because  of  the  poteniial  for  serious  adverse  reactions  in  nur 
infants,  women  taking  PRAVACHOL  should  not  nurse  (see  CONTRAINDICATIONS)  Pediatric  Use:  Safety  and  effectivene; 
individuals  less  than  1 8  years  old  have  not  been  established  Hence,  treatment  in  patients  less  than  1 8  years  old  is  ■ 
recommended  at  this  time 

ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated;  adverse  reactions  have  usually  been  mild  and  transient  l 
month  long  placebo-controlled  trials,  1  7%  of  pravastatin-trealed  patients  and  1  2%  ol  placebo-treated  patients  v  ■ 
discontinued  from  treatment  because  of  adverse  expenences  attributed  to  study  drug  therapy:  this  difference  was 
statishcally  sigmticant  in  long-term  studies,  the  most  common  reasons  for  discontinuation  were  asymptomatic  se 
transaminase  increases  and  mild,  non-specific  gastrointestinal  complaints.  During  clinical  trials  the  overall  incidence  ot  adv 
events  in  the  elderly  was  not  different  from  the  incidence  observed  in  younger  patients  Adverse  Clinical  Events:  All  adv 
clinical  events  (regardless  of  attribution)  reported  in  more  lhan  2%  of  pravastatin-trealed  patients  in  the  placebo-contrt 
trials  are  identilied  in  the  table  below,  also  shown  are  the  percentages  of  patients  in  whom  these  medical  events  were  belit 
to  be  related  or  possibly  related  to  the  drug 


All  Events 

Events  Attributed 

to  Study  Drug 

Body  System/Eyent 

Pravastatin 

Placebo 

Pravastatin 

Placebo 

(N  =  900) 

(N  -  411) 

(N  =  900) 

(N  =  411) 

% 

% 

% 

% 

Cardiovascular 

CaicJiac  Chest  Pain 

40 

34 

01 

00 

Dermaloloqic  Rash 

4  0- 

1  1 

1  3 

09 

Gastrointestinal 

NauseaA/omiting 

73 

7  1 

29 

34 

Diarrhea 

62 

56 

20 

1,9 

Abctominal  Pain 

54 

69 

20 

3.9 

Constipation 

40 

7  1 

24 

51 

Flatulence 

33 

36 

27 

3.4 

Heartburn 

29 

1  9 

20 

0,7 

General 

Fatigue 

3  8 

3.4 

1.9 

10 

Chest  Pain 

37 

)  9 

03 

02 

Intluenza 

2  4- 

07 

00 

00 

Musculoskeletal 

Localized  Pain 

100 

90 

1  4 

15 

Myalgia 

27 

10 

06 

00 

Nervous  System 

Headache 

62 

39 

1  T 

02 

Dizziness 

33 

32 

1  0 

05 

Renal/Genitoutinary 

Urinary  Abnormality 

24 

29 

07 

12 

Respiratory 

Common  Cold 

7  0 

63 

00 

00 

Rhinitis 

40 

4  1 

0  1 

n  0 

Cough 

26 

1  7 

0  1 

0  0 

'Statistically  signilicantly  difterenl  from  placebo 


In  the  Pravastatin  Primary  Prevention  Study  (West  ol  Scotland  Coronary  Prevention  Study)  (see  CLINICAL  PHARMACOL! 
Clinical  Studies)  involving  6595  patients  treated  with  PRAVACHOL  (pravristatin  sodium}  (N  =  3302}  or  placebo  (n  =  329:i 
adverse  event  profile  m  the  pravastatin  group  was  comparable  to  that  ol  the  placebo  group  over  the  median  4  8  years " 
study  The  following  effects  have  been  reported  with  drugs  in  this  class,  not  ail  the  effects  listed  below  have  necessarily  i 
associated  with  pravastatin  therapy  Skeletal  myopathy,  rhabdomyolysis,  arthralgia  Neurological  dysfunction  of  certain  cr 
nerves  (including  alteration  of  taste,  impairment  of  extra-ocular  movement,  facial  paresis),  tremor,  vertigo,  memory  i 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression  Hypersensitivity  Reaction.  ■ 
apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  more  ot  the  following  teat' 
anaphylaxis,  angioedema,  lupus  erythematous-like  syndrome,  polymyalgia  rheumatica,  dermatomyositis,  vasculitis,  pure 
thrombocytopenia,  leukopenia,  hemolytic  anemia,  positive  ANA,  ESR  increase,  eosmophilia,  arthritis,  arthralgia,  urtic 
asthenia,  photosensitivity,  fever,  chills,  flushing,  malaise,  dyspnea,  loxic  epidermal  necrolysis,  erythema  multitorme,  inclu 
Stevens-Johnson  syndrome  Gastrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  jauni 
fatlv  change  in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma,  anorexia,  vomiting  Skin  alopi 
pruritus  A  vanety  of  skin  changes  (e  g  ,  nodules,  discoloration,  dryness  of  skin/mucous  membranes,  changes  to  hair/nails) ' 
been  reported  Reproductive  gynecomastia,  loss  of  libido,  erectile  dysfunction  Eye  progression  of  cataracts  (lens  opacii 
ophthalmoplegia  Laboratory  Abnormalities  elevated  transaminases,  alkaline  phosphatase,  and  bilirubin,  thyroid  fun' 
abnormalities  Laboratory  Test  Abnormalities:  Increases  in  serum  transaminase  (ALT,  AST)  values  and  CPK  have  t 
observed  (see  WARNINGS)  Transient,  asymptomatic  eosmophilia  has  been  reported  Eosinophil  counts  usually  relurru 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  have  been  reported  with  HM^j-CoA  redur 
inhibitors  Concomitant  Therapy:  Pravastatin  has  been  administered  concurrently  with  cholestyramine,  colestipol,  men 
acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  that  the  addition  ol  either  probucol  or  gemfibrozil  to  therapy 
lovastatin  or  pravastatin  is  not  associated  with  greater  reduction  in  LDL-choleslerol  than  that  achieved  with  lovastat 
pravastatin  alone  No  adverse  reactions  unique  to  the  combination  or  in  addition  to  those  previously  reported  for  each 
alone  have  been  reported  Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  ani 
HMG-CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  erythromycin,  or ' 
lowering  doses  ol  nicotinic  acid  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  and  these  agents  is  generali\ 
recommended  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS:  Drug  Interactions  ) 
OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastatin,  both  of  which  were  asymptomati'. 
not  associated  with  clinical  laboratory  abnormalities  If  an  overdose  occurs,  it^hould  be  treated  symptomatically  and  suppo 
measures  should  be  instituted  as  required 

CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription. 
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AS  DISNEY  BECOME 
HE  FORBIDDEN  STUDIO? 

(ed  by  a  Tibet  film,  Beijing  freezes  the  giant's  new  projects 


was  the  kind  of  publicity  Walt  Dis- 
ley  Co.  never  wanted.  When  the 
Hollywood  giant  decided  last  year  to 
duce  and  distribute  Kundun,  a  film 
the  Dalai  Lama,  the  Tibetan  spiritu- 
eader,  Beijing  officials  erupted,  furi- 

that  foreigners  were  pubhcizing  the 
.se  of  Tibet. 

ifet  Disney  stuck  with  the  project, 
ich  superagent  Michael  Ovitz  acquu-ed 
the  company  in  his  short,  disastrous 
ure  as  Disney  president.  Now,  the 
ent  of  the  retribution  is  becoming 
ir:  a  ban  on  new  Disney  ventures  in 
ina,  the  world's  biggest  undeveloped 
dia  market.  Disney  "has  indicated  a 
i  of  respect  for  Chinese  sovereignty," 
■s  Yang  Buting,  a  vice-director  of  the 
tiistry  of  Radio,  Film  &  Television. 
3cause  of  this,  we  are  thinking  over 
'  business  with  Disney." 
Shilling  comments.  The  propaganda 
jartment  of  the  Communist  Party's 
ntral  Committee  is  so  angiy  that  Dis- 
main  projects  in  China  ai'e  "fi-ozen," 
's  an  industry  analyst.  The  company 
;  a  few  ventm-es  up  and  iimning.  But 
;ney  wants  greater  access  for  the  Dis- 


ney Channel  thi'ough  cable  TV:  Cliina's 
fledgling  TV  market  is  ah'eady  generating 
$4  billion  a  year  in  advertising  revenues. 
Those  efforts  ai-e  going  nowhere,  industiy 
soiu-ces  say.  Sources  also  say  the  Chi- 
nese are  not  releasing  new  Disney  films 
and  that  the  company  has  not  landed  a 
chstribution  deal  for  its  videotapes. 


RETRIBUTION 


MOUSEKETEER:  Beijing  is 
refusing  to  release  new 
Disney  movies  and  videos 

signing  on.  But  such  efforts 
"take  time,"  says  Maria  Miu, 
a  Disney  executive  in  Hong 
Kong. 

The  uproar  could  also  af- 
fect Sony  Corp.'s  picture- 
maldng  division.  Sony  is  dis- 
triljuting  another  film.  Seven 
Yea)'s  in  Tibet,  starring 
Brad  Pitt.  "The  company  is 
expecting  some  difficulties," 
says  an  industry  analyst 
based  in  China.  Sources  say 
Sony  is  concerned  but  hopes 
the  film's  adventui'e  theme 
will  not  be  as  controversial 
as  Disney's  Kiindnn. 
TOO  "DEFIAin"?  Even  in  the 
best  of  times.  Western  en- 
tertainment giants  face  ma- 
jor hurdles  in  China,  from 
copyiight  infiingement  to  re- 
sistance from  the  communist 
bureaucracy.  It  took  Children's  Televi- 
sion Workshop  more  than  two  years  to 
negotiate  its  Shanghai-produced  version 
of  Sesame  Street.  And  China's  recent 
promotion  of  its  "spu-itual  civilization"  is 
partly  aimed  at  protecting  local  indus- 
tries from  Hollywood  and  other  West- 
ern influences. 

But  Disney  appears  to  be  in  the 
hottest  water  of  all.  Disney  "should  not 
have  been  so  defiant"  on  a  film  China 
considers  "taboo,"  says  one  seasoned 
Asian  TV  executive,  arguing  that  the 
company  could  have  showii  more  sensi- 
tivity. "They  just  don't  know  how  to 
approach  the  Chinese."  For  now,  the 
exact  release  date  for  Kundun  has  not 
been  set.  And,  informed  sources  say, 
Disney  officials  are  not  expecting  a  thaw 


Plans  to  expand  TV  access  for 
the  Disney  Channel  and  the  China  Disney  Club 
are  going  nowhere.  Meanwhile,  Sony's  upcoming 
Tibet  movie  could  land  it  in  hot  water,  too 


Disney  officials  are  playing  it  cool. 
"We  continue  to  do  business  in  China," 
says  spokesman  John  Dreyer.  "The  Chi- 
nese government  has  expressed  their 
concerns  about  Kmidun"  he  adds.  "We 
continue  to  talk  with  them."  The  com- 
pany also  points  out  that  12  TV  stations 
cany  the  China  Disney  Club,  a  family 
show  launched  in  1995.  Disney  says  it  is 
talking  with  provincial  TV  stations  about 


imtil  the  fihri  flap  is  over,  which  they  fig- 
ure will  be  in  the  fii'st  half  of  1998  at 
the  earliest.  Even  that  scenario  may  be 
wishing  on  a  star. 

Bij  Joyce  Barnathan  in  Hong  Kong, 
with  Matt  Miller  in  Shanghai  and  Dex- 
ter Roberts  in  Beijing 


An  interview  with  Disney  Chairman 
D.  Eisner  appears  on  page  73. 
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Applications 
f~  StaitUp 


Microsoft  V/ord 
Microsoft  Excel 
^■1  Microsoft  Outlnok 
Microsoft  Publisher 
Internet  Explorer 
Automap  Streets  Plus 


Small  Business  Financial  Manage 


I 


i  'm  wntin(i  to  confirm  . 

poosisle—^Ml  we're  coirai<l 

You  sho^lld  4lso  kooiv  thal||i 
repcirta  h/ivp  brci^il  to  Ii^lfi 

Items 

1 

Prriducf 

Lost  of  Sale 

House  Special  Blend 
Kenyan  Blend 
Costa  Rican  Blend 
Decaf  French  Roast 

$499,1 38 
J399.031 
$288,392 
$359,090 

Microsoft  Office  97 

knows  where 

(Also,  where  you're  going,  how  to  get  there,  what 


C.1997  Microsoft  Corporation.  All  rights  reserved. 

Microsoft.  Automap  and  Where  do  vou  want  to  go  todav'^  are  registered  trademarks  and  Outlook  is  a  trademark  of  Microsoft  Corporation. 


Lite    ▼  Find 


▼  View 


mm. 


svenue 


;hure 


Web  Site 


Postcard 


Label 


Business  Form 


Letterhead 


ii're  coming  from. 

lies  are  and  how  to  spell  ''rhythm.") 

'  new  Microsoft '  Office  97  Small  Business  Edition  Is  based  on  thousands  of  hours  of  interviews  with  small 
siness  owners;  we  heard  all  about  the  wide  variety  of  tasks  you  have  to  do  in  a  day— from  the  mundane 
:he  extraordinary— and  this  is  the  software  we  assembled  to  help  you.  It  starts  with  the  new  releases  of 
;rosoft  Excel  97  and  Word  h)  / .  and  adds  a  few  other  indispensable  applications,  bmdii  Business  Financidl 
nager,  for  example,  turns  raw  numbers  into  insightful  information  that  can  help  turn  a  cash  trickle  into  a 
)h  flow.  Publisher  97  will  help  you  create  professional-looking  brochures,  business  cards,  labels,  even  Web 
JS.  Microsoft  Internet  Explorer  3.0  helps  you  browse  the  Internet,  access  all  kinds  of  business  resources, 
im  up  new  contacts  and  re-establish  old  ones.  When  you  want  to  contact  your  contacts  in  person,  -\utomap 

Plus  will  give  you  a  detailed  map  of  how  to  get  there.  Finally,  Outlook  '  97  desktop  information  manager 
;anizes  your  e-mail,  your  schedule,  your  connections-basically,  your  life.  With  Microsoft  Office  97  Small 
Siness  Edition  taking  care  of  all  your  busy  work,  you  concentrate  on  other  things— like  making  your  small 
5iness  into  a  larger  one.  For  a  more  thorough  tour  of  Microsoft  Office  97  Small  Business  Edition,  just  visit 
'  Web  site  at  www.microsoft.com/office/sbe/. 


Where  do  you  want  to  go  today? '  www.microsoft.com/office/sbe/ 
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GERMANY 


A  BREAKTHROUGH 
IN  BAVARIA 

J.P.  Morgan  puts  together  a  model  banking  merger 


The  deal  was  a  long  time 
coining.  Local  wags  say 
the  two  Munich-based 
banks,  founded  in  the  19th 
century,  have  been  talking 
merger  almost  ever  since.  But 
the  agi'eement  finally  reached 
on  July  21  by  Bayerische 
Vereinsbank  and  Bayerische 
Hypotheken-  und  Weehsel- 
bank,  creating  a  $412  billion 
behemoth  second  in  Gei'many 
only  to  Deutsche  Bank,  looks 
as  if  it  was  worth  the  wait. 

Unusually  beneficial  to 
shareholders,  the  merger  in- 
volves a  rare  unraveling  of 
the  cross-shareholdings  that 
protect  many  Gemian  compa- 
nies from  outside  financial 
pressure.  At  the  same  time, 
the  deal  avoids  sevei'e  job 
losses  and  allows  sharehold- 
ers to  partially  escape  Ger- 
many's 50%-plus  capital-gains 
tax.  If  it  works,  it  could  be  a 
model  for  other  big  German 
financial  institutions,  which 
carry  huge  eciuity  invest- 
ments on  their  books  at  a 
fi'action  of  market  value. 
BIG  OBSTACLES.  Unloading 
such  holdings  would  free  up 
cash  to  earn  higher  retiums — 
or  buy  up  other  banks. 
"There's  no  question  that 
these  cross-shareholdings 
have  to  be  diminished,  given 
the  pi'essure  on  companies  to 
produce  higher  I'etums,"  says 
Walter  A.  Gubert,  head  of 
European  operations  at  J.  P. 
Morgan  &  Co.,  which  engi- 
neered the  merger.  Among 
the  candidates  to  sell  off 
assets  and  use  them  to  ac- 
quire smaller  rivals:  Deutsche 
Bank,  Dresdner  Bank,  and 
insurance  giant  Allianz. 
Deutsche,  Bank  Chief  E.xec- 
utive  Rolf  E.  Breuer  calls  the 
deal  a  potential  "coup"  if  it  works. 

The  Munich  merger  has  overcome  big 
obstacles.  With  40,200  employees,  the 
two  banks  ai'e  among  Bavaria's  biggest 
employers.  The  deal  also  pitted  two  fi- 


B4reR(5CH£ 
HYPOTHEKEN -UHD  WECHSEL-8AUK  AO 
UOHCHCH 


A  DEAL  DESIGNED  TO  PLEASE 


SHAREHOLDERS 


Vereinsbank  will  pay  for  part  of  Hypo-Bank 
with  19.3  million  Allianz  shares.  The  tax-free 
transaction  boosts  the  deal's  overall  value. 


ALLIANZ 


The  deal  diversifies  insurance  giant  Allianz' 
shareholder  base,  and  helps  guard  against  a 
takeover  by  archrival  Deutsche  Bank. 


POLITICIANS 


By  keeping  Frankfurt  banks  at  bay,  the  merger 
will  ensure  that  Munich  retains  its  financial 
clout — and  jobs. 


nancial  powerhouses  against  each  othei'. 
Deutsche  Bank  last  year  took  a  5.2% 
stake  in  Vei-einsbank,  a  move  analysts 
thought  signaled  an  eventual  takeover 
bid.  On  the  other  side  were  Deutsche 


EVERYONE  WINS: 

Wo)-kers  a) id 
sJiareholders 
come  out  ahead 


Bank  rival  Allianz  and  its  ally  Muiel 
Re,  which  have  minority  stakes  in  )fi 
Bavarian  banks.  They  wanted  to  enu- 
a  Deutsche  takeover  didn't  happen 

Enter  J.  R  Morgan.  Represenri; 
both  banks,  Morgan  spent  more  th  i 
year  reconciling  conflicting  intent 
One  key  to  the  deal's  success  w; 
two-tier  structure  that  benefited 
the  banks'  and  Allianz'  sharehok 
Vereinsbank  will  use  its  19.3  millioi 
lianz  shares  to  buy  the  first  45' 
Hypo-Bank.  Vereinsbank's  sell-off  o 
AlHanz  shares  is  unusual  in  Geim 
where  such  cross-holdings  were  i 
fairly  recently  not  even  disclosed,  "li 
fact  that  it  was  sold  and  the  benit 
distributed  to  shareholders  is  a 
breakthrough,"  says  Neil  Crowdt 
Goldman  Sachs  analyst  in  London. 

And  because  the  transaction  i 
shares,  under  German  law  Vereinsl 
is  exempt  from  t 
tal-gains  tax  on 
sale  of  its  All 
stock.  The  Verein; 

  fer  thus  makes 

deal  worth  subs 
tially  more  than  what  analysts  had 
pected.  Hypo,  Vereins,  and  All 
shares  all  soared  on  the  announceiri 
The  political  maneuvering  was  < 
cate,  too.  The  banks  had  to  reas: 
Bavarian  Prime  Minister  Edm 
Stoiber  that  it  would  be  a  "soft"  ( 
says  Uliich  Wilhelm,  Stoiber's  spo  :. 
man,  with  staff  cuts  coming  h-omh 
combined  banks'  normal  attritioi 
about  2,000  workers  per  year.  But 
big  selling  point  was  that  it  would  1 
the  banks  out  of  the  hands  of  Fr: 
furt-based  banks,  such  as  Deutsclii 
Dresdner.  "We  were  absolutely  in 
ested  in  not  having  a  bank  fi'om  out 
Munich  involved,"  Wilhelm  says. 

Given  these  exigencies,  the  mei 
won't  save  anything  like  what  a  I 
bank  merger  of  similar  size  would, 
principals  put  the  cost  savings  at  al 
$560  million  annually  after  five  yi 
or  about  12%  of  the  merged  institut 
total  costs.  Tliat's  about  half  the  avei 
in  the  U.  S.,  where  layoffs  cut  de< 
and  come  faster.  And  the  deal,  scl 
uled  to  be  completed  next  spring,  ci 
still  nm  into  trouble.  Vereinsbank's  ( 
executive,  Albrecht  Schmidt,  and  H; 
Bank  ceo  Eberhard  Martini  plan  to  ^ 
the  new  bank  jointly  at  fii'st — a  rep 
foi-  conflict. 

Nonetheless,  the  deal  represent 
coup  for  all  participants,  especiall; 
one  of  Europe's  most  liidebound  fina! 
markets.  German  competitors  are 
to  be  watching  the  outcome. 

Bij  Thane  Peterson  in  Frank 
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Global  shipping  is  just  the  beginning  of  what  we  deliver. 


Our  Global  Delivery  Services™ can  open  a  world  of  possihilities- 

from  giving  you  the  resources  to  reach  customers  in 
every  country  to  helping  speed  your  packages  through  customs. 
Ij  you  want  to  he  a  serious  player  in  the  global  marketplace, 
we're  just  the  partner  you  need. 
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IS  EUROPE  ELBOWING  THE  U.S. 
OUT  OF  SOUTH  AMERICA? 


The  U.  S.  has  long  regarded  South  Amei-ica  as  its  business 
backyard.  But  while  Congress  and  the  Clinton  Adminis- 
tration dither  over  moves  to  create  a  free-trade  bloc 
covering  the  hemisphere  by  2005,  the  European  Union  is 
barging  in  and  bolstering  its  economic  links  with  the  region. 

Europeans  have  won  many  of  the  top  privatization  deals 
since  the  early  1990s,  when  governments  in  South  America 
began  opening  their  markets.  Now,  they  are  swooping  into 
private-sector  businesses  from  banking  to  food.  "We  can't 
be  left  on  the  sidelines,"  frets  U.  S.  Commerce  Secretary 
WiUiam  M.  Daley. 

FREE-TRADE  FACTIONS.  While  Wash- 
ington is  focused  almost  exclusively 
on  the  2005  deadline  to  create  the 
Free  Trade  Area  of  the  Americas 
(FTAA),  the  EU  is  adopting  a  piecemeal 
approach  that  is  winning  ft'iends.  By 
1999,  the  EU  and  Mercosur,  led  by 
Brazil  and  Ai-gentina,  are  expected  to 
begin  talks  that  could  lead  to  a  free- 
trade  area.  The  U.  S.,  meanwhile, 
hasn't  yet  agreed  with  Latin  American 
nations  on  the  objectives,  structure, 
or  approach  of  the  ftaa  talks  sched- 
uled to  start  next  year. 

Europe  is  making  diplomatic  gains, 
too.  While  President  Bill  Clinton  will 
not  make  his  fo-st  trip  to  South  America  until  October,  Eu- 
ropean and  Latin  American  leaders  visit  each  other  often. 
French  President  Jacques  Chirac  and  Spanish  Premier  Jose 
Maria  Aznar  both  toured  the  region  this  year,  and  Argentine 
President  Carlos  Menem  went  to  Germany  in  May  and  in- 
vited German  companies  to  take  part  in  Argentina's  remain- 
ing privatizations. 

Chile,  for  one,  seems  close  to  throwing  in  the  towel  with 
Washington.  Its  bid  to  join  NAFTA  has  been  stalled  for  more 
than  two  years  while  Clinton  tries  to  get  fast-track  negoti- 
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IN  RIO:  Europe's  corporate  presence  is  huge 


ating  authority  ft-om  Congi-ess.  Fed  up  with  the  wait,  CI 
has  moved  closer  to  Europe  and  its  own  neighbors.  It 
now  joined  Mercosur  as  an  associate  member.  And  in  Junt 
started  formal  talks  on  a  separate  trade  deal  with  the  Ei 
Of  course,  the  U.  S.  is  still  Latin  America's  biggest  ove 
trade  and  investment  partner  because  of  Mexico's  na 
membership.  But  Europe  is  puUing  ahead  in  Mercosur,  wl 
excludes  Mexico.  Mercosur's  two-way  trade  with  the  EU 
taled  $43  billion  in  1995,  vs.  $29  billion  with  the  U.  S. 

Europe  is  winning  the  race  for  megabuck  contracts  to 
build  South  America's  infr"astmctui-e.  Spain's  Telefonica  de 
paha,  for  example,  has  spent  $5 
lion  buying  telephone  companie.'^ 
Brazil,  Chile,  Peru,  and  Argenti 
where  France  Telecom  and  ste'i 
Italy  are  active,  too.  France's  E 
tricite  de  France  and  Lyonnaise 
Eaux  have  taken  over  state-owi 
utilities.  And  Spanish  energy  comp 
Endesa  owns  electric  companies  in 
gentina  and  Peru. 
SUPERMARKETS.  In  some  counti' 
Europeans  have  built  enormous  pc 
bases  in  the  coiporate  sector.  In  Br; 
South  America's  biggest  market 
far,  7  of  the  10  largest  private  con 
nies  are  European-owned,  while 
two  are  controlled  by  Americans.  Europeans  dominate  h 
swaths  of  the  economy,  from  auto  makers  Volkswagen 
Fiat  to  French  supermarket  chain  Carrefour  and  An; 
Dutch  personal-care  products  gi'oup  Gessy  Lever 

Not  everything  between  the  EU  and  Latin  Americ; 
hunky-dory.  Brazil,  for  example,  is  complaining  about  Ei 
pean  barriers  to  its  coffee  exports.  But  the  EU  has 
enough  groundwork  to  protect  its  interests  if  the  U.  S. 
South  America  ever  succeed  in  setting  up  a  trade  bloc. 

By  Ian  Katz  in  Sao  Poi: 


GLOBAL  WRAPUP 


MOSCOW  POWER  STRUGGLES 

►  A  vicious  power  struggle  is  raging 
in  Moscow  among  bankers,  business- 
men, and  reform  politicians  who 
backed  Boris  Yeltsin's  reelection  bid 
last  year.  With  the  threat  of  a  commu- 
nist resurgence — the  glue  that  bound 
them  together — gone,  they  are  at 
each  others'  throats  fighting  for  polit- 
ical and  financial  power. 

The  conflict  is  turning  violent.  On 
July  21,  a  shot  was  fii  ed  into  the  home 
of  Central  Bank  Chairman  Sergei  Du- 
binin. No  one  was  injured.  Earlier  this 


month,  Dubinin  accused  former 
Deputy  Finance  Minister  Andrei  Vav- 
ilov  and  major  banks  of  mishandling 
over  $500  million  in  government  funds. 
Vavilov,  an  ally  of  Prime  Minister  Vik- 
tor S.  Chernomyrdin,  was  bounced 
from  his  post  by  reformer  Anatoly  B. 
Chubais.  He  quickly  found  a  job  with 
MFK  Bank,  a  unit  of  Oneximbank. 

Moscow  insiders  read  the  probe  into 
Vavilov  as  an  attack  on  Oneximbank 
and  former  First  Deputy  Prime  Minis- 
ter Vladimir  Potanin,  who  now  nans  it. 
Other  financial  bigwigs,  notably  Securi- 
ty Council  Deputy  Secretary  Boris 


Berezovsky,  want  to  clip  Potanin's 
wings  and  stymie  his  acquisition  binj. 
Oneximbank  is  locked  in  battle  with 
val  groups  for  control  of  both  Rosne 
the  last  big  oil  company  to  be  priva- 
tized, and  Svyazinvest,  a  telecom  out 
whose  holdings  include  a  38%  stake 
long-distance  can-ier  Rostelecom. 

Meanwhile,  Potanin  seems  to  havt 
lost  the  protection  of  Chubais,  who  i 
mainly  preoccupied  with  consolidatin 
his  political  power  In  the  new  Russi 
where  connections  count  far  more  thi 
entrepreneurship,  that's  dangerous. 

By  Patricia  Kranz  in  Mosc 
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fhe  1998  Business  Week  Planner. 

[  It  does  everything  but  ask  for  a  raise.  ] 


There  is  nothing  more  valuable  to  the  business- 
srson  than  a  dependable  personal  assistant.  The  1998 
usiness  Week  Planners  are  just  that.  In  addition  to 
spacious  13-month  calendar, 
lese  elegant  desk  &  pocket 
lanners  contain  vital  informa- 
m  like  international  dialing 
)des,  time  conversion  charts, 
orld  holidays,  important  toll 
ee  numbers  and  more. 

The  desk  planner  even  comes 
ith  a  32-page,  four-color 
orld  atlas,  detailed  informa- 


tion about  39  U.S.  and  foreign  cities,  a  wine  vintage 
guide,  plus  many  other  valuable  features. 

The  1998  Business  Week  Planners  are  excellent 
mmemmsBBBSSSSA      examples  of  fine  bookbinding 
craftmanship  and  are  available 
in  classic  black  or  deep,  rich 
burgundy,  separately  or  in 
matching  skived  leather  sets. 
Call  today  and  take  advantage 
of  this  special  rate:  25%  off  the 
regular  price.  Order  your  1998 
Business  Week  Planners  now. 
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The  luncheon  room  of  the 
New  York  Stock  Ex- 
change is  packed  with  the 
players  and  friends  of  the 
John  F.  Kennedy  Knights 
high  school  football  team. 
At  a  podium,  Richard  A.  (Jrasso, 
chairman  of  the  NYSE,  is  recounting 
a  story.  "Someone  once  asked  me 
where  my  family's  wealth  came 
from,"  he  tells  the  crowd  of  inner- 

city  students,  who  had  no  place  to  hold  their  awards  dinner 
before  the  nyse  donated  its  space.  "I  said:  'Oil,  gas,  and 
rubber.'  I  grew  up  in  Queens.  My  relatives  ran  an  Exxon  sta- 
tion near  LaGuardia  Airport." 

Tliirty  years  ago,  Grasso  walked  thi-ough  the  doors  of  one 
of  the  most  insular  and  tradition-bound  organizations  in  all  of 


How  Chairman  Dick 
Grasso  is  transforming 
the  New  York  Stock 
Exchange 


finance.  The  22-year-old  Grasso,  'i' 
left  New  York  City's  Pace  Uni^r 
sity  a  year  before  gi'aduating,  « 
no  family  connections  or  pedii" 
to  help  launch  his  career.  '1 
Grasso,  50,  the  first  chairman.i 
rise  from  the  nyse  staff,  was  fl' 
to  gain  the  top  spot  at  the  citadi 
capitalism  in  June,  1995,  is  a 
markable  accomplishment.  M 
than  just  a  personal  victoiy,  h^ 
ever,  it  signifies  a  new  era  at  the  exchange,  an  era  in  wld 
the  NYSE's  efforts  to  recreate  itself  are  paying  off  as  it  mo' 
aggressively  into  new  markets  and  counters  a  host  of  ci 
petitive  challenges. 

It's  11  Wall  Sti-eet,  not  NASDAQ,  London,  or  Tokyo,  wh  ( 
many  of  the  world's  leading  companies  want  their  stoc: 
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.ed.  Of  course,  the  nyse's  fortunes  and  those  of  other  U.S. 
changes  are  being  buoyed  by  the  long  bull  market.  But  un- 
Grasso,  not  only  is  the  nyse  turning  the  tide  and  re- 
ining precious  market  share  in  the  trading  of  NYSE-listed 
icks,  it  is  rapidly  increasing  its  roster  of  foreign  companies 
i  is  attracting  a  record  number  of  NASDAQ  transfers,  in- 
ding  high-profile  technology  companies  such  as  Gateway 
X),  America  Online,  Bay  Networks,  and  Iomega — and  is  re- 
aving the  ticker  symbol  "M"  in  the  hopes  of  one  day  snag- 
ig  Microsoft.  Grasso's  ambitions  don't  stop  thei'e:  The  nyse 
also  in  hot  pursuit  of  initial  public  offerings,  where  nasdaq 
3  long  reigned  supreme. 

OUBLED  RIVAL.  Scandals  and  regulatory  problems  in  the 
sdaq  stock  market  in  recent  years  have  tltr-own  the  NYSE's 
)utation  for  integiity  and  sti'ong  regulation  into  stark  relief 
he  NYSE  has  been  under  constant  competitive  attack  for  the 
i  20  years,  and  there  was  certainly  the  threat  that  nasdaq 
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would  completely  subsume  their  own  role  as  the  trading 
market  of  choice,"  says  Samuel  L.  Hayes  III,  a  professor  of 
investment  banking  at  Harvard  business  school.  "But  I  per- 
sonally think  NASDAQ  has  blown  it."  Events  at  nasdaq  have 
"brought  into  question  the  integi'ity  of  that  marketplace, 
and  I  don't  think 
there's  been  anything 
comparable  to  that  in 

the  NYSE."  And  while   

Tokyo  and  London 

have  enjoyed  periods  in  the  last  1.5  years  when  their  stature 
as  financial  centers  was  rising  at  the  expense  of  New  York, 
the  NYSE  is  now  benefiting  from  "the  swing  in  the  balance  of 
power  toward  New  York  as  the  most  important  financial 
center,"  says  Hayes.  "The  NYSE  is  still  seen  by  foreign  com- 
panies as  the  prestigious  market  in  the  world  to  be  listed  on." 
Clearly,  the  nyse  is  enjoying  newfound  momentum.  The 
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GATES  BAIT  The  exchange  is  reserving  the  ticker  symbol^ 
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teelinology  progi-ams  sti-essed  by  former  nyse  chainnan  John 
J.  Phelan,  Jr.  in  the  1980s  set  a  foundation  that  has  enabled 
the  NYSE  to  become  more  highly  automated  and  cost-effi- 
cient than  ever  before.  But  whether  nasdaq  has  really  blown 
it  is  debatable.  In  a  way,  a  fi-esh  battle  is  only  beginning,  nas- 
daq remains  a  smart,  aggi'essive,  well-funded  competitor.  Its 
parent,  the  National  Association  of  Securities  Dealers,  or 
NASD,  has  strong  new  leadei'ship  in  Frank  G.  Zai'b,  a  well-con- 
nected businessman  with  a  solid  histoiy  of  turning  around 

troubled  organizations. 
"It  would  be  a  gTeat 
mistake  to  sell  short 
the  competitiveness  of 
NASDAQ  in  the  future,"  says  William  C.  Freund  of  Pace  Uni- 
versity's Graduate  School  of  Business  and  a  fomier  economist 
at  the  NYSE.  "They're  going  to  be  reorganized  and  aggi'essive. 
In  some  ways  they'll  move  more  toward  an  auction-market 
setting,  toward  the  NYSE  model."  As  with  the  NYSE,  Nasdaq's 
volume  has  mushi'oomed,  and  nasdaq  is  also  attracting  record 
numbers  of  companies,  though  most  are  much  smaller 

In  the  war  between  the  exchanges,  the  winner  will  be 
the  trading  system  that  offers  the  gTeatest  efficiency,  the  best 
service,  and  the  most  liquidity — at  the  lowest  price.  But 
there  are  other  vdnners:  The  companies 
that  will  get  fairer  and  more  open  mar- 
kets for  the  trading  of  their  stocks  and 
the  investors,  both  big  and  small,  who  will 
get  the  most  for  their  investment  dollars. 

While  the  main  battle  is  between  the  nyse 
and  NASDAQ,  the  two  mai'kets  must  also  con- 
tend with  a  new  breed  of  competitors  mass- 
ing on  the  sidelines.  Such  alternative  trading 
systems,  which  include  established  electronic 
communication  networks  (ecns)  such  as  In- 
stinet  Coip.,  as  well  as  the  newer  Bloomberg 
Tt-adebook,  allow  institutions  to  trade  among 
themselves  and  avoid  any  middleman.  The 
computeiTzed  systems  are  becoming  more 
populai'  with  powerful  institutional  trader's, 
who  view  them  as  a  low-cost  alternative. 
The  Seciuities  &  Exchange  Commission  re- 
cently asked  for  comments  on  how  regulation 
needs  to  evolve  along  with  these  new  ven- 
tui'es.  It  noted  that  "alternative  trading  sys- 
tems handle  almost  20%  of  the  ordei's  in 
over-the-eoimter  stocks  and  almost  4%  of  or- 
ders in  seciuities  listed  on  the  nyse."  That's 
up  from  VA%  in  0T(  ■  stocks  and  1.4%  in  nyse- 
Usted  stocks  in  1991.  ecn  volume  is  getting  a 
boost  from  new  SEC  rules.  Among  other 
things,  the  niles  requii'e  some  customer  or- 
ders to  be  displayed  to  a  broader  audience. 
NASDACi  and  some  regional  exchanges  ai'e  ex- 
ploring links  with  the  ecns,  which  could 
pump  up  theii'  market  share. 

Meanwhile,  business  is  booming  on  the 
NYSE.  Membership  prices  are  rocketing. 
Memberships,  called  seats,  allow  firms  to 
trade  on  the  floor  of  the  NYSE.  Seat  pnces 
liit  an  all-time  high  in  1996,  when  one  sold 

LITTLE  POINTS  COUNT 

Grasso's  move  to  decimal  pricing 
was  unexpected — but  practical 
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NYSE  SEAT  PRICES 
RISE  SKY-HIGH... 

12-MONTH  AVERAGE 

-  AVERAGE  PRICE  PAID  FOR  A  NYSE  - 
MEMBERSHIP  OR  "SEAT' 


'87    '88   '89  '90 
▲  THOUSANDS  OF  DOLLARS 


...AS  VOLUME 
ROCKETS 


A  MILLIONS  OF  SHARES 


DATA  NEW  YORK  STOCK  EXCHANGE 


for  $1.45  million,  up  38%  from  the  high  price  in 
1995.  The  latest  public  sale  was  for  $1.35  mil- 
hon.  No  wonder:  The  bull  market  has  sent 
volume  to  a  daily  average  topping  500  million 
shares,  handled  without  a  glitch  by  the  NYSE's 
trading  system,  up  fi'om  an  average  of  20:2 
million  in  1992.  In  1996,  the  nyse  had  net  in 
come  of  $74.4  million  on  revenues  of  $561.5 
million,  with  more  than  40%.  of  revenues  com- 
ing from  listing  fees,  and  the  rest  from  fees  in- 
cluding those  for  trading,  market  data,  am! 
use  of  facilities  and  equipment.  That  compares 
with  net  income  of  $56.7  million  on  revenues  of 
$500.8  million  in  1995. 

Grasso's  nyse  is  also  regaining  mai'ket  shai-e. 
In  1996,  it  wi'ested  back  some  of  the  shai'e  it 
lost  in  the  late  1980s  and  early  1990s  when  its 
portion  of  the  volume  of  transactions  of  nyse- 
listed  stocks  sUd  from  86.2%.  in  1988  to  81.7%  in 
1992.  Now,  the  NYSE's  market  share  is  back 
up  to  83%  and  has  inched  up  in  three  of  the 
past  foiu'  years.  More  significant  is  its  gain  in 
the  distribution  of  trades.  In  19%,  the  nyse  got 
——————  73.2%  of  the  total  niunber  of 

trades  in  NYSE-listed  stocks 
made  on  U.S.  exchanges,  up 
from  70.2%  the  year  befoi'e 
and  up  from  a  low  of  65.2%  in  1992. 

Cnicial  to  the  nyse's  fiitm-e  gi'owth  i^ 
progi'ess  internationally.  In  1997,  one  ou 
every  foiu'  new  listings  is  a  foreign  comp; 
and  such  hstings  have  almost  tiipled  in 
past  five  years,  to  320.  Grasso  hopes  to  - 
between  500  and  600  non-U.S.  companies)}? 
2000.  The  nyse  calculates  that  the  total  m 
ket  cap  for  international  companies  eligibli 
list  on  the  nyse  is  $8.4  trillion.  The  n 
has  joined  other  U.S.  exchanges  in  movin.i 
allow  price  quotes  in  sixteenths,  i-ather  t 
eighths,  and  Grasso  recently  announced  t 
the  NYSE  will  be  able  to  quote  prices  in  ( 
imals,  rathei-  than  fractions,  perhaps  as  s 
as  April  1998.  That  brings  it  in  line  \' 
world  stock  markets  and  fits  nicely  with 
NYSE's  overai'ching  goal  to  be  the  fii-st  "ti 
global"  stock  exchange.  "We  have  the 
portmiity  to  redefine  this  franchise  for  a  \ 
long  period  of  time,"  says  Grasso.  "That 
ves  evei-ything  we  do." 

To  lead  the  international  charge,  Gm 
recruited  European  investment  ban]-; 
hotshot  Georges  L.  Ugeux  in  1996.  He  ; 
expanded  the  NYSE's  network  of  Intei 
tional  Advisoi-y  Committees,  adding  a  L; 
America  Committee  headed  by  Carlos  S 
the  head  of  Telefonos  de  Mexico,  : 
broadened  the  Japanese  Committee  i 
the  Asia-Pacific  Advisoi^y  Committee  t'j 
elude  the  entrepreneur-rich  Pacific  Ba 
Grasso  himself  travels  extensively  ab)-i 
OUT  OF  AFRICA.  The  NYSE's  internatii 
rostei'  is  led  by  companies  from  Brit; 
Canatla,  Chile,  and  Mexico.  Privatizati 
such  as  the  IPO  of  Germany's  Deutsile 
Telekom  in  1996  have  been  a  gi'eat  boon  jr 
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s  of  someday  luring  Microsoft  into  the  fold 


trading  of  their  assigned  stocks,  with  one  specialist  for  each 
stock.  If  a  significant  imbalance  between  supply  and  demand 
develops,  the  specialist  must  step  in  with  his  firm's  capital  to 
buy  or  sell  stock  and  provide  a  "fair  and  orderly  market."  In 
the  vast  majoiity  of  cases,  retail  orders  meet  and  are  exe- 
cuted without  the  speciahst  stepping  in. 

To  speed  up  the  process,  the  NYSE  has  invested  $1.2  billion 
in  technology  during  the  past  decade.  "Technology  is  the 
saving  grace,"  says  the  NYSE's  president,  William  R.  Johnston. 
"We're  running  this  exchange  vdth  fewer  people  than  ever 
before."  Now,  the  NYSE  features  the  world's  largest  com- 
^— — — — ■  ■— —  mercial  installation  of 


100 


DEFECTIONS  MOUNT 
FROM  NASDAQ 


DOMESTIC  COMPANIES  LEAVING 
NASDAQ  FOR  THE  NYSE 
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.STEINS  AND  FLAT  SCREENS 

)  NYSE  is  focusing  on  iiigli- 
h  recruits-Gateway  2000 
ight  mascot  Arianna  to  the 
)r  when  it  was  listed-while 
•moting  its  own  $1.2  billion 
estment  in  technology 


NYSE.  But  the  Big  Board  is  looking  to  all  comers  of  the 
'8  for  new  listings.  "If  I  were  just  taking  India,  Brazil, 
China,  those  three  probably  represent  over  the  next  five 
*s  a  huge  reservoir,"  says  Ugeux.  Last  yeai;  the  nyse  list- 

!  ts  first  Russian  company,  Vimpel-Communications,  and  its 

I  Ghanian  company,  Ashanti  Goldfields  Co. 

I  ASDAQ  is  also  looMng  abroad  for  gi'owth.  "International  vnll 

I I  key  battleground  for  us,"  notes  Zarb.  "They're  formida- 
j  and  we  are,  too.  We  have  to  be  a  little  better  because  we 

't  have  the  years  of  histoiy  and  tradition  and  image." 
i  li  the  NYSE  and  Nasdaq's  global  ambitions  are  hampered  by 
i  slow  progress  in  developing  international  accounting  stan- 
1  is  acceptable  to  both  the  sec  and  other  countries. 
I  b  be  a  truly  global  exchange,  the  nyse  vdll  need  to  offer 
1  '6  global  products  and  trade  so-called  ordinary  shares — for- 

i  shares  listed  directly  on  the  nyse — in  addition  to  the  usu- 
i  unerican  Depositary  Receipts.  The  nyse  is  building  capa- 
j  ies  to  trade  non-U.S.  shares  in  ordinary  form,  in  dollars 
I  possibly  also  in  one  or  more  other  currencies,  says  Robert 

Britz,  the  nyse's  head  of  operations  and  technology. 

WING  IN.  In  their  forays  overseas,  nasdaq  and  the  nyse 

talking  up  the  viitues  of  then-  particulai-  brand  of  trading. 

ig  at  the  heart  of  the  nyse-nasdaq  clash  has  been  the  is- 
of  which  market  has  the  better  trading  system.  In  the 

;e's  highly-automated,  but  floor-based  system,  nyse  meme- 

s  called  specialists  must  maintain  an  orderly  market  in  the 


flat-screen,  high-deflni- 
tion  display  panels  and 
is  working  on  a  wireless 
communication  system 
to  make  floor  brokers 
more  efficient.  About 
85%  of  all  trades  in 
NYSE-listed  stocks,  or 
40%  of  the  dollar  vol- 
ume of  its  trading,  flow 
through  the  nyse's  au- 
tomated order-handling 
system.    The  nyse  can 
process  2.3  billion  shares 
a   day,   more   than  4 
times  its  average  daily  volume,  and 
plans  to  be  able  to  process  3  biUion 
by  the  end  of  the  summer,  nasdaq 
has  sped  up  an  overhaul  and  expan- 
sion of  its  network,  which  can 
process  1  billion  shares  a  day.  It 
plans  to  be  able  to  process  2  billion 
by  early  1998. 

In  the  screen-based  nasdaq  mar- 
ket, competing  dealers,  called 
market  makers,  have  traditionally 
interacted  electronically  wdth  just 
about  every  trade.  A  customer's  broker  sends  her  order 
to  the  market  maker  offering  the  best  price.  Market  makers 
profit  from  the  gap,  or  spread,  between  the  price  they  pay 
to  buy  shares  and  the  price  they  offer  to  sell  those  shares  to 
another  investor  To  be  sui'e,  nyse  specialists,  who  get  com- 
missions, also  profit  from  trading  for  their  account,  but 
with  customer  orders  taking  precedence  over  specialist 
trades,  spreads  have  tended  to  be  narrower  on  the  nyse. 

NASDAQ's  growth  since  its  inception  in  1971  has  been  phe- 
nomenal, but  its  fundamental  system  of  trading  has  come 
under  attack  in  recent  years.  It  was  the  subject  of  a  Justice 
Dept.  review  of  whether  nasdaq  dealers  colluded  to  set 
stock  prices.  In  August,  1996,  the  sec  censured  the  nasd  for 
failing  to  halt  widespread  price-fixing  on  nasdaq.  The  nasd 
agi'eed  to  pay  at  least  $100  million  over  five  years  to  upgrade 
regulatory  operations,  and  the  regulatory  effort  is  now  sep- 
arate from  the  operations  of  the  nasdaq  stock  market. 

Now,  the  new  order-handling  rules  instituted  by  the  sec 
ai-e  changing  the  trading  landscape.  The  rules,  wliich  create  a 
more  level  playing  field  for  small  investors,  are  being  phased 
in  on  NASDAQ  stocks  and  also  apply  to  the  nyse.  For  the  fii-st 
500  stocks  phased  in,  a  nasdaq  analysis  found  the  average 
quoted  spread  shrinking  by  more  than  30%.  If  spreads  con- 
tinue to  narrow  as  more  of  Nasdaq's  stocks  come  under  the 
rules,  companies  that  added  vride  spreads  to  their  list  of 
reasons  to  move  to  the  nyse  may  be  less  inclined  to  leave 
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NEW  FOREIGN  LISTINGS 
HIT  A  RECORD 


TAKING  A  TOSS 

Foreign  privatizations 
and  startups  are  prime 
prospects.  Last  year, 
Vimpel-Communica- 
tions  became  the  first 
Russian  company  to  list 


NASDAQ.  But  if  market  mak- 
ers are  loath  to  take  the 
same  level  of  risk  for  a  now 
diminished  reward,  there 
may  be  less  liquidity  and 
the  new  niles  could  lead  to 
greater  swings  in  nasdaq 
stock  prices. 

One  competitor  the  nyse 
doesn't  worry  about:  the 
American  Stock  Exchange. 
After  22  AMEX  companies 
transferred  to  the  nyse  in  1996,  "there  aren't  that  many 
companies  left  on  amex  that  fit  oiu-  listing  standards,"  says  L. 
Paige  Thompson,  the  NYSE's  vice-president  for  domestic  list- 
ings. While  the  nyse  and  nasdaq  are  focused  on  many  of  the 
same  companies,  amex  is  adopting  a  new  niche  strategy  as  its 
equity  business  shrinks  to  an  average  of  just  22  million 
shares  a  day.  While  continuing  to  focus  on  its  successful  op- 
tions business,  it  is  pursuing  a  novel  strategy  to  build  in- 
vestment banking  relationships  to  help  draw  a  tier  of  small- 
er companies  that  could  become  less  attractive  to  nasdaq 
dealers  under  the  new  order  handling  mles.  Amex  is  offering 
aggi'essive  investor  relations  suppoit  progi'ams  to  increase  the 
companies  visibility. 

Although  Grasso  won't  say  it,  Nasdaq's  travails  with  the 


'87    '88    '89    '90    '91  '92 
ANEWNON-U.S.  LISTINGS 

DATA:  NEW  YORK  STOCK  EXCHANGE 

regulators  have  given  the  nysi 
edge  in  persuading  companies  to 
over.  In  the  U.S.,  the  tech  sect( 
the  main  battlegi-ound,  and  Gr 
isn't  shy  about  coveting  what  he  calls  Nasdaq's  "fears 
foursome":  Microsoft,  Intel,  Cisco  Systems,  and  Amger 
ex-plaining  why  the  NYSE  moved  to  cap  the  maximum  listinj 
at  $500,000  last  year,  Grasso  notes  that  since  listing  fees 
structiu-ed  on  shares  outstanding,  a  company  such  as 
Coip.  might  have  had  a  listing  fee  of  .$2  milhon  or  more. 

To  be  where  the  action  is,  the  nyse  opened  a  small  offi 
Menlo  Park,  Calif.,  in  the  heart  of  Silicon  Valley.  The 
Boai'd's  attempt  to  woo  companies  fcom  nasdaq  has  "esca 
cLramatically,"  says  Sanford  R.  Robertson,  chairman  of  Rol 
son,  Stephens  &  Co.  "I'm  suiprised  they  haven't  done  it 
en"  Says  Daniel  H.  Case  III,  president  and  cliief  executiv 
ficer  of  Hambrecht  &  Quist,  the  high-tech  investment-bar 
fiiTn,  which  listed  on  the  nyse  last  year:  "They  spent 
money  and  are  working  aggressively  for  it."  NASDAQ  is 
beefing  up  its  Menlo  Park  office  and  now  has  18  'people  t] 
NYSE  PERKS.  Both  NASDAQ  and  the  nyse  provide  some  for 
advertising  support  to  attract  and  retain  companies.  "Well 
mote  a  new  listing  so  a  company  can  say  to  themselves  that  i 
NYSE  includes  us  in  theii-  advertising  or  seminar  program, 
vdll,  in  essence,  biing  down  the  cost  of  listing,"  says  Gr 
"It's  an  investment  we're  making  in  the  merchandising  c 
important  listing  event."  The  NYSE  throws  in  perks  such  as 
use  of  its  boaitb'oom  for  company  fianctioas  and  analyst  meet 
NASDAQ's  president,  Alfi-ed  R.  Berkeley  III,  doesn't 
away  fi'om  saying  how  much  the  NYSE's  wooing  of  its  pre 


THE  UNLIKELY  LIFER  FROM  QUEENS 


About  a  year  ago,  Richard  A.  Gras- 
so, chairman  of  the  New  York 
Stock  Exchange,  was  bobbing  and 
weaving  in  a  boxing  ring.  As  part  of  a 
charity  bout  attended  by  the  Wall 
Street  community,  the  short,  slight  50- 
year-old  sparred  with  Roy  Jones  Jr., 
the  International  Boxing  Federation 
super  middleweight  champion  at  the 
time.  The  two  put  on  a  great  show, 
helping  to  raise  .$1.5  million  for  the 
U.  S.  Olympic  Committee. 

Grasso  isn't  your  typical  nyse  chair- 
man. He's  the  fu'st  "homegrown"  one, 
having  joined  thf^  NYSE's  listing  depart- 
ment in  1968.  Gri'.sso  didn't  plan  on  be- 


coming a  lifer:  "I  was  going  to  use  it  as 
a  platform  to  go  somewhere  else,"  he 
says.  "I  wanted  to  be  a  trader."  In- 
stead, Grasso,  who  is  described  as  a 
shrewd  behind-the-scenes  operator  with 
superb  people  skills,  rapidly  rose 
through  the  ranks  and  was  mentioned 
as  a  candidate  for  the  chairmanship 
seven  years  ago,  when  he  was  presi- 
dent. The  board  ultimately  appointed 
William  H.  Donaldson,  but  one  of  his 
mandates  was  to  prepare  Grasso  for  the 
top  slot,  which  he  got  in  June,  1995. 

Grasso  grew  up  a  subway  ride  away 
from  the  exchange  in  the  lower  middle- 
class  neighborhood  of  Elmhurst, 


Queens.  He's  loyal  to  his  roots 
recently,  he  still  owned  the  ap 
in  the  five-story  walkup  when 
raised,  though  it  had  sat  empt 
years.  It  was  in  Elmhiu'st  thai 
bought  his  first  stock,  at  age  1 
$1,000  saved  up  from  a  job  in 
macy.  The  stock  was  an  airline 
"experiential  investing:  I  used 
LaGuardia  and  watch  the  plan 

Today,  he,  his  w\fe,  son,  and 
daughters  live  in  exclusive  Lo 
ley,  N.  Y.,  and  also  have  a  hoir 
Hamptons  on  Long  Island. 

Charitable  and  civic  activitii 
up  a  good  chunk  of  Grasso's  ti 
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ipanies  irks  him:  "We'd  like  to  be  let  alone,"  he  says, 
t  if  not,  we're  going  to  be  their  worst  enemy,  their  worst 
itmare."  Berkeley  says  that  except  when  listing  issues 
e  up,  he  doesn't  spend  much  time  thinking  about  the 
E.  Instead,  "we  think  about  a  new  pricing  curve  where  we 
i  very  significant  competitors  that  are  emerging  on  the  In- 
let,"  he  says. 

ech  companies  that  left  nasdaq  for  the  nyse  cite  a  wide 
of  reasons  for  switching.  "We  thought  it  would  become 
e  appropriate  as  we  became  more  established,"  says  Scott 
Tay,  Learning  Co.'s  cfo.  Murray,  along  with  Iomega  Coip.'s 
surer  Robert  J.  Simmons,  also  cite  high  levels  of  customer- 
ice  from  their  specialist.  "You  end  up  viith  one  market 
er  more  familiar  with  your  stock  because  they  are  the  only 
er,"  says  Murray.  "You  have  better  visibility  on  who  the  buy- 
and  sellers  are." 
he  NYSE's  prestige  internation- 
is  also  a  selling  point.  For 
erica  Online  ceo  Stephen  M. 
8,  moving  to  the  nyse  was 
it  "improving  om-  global  pro- 
The  NYSE  has  the  prestige  and 
global  reach"  aol  wanted  as  it 
les  into  new  markets  in  Eu- 
!  and  Asia.  Also,  "we  felt  an 
ion  market  with  a  specialist 
Id  mean  lower  spreads.  And 
has  happened,"  .<ays  Case.  Ac- 
ing  to  aol's  investor  relations 
;  on  NASDAQ  only  38%  of  trades 
a  spread  of  one-eighth  or  less, 
pai-ed  to  60%  on  the  nyse. 
espite  these  high-profile  defec- 
5,  NASDAQ  stUl  boasts  many  of  the  leading  technology  com- 
es. Among  them  are  companies  that  have  a  strong  sense  of 
ty  to  a  market  that  took  them  on  when,  say,  the  nyse  would 
NASDAQ's  system  of  multiple  market  makers  for  each  stock 
s  pi'ovide  liquidity  to  smaller  companies  that  don't  yet  have 
•ge  following  among  analysts  and  need  multiple  dealers  to 
rate  more  interest  in  their  stock.  And  when  it  comes  to  list- 
fees,  the  price  is  right  on  nasdaq,  where  listing  fees  ai'e  far 
r  than  on  the  nyse.  nasdaq  is  also  the  master  of  an  ail  that 
myse  is  just  now  getting  better  at:  self-promotion  and  mar- 
ig.  The  NYSE  doubled  its  entire  advertising  budget  from  $7 
an  to  $14  million  for  1997,  but  that  pales  next  to  the  .$20  mil- 
that  n.-^daq  has  to  spend  on  TV  advertising  alone. 
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Meanwhile,  nasdaq  disputes  the  notion  of  a  nascent  exo- 
dus of  companies  to  the  nyse.  A  record  96  U.S.  and  non- 
U.S.  NASDAQ  companies  defected  to  the  nyse  in  1996,  up 
from  62  in  1995  and  45  in  1994,  but  "there  wasn't  a  break  in 
the  dam  at  all,"  says  John  Wall,  Nasdaq's  executive  vice- 
president  for  market 
services.  "We  lost 
some  good-size  com- 
panies, such  as  Bay 
Networks,  America  Online,  and  St.  Jude  Medical,  but  we  lost 
them  all  for  specific  reasons,"  says  Wall.  The  nyse,  he  notes, 
was  Bay  Network's  largest  customer. 

As  for  the  leading  member  of  the  "fearsome  fom*some,"  Mi- 
crosoft's chief  financial  officer,  Michael  W  Brown,  has  just 
been  appointed  chaiiTnan  of  Nasdaq's  board  of  directors.  In- 
tel's Tr-easurer,  Arvind  Sodhani,  also  on  Nasdaq's  board, 

IN  THE  TRENCHES 

The  NYSE's  quest  for  brand 
identity  includes  being  an 
accommodating  host  to 
broadcasts  from  the  floor 

states:  "We're  very  well  served 
by  NASDAQ."  Yes,  he  says,  the 
NYSE  has  made  a  "fairly  deter- 
mined effort"  to  attract  Intel,  but 
"there's  no  reason  to  move."  As 
for  tech  firnis  such  as  Bay  Net- 
works and  Iomega  that  made  the 
move,  Sodhani  says  that  "a  lot 
of  those  are  younger  fii'ms,  and  they  may  have  had  their 
own  reasons  to  want  to  do  it." 

Wall  complains  that  the  competition  is  skewed  because  of 
the  NYSE's  Rule  500.  That  requires  that  nyse  companies  get 
a  supemiajority  of  shareholders  voting  approval  if  a  company 
wants  to  delist.  The  nyse  says  the  issue  is  a  red  herring, 
since  companies  don't  want  to  leave.  Wall  says  the  issue  is  not 
a  red  herring  and  that  he  has  the  letters  from  nyse  compa- 
nies to  prove  it. 

The  inle  helped  the  exchange  land  Concert  PLC,  the  pro- 
posed entity  that  would  come  out  of  the  planned  merger  of  MCl 
Commimications,  Nasdaq's  fifth-largest  company,  and  British 
Telecommunications,  an  nyse  company.  Both  nasdaq  and  the 


particularly  involved  in  children's  chari- 
ties and  police  organizations.  "I  have 
the  ultimate  respect  for  what  [the  po- 
lice] do,"  he  says.  "The  nyse  is  blessed 
with  a  level  of  commitment  from  the 
New  York  City  police  force  that  is  ex- 
traordinary." Grasso  worked  closely 
with  former  Police  Commissioner 
William  J.  Bratton,  sponsoring  break- 
fasts at  the  NYSE  for  the  nypd's  top 
brass  to  gain  management  insights  from 
the  likes  of  Jack  Welch  of  General  Elec- 
tric and  Harvey  Golub  of  American  Ex- 
press. "Dick  saw  it  as  a  way  to  support 
the  city,"  says  Bratton. 

One  criticism  of  Gr-asso  that  surfaces 
is  that  he  is  controlling.  "Dissent  is  not 

WELCOME  TO  THE  FLOOR:  Roy  Jones 
Jr.  takes  a  dive  facing  Grasso 


tolerated,"  says  one  former  employee. 
Grasso  finds  such  assertions  reflective 
of  a  much  earUer  time  at  the  nyse. 
"When  we  have  meetings,  I  think  we're 
a  better  company  by  the  dissent,"  he 
says.  Critics  also  wonder  whether  Gras- 
so has  a  broad  enough  vision,  having 
worked  only  for  the  nyse.  "They've 
been  wondering  that  forever,"  says 
Grasso,  with  a  smile.  "I  guess  they'll 
only  know  after  I'm  gone." 

For  all  his  intensity,  Grasso  is  not 
above  poking  fun  at  himself.  At  a  din- 
ner with  30  or  so  members  of  the  trad- 
ing-floor community  in  March,  Grasso, 
along  with  the  rest  of  the  table,  eyed 
the  towering  pile  of  salad  placed  in 
ft'ont  of  him.  "It's  embairassing  to  be  as 
tall  as  your  meal,"  he  deadpanned. 

By  Suzanne  Woolley  in  New  York 
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NYSE  wanted  Concert,  and  on  Apr.  14  Mci  iin- 
nounced  that  Concert  would  join  the  nyse. 
Since  bt's  shares  are  on  the  nyse  and  will  be 
renamed  Concert,  moving  bt's  shares  to  Nas- 
daq would  run  up  against  Rule  500.  In  a 
press  release,  mci  chief  executive  Bert  C. 
Roberts  Jr  said  that  "seeming  the  approval 
would  have  been  inappropriate  at  a  time 
when  shareholder  focus  should  be  on  the 
merits  and  opportunities  presented  by  the 
merger"  Roberts  gi-iped  to  SEC  chairman 
Aithiu-  Levitt  Jr,  who  asked  the  NYSE  to 
review  the  rule.  The  NYSE  is  reevaluating 
the  rule  and  expects  to  have  a  decision  by  year's  end 

Not  only  does  the  nyse  want  Nasdaq's  stars  of  today,  it 
doesn't  want  to  miss  another  Intel-in-the-making.  Until  1983,  only 
thi'ee  IPOS  had  been  launched  on  the  nyse.  Since  then,  over  700 
companies,  excluding  closed-end  funds,  have  gone  public  on  the 
NYSE.  According  to  Securities  Data  Co.,  the  nyse  had  117  iPOs 
in  1996,  with  proceeds  of  $23.7  billion,  up  fi'om  74  ipos  with  pro- 
ceeds of  $13.7  billion  in 
1995.  NASDAQ  had  730 
IPOS  in  1996  with  pro- 
ceeds  of  $25.4  billion. 
The  NYSE  will  soon  laimch  an  ad  campaign  focusing  on  its  ipos. 

Quahty  control  will  be  a  key  issue  for  the  exchange  when 
pursuing  more  entrepreneurial  companies.  "Grasso's  problem 
is  to  get  more  listings  while,  at  the  same  time,  maintaining 
the  listing  recjuirements  for  those  companies  coming  on 
board,"  notes  Perrin  Long,  an  independent  analyst  of  the  se- 
curities industry.  The  NYSE  has  modified  its  listing  stan- 
dards in  recent  years  to  allow  companies  to  qualify  based  on 
cash  flow.  That  attracted  a  number  of  cable  and  broadcasting 
companies.  Previously,  companies  had  to  meet  minimum 
earnings  levels  and  have  three  consecutive  years  of  prof- 
itability. And  in  mid-1996,  the  exchange  altered  what  it 
calls  the  "North  American  standard"  so  that  companies 
could  aggregate  holdings  in  Mexico  and  Canada  with  their 
U.  S.  operations  in  order  to  qualify  for  a  listing. 

Increasingly,  the  competition  between  the  nyse  and  nasdaq 
is  evolving  into  a  battle  of  the  brands.  "Eveiy  day,  we  wage 
what  we  call  a  cornflakes  war  of  brand  preference,"  says 
Grasso.  The  NYSE  has  gi-eatly  increased  its  visibihty  by  ex- 
panding its  broadcast-center  operations  and  allowing  more 
TV  stations  to  set  up  booths  above  the  exchange  floor  or  to 
broadcast  from  the  floor  itself.  The  nyse  also  made  real-time 
stock  prices  available  to  TV  stations  such  as  cnbc,  cnnfn,  and 
Grupo  Televisa  in  late  1996.  About  100  live  broadcasts  go 


NASDAQ  OR  NASA? 

Not  to  be  outdone  in 
technology,  to  say 
nothing  of  stage  props, 
NASD'sZarb  and 
Berlceley  have  launche( 
their  own  high-tech 
"market  site"  in  New  Yo 


out  trom  the  NYSE  every  day,  compared  with  fewer  than  3 
1995.  One  of  the  fastest  growing  items  in  the  NYSE  rev( 
stream  is  fi'om  the  sale  of  market  data.  That  produced  $ 
million  in  revenue  in  1996,  a  14%  increase  from  1 

NASDAQ  is  countering  with  its  own  broadcast  site  in  '^ 
hattan — a  room  dominated  by  100  video  monitors.  Mucl 
the  NYSE's  trading  floor  provides  photo  opportunities 
newly  hsted  companies,  Nasdaq's  site  is  a  sUck  showplac 
impress  prospective  or  new  nasdaq  companies,  serve 
backdrop  for  broadcasts,  or  be  used  for  analyst  meeting 
SCATTERED  BATTLES.  As  the  NYSE  dukes  it  out  with  NAS 
for  new  listings,  it  is  also  waging  a  fierce  fight  to  have  moi 
the  trades  in  those  stocks  executed  on  the  nyse,  rather  tha 
one  of  the  regional  exchanges.  It  remains  to  be  seen 
quoting  prices  in  sLxteenths  of  a  dollai",  instead  of  eighths, 
step  toward  decimalization,  will  affect  the  war  for  ma 
share.  "We  think  oui'  volume  will  go  up,  and  that  our  ma 
share  will  increase  dramatically,"  says  Grasso.  "It  will  im] 
significant  competitive  pressures  on  aJtemative  markets."  It 
make  it  tougher  to  pay  for  order  fiow,  he  says,  referring  to 
sale  of  orders  to  fii'ms  that  pay  a  few  cents  per  share  foi 
ders  routed  their  way.  If  the  gap  between  the  bid  and  offe 
a  stock  shiinks  from  the  minimum  12.5e  gap  that  has  1: 
standard,  that  practice  will  become  less  lucrative — and,  G 
so  hopes,  fewer  orders  will  be  drawn  away  fi"om  the  nysi 

As  technology  breaks  down  the  barriers  to  entry  in 
curities  trading,  the  pace  of  change  at  the  Big  Board 
have  to  increase.  The  competitive  forces  gathering  to 
away  at  its  franchise  are  huge.  Yet  the  NYSE  has  been  c 
bating  such  pressures  for  decades  and  has  managed  to  flfc 
ish.  Richard  Grasso  is  quite  aware  of  the  challenges  faaj 
his  NYSE — and  will  fight  like  hell  to  maintain  its  momentm 
As  the  battles  continue,  the  real  victors  will  be  invesiP 
who  get  lower  trading  costs  and  better  service. 

By  Suzanne  Woolley  in  New  York,  with  btireau  re]A 
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r  GENE  G.  MARCIAL 

IID-CAPS  TO 
TICK  A  FEATHER  IN 

llho's  feeling  acrophobic  in  this 
soaring  market?  Not  Larry  Ke- 
isek,  U.  S.  Chief  Investment  Officer 
Citibank  Global  Asset  Management. 
1  spite  of  the  Dow's  speedy  climb 
ove  8000,  good  stock  values  abound," 
Keblusek,  who  oversees  assets  of 
B  billion — mostly  invested  in  equi- 
s,  a  big  chunk  in  high-flying  big-cap 
stocks.  But  Ke- 
blusek's  new  fo- 
cus is  on  mid- 
caps. 

Keblusek  says 
the  best  values 
are  in  stocks  with 
market  capitaliza- 
tions between  $1 
billion  and  $10 
billion.  "We  look 
for  companies 
vdth  a  record  of 
solid  gi'owth — and 
are  finding  a  lot 
of  undervalued 
gems,"  he  says. 
Four  picks: 
■  Consolidated 
Stores  (CNS),  a  re- 
tailer of  closeout 
merchandise. 

■  Leggett  &  Piatt  (leg),  a  maker  of 
Dsaic  but  essential  products  such  as 
Tiiture  components  and  bed  frames. 

■  UCAR  International  (UCR),  a  pro- 
cer  of  the  gi-aphite  electrodes  that 
nimills  use  in  making  steel. 

■  Zions  Bancoipoi-ation  (zion),  which 
ovides  banking  and  insurance  ser- 
ies in  the  Mountain  States. 
Consohdated  Stores  has  been  hot, 
Dming  fi'om  26  a  share  in  January 
38!^  on  July  22.  The  company  buys 
cess  merchandise — often  discontin- 
d  lines — at  a  deep  discount  and  un- 
ids  it  at  its  1,840  outlets — Odd  Lots, 
g  Lots,  and  Kay-Bee  Toy  &  Hobby 
ops.  With  its  vast  warehouses,  Con- 
lidated  can  deal  in  huge  volumes. 
Leggett  &  Piatt  is  also  on  a  roll, 
ing  from  31  in  January  to  43  on  July 
.  Citibank's  Rich  Goldman  says  the 
reet  expects  Leggett  to  earn  $2.14  a 
are  this  year  and  $2.49  in  1998.  But 

says:  "We  think  it  will  earn  more — 
.20  and  $2.60,  respectively" 
ucar's  stock,  now  at  44,  has  been 


BLUSEK:  Most 
his  $28  billion 
in  equities 


held  back  by  a  Justice  Dept.  probe  into 
allegations  of  price-fixing  among  mak- 
ers of  graphite  electrodes.  But  Ke- 
blusek beheves  there  is  no  collusion. 
He  views  the  current  stall  as  a  buying 
opportunity.  He  thinks  ucar  will  beat 
Street  estimates  of  $3.45  a  share  for 
1997  and  $4.05  for  1998.  His  estimates: 
$3.60  and  $4.20.  respectively 

Shares  of  Zions  have  vaulted  from 
28  in  late  January  to  35  on  July  22. 
"Zions  is  an  efficient,  tightly  disciplined, 
and  highly  profitable  bank,"  notes  Ke- 
blusek. It  has  a  return  on  equity  of 
21.5%,  vs.  a  15.5%  average  for  the  top 
100  banks.  He  expects  Zions  to  earn  $2 
a  share  this  year  and  $2.25  in  1998, 
vs.  the  Street's  $1.90  and  $2. 

A  NEW  STUNT 

AT  CIRCUS  CIRCUS? 

A thunderbolt  has  struck  Circus  Cir- 
cus EnterjDrises  (ciR):  Shares  have 
tumbled  from  36  in  February  to  23  on 
July  22.  One  reason:  Analysts  have  cut 
their  1997  earnings  estimates.  A  gen- 
eral slowdown  in  Las  Vegas  plus  a  glut 
of  new  hotels,  analysts  say,  have  kept 
many  rooms  empty  at  Circus  Circus. 

Enter  several  hedge-fimd  managers, 
including  some  heavy  hitters  who 
asked  not  to  be  identified.  They've 
been  buying  Cu'cus  since  it  hit  a  low  of 
21  on  July  9 — two  days  after  gambUng 
analysts  downgi'aded  the  stock. 

Why  are  hedge  funds  snapping  up 
shares?  They  wouldn't  say,  but  some 
money  managers  suspect  Hilton  Ho- 
tels is  eyeing  Cir- 
DOWN  AND  OUT      cus  Cir  cus  for  a 
IN  LAS  VEGAS       takeover.  Circus 
  has   nine  hotel- 
casinos  in  Nevada, 
including  three  on 
the    Las  Vegas 
strip.  It  also  i-uns 
riverboat  casinos 
in  Tunica,  Miss., 
and  Elgin,  111. 

Hilton  hasn't  of- 
ficially withdrawn 
its  hostile  bid  for 
ITT,  which  has  de- 
cided to  split  into 
thi'ee  companies  to 
thwart  Hilton's 
takeover  plot.  But  one  investment 
banker  says  Hilton  plans  to  switch  its 
attention  to  Circus,  which  is  worth  30  to 
32  in  a  buyout.  "Management  wouldn't 
be  unhappy  with  such  an  offer,"  says 
the  banker,  who  beheves  Hilton  will 
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make  its  move  soon,  while  Circus  stdck 
is  in  a  fimk.  Chuck  Di  Rocco,  editor  of 
Gaming  Today,  says  management 
"would  sell  if  a  reasonable  offer  came 
along."  Hilton  spokeswoman  Kathy 
Shepard  declined  comment. 

SCUFFED-UP  GUCCI 
MAY  GET  A  SHINE 

With  Gucci  Group  (GUC)  close  to  its 
1997  low  of  61  a  share,  recent  in- 
vestors are  disappointed.  CEO  Domeni- 
co  de  Sole  shares  theii'  feeling  and  says 
the  stock  was  beaten  down  unjustly. 

What's  he  going  to  do  about  it? 
"Everything,"  he  says.  The  company 
will  buy  back  shares  (it  has  $200  mil- 
lion in  cash,  notes  de  Sole);  enlarge 
stores  in  big  cities,  including  Tokyo, 
Milan,  and  Paris;  add  25  new  stores; 
and  expand  new 
products,  such  as 
more  ready-to- 
wear  apparel  and 
fashion  jewelry. 
"We're  obsessed 
vdth  keeping  in- 
tact the  quaUty  of 
our  world-famous 
brand,"  says  de 
Sole,  "while  we 
expand  our  reach 
in  Europe  and 
Asia  and  bolster 
our  strength  in 
the  U.S."  Gucci 
sales  are  expect- 
ed to  hit  $1.1  bil- 
lion this  year  and 
$1.3  biUion  next. 

"We  will  move 
fast,"  vows  de 
Sole,  just  as  he  did  three  years  ago 
when  Gucci  was  battling  bankruptcy 
and  hquidation.  Bahrain's  Investcorp 
International  bought  the  company  from 
the  Gucci  family  and  brought  in  de 
Sole.  Investcoip  took  the  company  pub- 
lic in  October,  1995,  at  22  a  share  and 
finally  sold  all  its  shares  in  a  secondary 
offering  in  March,  1996,  at  48. 

In  spite  of  the  stock's  recent  poor 
showing,  analysts  remain  bullish:  "Guc- 
ci is  by  far  the  cheapest  gi'owth  stock, 
not  only  in  luxury  goods  but  in  the 
whole  European  retail  sector,"  says 
Claire  Kent  of  Morgan  Stanley,  Dean 
Witter  Discover,  in  London.  She  ex- 
pects Gucci  to  earn  $3.38  a  share  in 
the  year  ending  Jan.  30,  1998,  and 
$4.05  in  1999,  vs.  1997's  $2.76.  Her  tar- 
get for  the  stock:  90. 


CEO  DE  SOLE: 

"Obsessed"  with 
preserving  quality 
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Back  in  July,  1995,  no  computer  maker  was  flying 
higher  thaii  Silicon  Graphics  Inc.  Its  dazzling  thi-ee-cli- 
mensional  gi-aphics  computers  had  a  starring  role 
animating  the  fearsome  dinosaui-s  in  Jurassic  Park. 
Nintendo  was  using  the  same  technology  to  give 
the  Mario  Brothers  a  face-lift  and  to  design  a  new 
generation  of  ai-cade-like  game  machines.  And  sales  were  soar- 
ing. For  the  fiscal  year  ended  that  June  30,  revenue  skyi'ock- 
eted  45%,  to  $2.2  billion— far  outpacing  all  rivals.  Tb  top  it  off, 
cb:o  Edward  R.  McCracken  was  a  White  House  regular,  hob- 
nobbing with  Bill  Clinton  and  Al  Gore.  SGi's  sexy  image  prompt- 
ed a  Wall  Street  analyst  to  label  it  "the  new  Apple." 

Sadly  for  S(;i,  that  may  prove  all  too  true.  Now,  like  Apple 
Computer  Inc.,  the  Mountain  View  (Calif.)  company  is  a  stark 
anomaly  in  booming  Silicon  Valley  While  rivals  such  as  Sim  Mi- 
crosystems Inc.  ride  the  Internet  wave  and  even  ibm  enjoys  a 
comeback,  SGi  has  been  mostly  an  onlooker  at  the  tech  party. 
After  racking  up  losses  of  $35  miUion  in  the  first  half  of  this 
year,  the  company  managed  to  cai-ve  out  a  profit  for  the  1997 
fiscal  year  ended*  in  June,  thanks  to  a  strong  fomth  quarter 
Still  the  stock,  even  after  bouncing  up  from  its  low  of  123<  last 
April  to  18K  on  July  23,  is  at  less  than  half  of  its  value  24 

months  ago. 
Dubbed  "the 
gee-whiz  com- 
pany" by  BUSI- 
NESS WEEK 

thr-ee  yeai-s  ago,  SGi  is  scrambling  to  stay  off  technology's  long 
list  of"  has-beens.  Concedes  McCracken:  "If  we  can't  produce 
good  quarters,  we're  not  going  to  have  a  ftitui-e." 

Gee  whiz!  What  happened?  A  classic  Silicon  Valley  tragedy, 
that's  what.  Like  so  many  highfliers,  sgi  rocketed  to  fame  and 
fast  fortime  on  the  wings  of  a  snazzy  new  technology— in  this 
case,  powerful  computer-  wor-kstations  and  server-s  with  3-D 
graphics  so  realistic  that  they  became  the  computer  of  choice 
for  Hollywood  filmmaker-s,  engineers,  and  scientists. 

But  SGI  executives  got  dramk  on  theii-  own  success.  They 
dashed  into  glitzy  new  markets  such  as  supei-computers,  in- 
tei-active  cable  TV,  and  digital  film  studios  while  bar-ely  tending 
to  their-  bread-and-butter  computer  business,  which  produced 
machines  late,  incomplete,  or-  dead  on  ai-r-ival.  And  basics  such 
as  mar-keting,  inventoiT  management,  and  quality  control  wer-e 
far-  too  mimdane  for  the  company  that  whipped  up  computei--an- 
imated  i-aptors  and  a  Tyr-annosaunis  rex. 

Indeed  interviews  with  moi-e  than  85  people  inside  and 

THE  SAD  SAGA  OF 

SIIIGON 

What  went  wrong  at  the 
;  company  that  once  made 
\  everybody  say:  "Gee  whiz" 
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SGI'S  RISE 
AND  DECLINE 


JUNE  7,  1993  Time  Warner  Cable 
chooses  Silicon  Graphics  (SGI)  to 
develop  technologies  for  its  high-profile 
interactive  television  trial  in  Orlando. 


JULY  27  SGI  reports  its  first  billion- 
dollar  sales  year. 


INTERACTIVE  TV 


I  1 
1  -r  « 


Cover  Story 


outside  SGI  reveal  a  company  that  lost  touch  with  basic  business 
practices.  Until  recent  months,  poor  planning  often  led  to  the 
company  shipping  pi'oducts  that  generated  a  staggering  80%  of 
its  quaiterly  revenue  in  the  last  month  of  the  quaiter — leaving 
no  margin  for  error  And  like  Apple,  S(;i  gorged  on  fat  profit 
margins,  ignoring  the  lean,  savagely  aggi-essive  personal-com- 
puter makers  that  were  churning  out  ever-  more  poweiful  ma- 
chines and  starting  to  steal  SGi's  customers.  The  company's 
share  of  the  $12.7  billion  workstation  mai'ket  has  slipped  to  12% 

in  the  fu'st  cjuarter  of 
1997,  vs.  14%  in  1995. 

Perhaps  most  stun- 
ning  are  the  missed 
opportunities.  In  early  1995,  SOi  was  a  fi-ont-nmner  on  the 
Net,  with  its  sei-vers  ninning  such  Web  sites  as  HotWu'ed 
and  Viitual  Vineyai-ds.  But  by  sticking  too  long  with  iU-fated  in- 
teractive TV,  it  lost  its  Internet  standing.  Now,  s<ii  is  a  Web 
also-i-an,  forced  to  watch  as  S(;i  co-founder  James  H.  Clai'k  cash- 
es in  with  his  Netscape  Communications  Corp.  Just  last  year, 
SGI  blew  yet  another  opportunity:  Wlien  its  stock  was  one-thii-d 
higher  than  today's  price,  say  insiders,  McCracken  didn't  pm-- 
sue  initial  feelers  fi-om  acquisition-minded  Sun  Microsystems, 
which  stole  S(jI's  panache  and  profits  by  tiuning  its  own  inter- 
active-TV  effoits  into  the  i^opulai-  Net  software  Java. 
STERN  WARNING.  Now,  McCracken  is  on  the  hot  seat.  At  a 
board  meeting  last  January,  directors  urged  him  to  restore 
S(;i's  momentiun.  Tliey  didji't  set  a  deailUne,  but  insidei's  say  the 
boaixl  is  gi-owing  impatient  with  the  stream  of  quarterly  dis- 
appointments. "The  buck  has  to  stop  with  Ed,"  says  board 
member-  C.  Richaixl  Kiamlich,  managing  general  j^aitner  at  ven- 
tm-e  capitalist  New  Enteiprise  Associates.  "If  Ed's  not  qualified 
to  lead  the  comjmny,  we'll  know  veiy  soon." 

Widely  respected  for  helping  SGi  become  one  of  the  world's 
leading  Computer  makers,  McCracken  took  his  eye  off  the  ball 
during  his  1994  Washington  sojourns.  Then  early  last  year, 
after  his  11 -year-  maniage  began  to  som-,  he  began  a  public  re- 
lationship with  a  young  S(;i  employee.  Tlieir-  displays  of  affection 
shocked  some  workers.  Says  a  former  colleague:  "When  people 
are  walking  around  in  a  funk,  and  Ed  is  walking  around  with 
stars  in  his  eyes,  they  say,  'What's  going  on  hei-e?' " 

Such  disti-actions  have  not  been  limited  to  McCracken.  For- 


AUG.  23  Ninten- 
do agrees  to  use 
SGI  technology  in 
its  future  video- 
game player. 


JAN.  6,  1994 

CEO  Ed  McCrack- 
en is  named  co- 
chair  of  Clinton's 
National  Informa- 
tion Infrastructure 
Advisory  Council, 
leaving  COO  Tom 
Jermoluk  to  run 
daily  operations. 


JAN.  27  Co-founder  Jim  Clark; 
to  start  Mosaic  Communicatio 
renamed  Netscape. 

MAY  At  an  executive  offsite  it 
terey,  Calif.,  McCracken  chalk 
company  to  increase  annual  s 
growth  from  36%  to  50%. 

DEC.  14  Eight  months  late,  Ti 
Warner  finally  launches  a  dow 
interactive-TV  trial  in  Orlando. 


mer  President  and  Chief  Operating  Officer  Thomas  A. 
moluk,  once  the  charismatic  leader  who  giiided  SGI  throug 
go-go  days,  came  under  criticism  for  his  fj-eewheehng,  w 
hard,  play-hard  style. 

Especially  the  play-hard  part.  V/hile  Jei-moluk  was  the 
tessential  startup  leader  who  even  manned  the  manufaeti 
lines  during  cnmch  times,  he  was  not  one  for  structm-ed, 
company  business  processes,  or  even  a  corporate  deme 
JeiTnoluk  helped  set  the  fi'at-house  tone  at  SGi  eai-ly.  Jerm 
for  example,  admits  he  and  several  colleagues  once  moonec 
employees  at  one  of  the  company's  annual  lip-synch  cont 
And  on  one  occasion,  says  a  former  manager,  Jei-moluk 
drinking  and  threw  up  at  a  poolside  sales  meeting  in  Ha\ 

For  Jei-moluk's  pail,  he  says  he  does  not  recall  the  mci( 
"Am  I  guilty  of  getting  di-unk  a  few  times?"  he  asks. 
Probably  inappropriately  at  times?  Yeah.  Did  I  party  h 
Sm"e."  But  he  also  adds:  "Was  I  leading  a  wild  life?  K 
was  working  too  hard,  man."  Even  Jermoluk's  critics  say 
never  impau-ed  liis  job  perfonnance,  but  such  overindulgencb 
the  company's  No.  2  rattled  some  employees'  confidence.  "3c 
pie  aren't  used  to  seeing  the  president  get  drunk,"  says  apr 
mer  executive. 

Nor  are  they  accustomed  to  seeing  SGi  flounder.  What  i 
To  be  sure,  SGi's  computei-s  still  do  things  no  othere  can  m; 
Its  most  powerful  graphics  wor-kstations,  accounting  for  i. 
ly  a  tliii'd  of  its  sales,  ar-e  still  the  front-itmner-s  for  the  most  It 
manding  3-D  animation.  And  its  technical  server-s  and  su^i 
comjjutei-s,  which  genei-ate  35%  of  revenues,  ai-e  tops 
ser-ious  numbei'-ciamching. 

Now,  with  long-delayetl  products  finally  star-ting  to  slii 
volume,  s(;i  may  be  on  the  road  to  recover-y.  In  the  li 
cluarter-,  reported  on  July  24,  SGI  showed  decent  improve)) 
for  the  fij-st  time  in  nearly  two  years.  By  making  pr-ogr-es 
longstanding  execution  pr-oblems  and  finally  sliijjping  a  bac 
of  order-s  for  its  br-ead-and-butter  computer's,  SGI  reverse( 
slide.  With  the  stock  far  below  its  peak,  analysts  say 
could  boost  the  shar-e  price  in  the  next  few  months. 

What's  more,  McCracken  thinks  new  business  procec 
now  being  put  in  place,  such  as  streamlining  the  time  f  n 
quoting  an  or-der  all  the  way  thr-ough  to  shipping  it,  will 
even  bigger  dividends  in  coming  quarters.  Longer-ter-m  hi 


68  BUSINESS  WEEK  /  AUGUST  4,  1997 


11995 

software 
;s  Alias 

and 
t  Tech- 
for  $500 
I  bid  to 


JULY  10  SGI 

introduces  new 
Indigo  worksta- 
tions, hoping  they 
will  generate  $1 
billion  in  sales 
this  fiscal  year. 

SGI  reports  45%  growth  in 
fiscal  1995,  ended  June  30,  to 
on,  and  a  58%  jump  in  profits, 
million — the  12th  strong  quar- 

)W. 


OCT.  19  Blaming  a  recent  sales-force 
reorganization,  SGI  reports  first-fiscal- 
quarter  revenues  lower  than  expected — 
$595  million  vs.  expected  $650  million. 

NOVEMBER  Sun  steals  some  of  SGI's 
Hollywood  thunder  by  announcing  that 
Pixar  Animation  Studios  used  117  Sun 
computers  to  help  produce  graphics 
for  the  film  Toy  Story. 


JAN.  17,  1996  SGI  reveals  that  short- 
ages of  graphics  chips  from  Toshiba 
caused  revenues  to  rise  only  22%,  to 
$672  million,  under  original  forecasts 
of  $760  million. 


JANUARY  Sun  makes  overture  to  buy 
SGI,  but  initial  feelers  go  nowhere. 

FEB.  26  SGI  buys  Cray  Research  for 
$767  million. 


RESEARCH 


,  the  Internet  will  spui-  more  demand  for  powei-ful  servei-s 
.sci's  to  serve  as  commercial  "network  hubs." 
lespite  the  latest  quarter's  improvement,  SGi's  long-teiTn 
lit'  is  in  doubt.  McCracken's  big  dilemma:  He  either 
ks  to  SGi's  high-performance  niche  and  gives  up  the 
ice  for  big  spurts,  or  he  radically  changes  SGi's  business 
lei  to  compete  vdth  commercial  computer  makers  like 
and  the  PC  makers.  But  so  far,  soi  has  produced  no  con- 
■ing  answer  to  the  PC  threat.  And  Sun,  ibm,  Hewlett- 
kard,  and  others  have  a  big,  perhaps  unbeatable,  head- 
t  on  selling  to  Corporate  America.  Co-founder  Clark, 
I  resigned  in  a  huff  three  years  ago,  offers  a  bleak  as- 
iment:  "I  think  the  company  is  headed  for  a  potential  dis- 
!r.  SGI  has  squandered  its  advantage.  Now, 
PC  has  won.  Game  over." 
•INC  STAR.  McCracken  and  his  team  couldn't 
gree  more.  Overall,  McCracken  says  SGi  can 
w  15%  to  20%  a  year — not  bad,  but  a  big 
ledown  fi-om  the  yeai*s  of  36%  and  45%.  That's 
r  SGI  execs  have  spent  the  past  nine  months 
•king  vdth  high-powered  consultants  such  as 
inecticut  marketing  vAz  Jack  Trout  to  ci"aft  a  vi- 
i  for  SGi's  future.  "Oui"  marketing  has  sucked  for 
(fears,"  says  McCracken.  Yet  beyond  a  me-too 
IS  on  large  servere  to  nm  networks  and  a  vow 
isten  more  closely  to  customers,  McCracken's 
on  is  fuzzy. 

low  did  SGI  get  to  this  sorry  place?  The  roots 
the  company's  ailments  stretch  back  more 
n  three  years,  when  business  was  humming, 
was  the  star  of  Silicon  Valley,  and  high  tech 
5  a  hit  in  Washington.  On  Jan.  6.  1994,  McCracken — an  in- 
spective  foiTner  Hewlett-Packard  Co.  exec  who  likes  to 
ctice  and  teach  meditation — was  named  co-chaii'  of  Clin- 
's  National  Information  Infr"astructure  Advisoi-y  Coun- 
Soon,  he  was  deep  into  Washington  poUtics,  helping  craft 
'emment  pohcies  on  communications  technologies.  Just 
iVf  weeks  later,  Clark — frustrated  with  his  repeated  fail- 
'  to  persuade  McCracken  and  JeiTnoluk  to  come  out  with 
^aper  workstations — resigned  to  start  the  company  that 
s  soon  to  become  Netscape.  That  left  much  of  SGi's  oper- 


AFTER 
SEVEN 
ROCKY 
QUARTERS, 
PROFITS 
ARE  UP 


ations  to  Jermoluk,  37,  who  was  appointed  president  on 
Feb.  2.  1994. 

T.J.,  as  he  is  known,  seemed  up  to  the  task.  A  crack  engi- 
neer at  HP  and  Bell  Laboratories,  the  hai-d-charging  Jeraioluk 
had  quickly  worked  his  way  up  SGi's  ladder  after  joining  as  an 
engineer  in  1986.  Blond  and  lanky,  Jemioluk  soon  pi'oved  a 
magnetic  leader,  whipping  the  troops  into  a  frenzy  at  the  com- 
pany's frequent  "all-hands"  meetings.  Says  Pavan  Nigam,  for- 
mer du'ector  of  SGi's  interactive  TV  project  with  Time  Warner 
Cable:  "His  macho,  can-do,  aggi-essive  style  got  the  whole 
company  stomping  its  feet." 

Good  thing — because  he  and  McCracken  were  about  to  up 
the  ante.  At  a  posh  seaside  i-esort  in  Monterey,  Cahf.,  in  May, 
1994,  some  two  dozen  top  executives  huddled  to 
set  plans  for  the  next  fist^al  yeai;  starting  on  July  1. 
After  the  fii-st  day  of  discussions,  McCracken  and 
Jermoluk  made  the  case  that  they  should  seize 
the  chance  to  bmld  a  large  company  while  they 
still  could.  At  the  time,  Sun  was  moving  away 
from  SGi's  niche  engineemg  stronghold  to  work- 
stations and  sei-vers  for  large  cor-porate  networks 
and  IBM  and  Digital  Equipment  Corp.  were  stmg- 
gUng.  Moreover,  the  InfoiTnation  Superhighway 
promised  SGi  ti-esh  opportunities.  "Ed  said  to  think 
out  of  the  box  and  figui-e  out  how  to  gi'ow  50%," 
recalls  fornier  Vice-President  Way  Ting,  founder 
and  CEO  of  software  staitup  Pictra  Inc. 

That  set  off  feverish  activity  vidthin  sgi  to  reach 
that  goal,  which  quickly  led  to  burnout  and  woi"se: 
Key  evangelist  John  R.  Mashey  says  he  suffered  a 
heart  attack  amid  the  constant  travel.  He  has  re- 
covered, but  the  gineling  pace  left  no  time  to  look  ahead.  By 
December-,  1994,  when  Time  Warner  and  S(;i  finally  launched  a 
downsized  digital  cable-TV  trial  in  Or'lando  eight  months  late,  ca- 
ble companies  already  were  realizing  that  inter*active  TV 
wouldn't  pay  otf.  "Interactive  TV  was  dying,  and  the  Inter-net 
was  taking  off,"  says  John  Danner,  an  SGi  manager  who  left  in 
1995  to  start  Net  advertising  software  startup  NetGravity 
Inc.  "But  SGI  was  still  gung  ho  on  i-tv." 

SGI  didn't  ignore  the  exploding  Web.  But  after  initial  success 
running  busy  sites  and  selling  the  fii*st  dedicated  Web  server's 
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APRIL  25  SGI  reports 
another  disappointing 
quarter — this  time  because 
partner  NEC  can't  produce 
enough  SGI-designed  MIPS 
chips. 

JULY  31  Chief  Operating  Offi- 
cer Tom  Jermoluk  resigns  to 
become  CEO  of  ©Home,  a  startup  build 


ing  a  high-speed  backbone  for 
delivering  Internet  content  over 
cable  TV  systems. 


SEPT.  25  Partly  because 
of  a  $10  million  charge  to 
replace  thousands  of 
defective  MIPS  microproces- 
sors, SGI  says  it  will  report  first-fiscal- 
quarter  results  well  under  expectations. 


Cover  Story 


starting  in  early  1995,  SGi  didn't  invest  much.  By  spring  of  1996, 
there  were  fewer  than  a  dozen  business  people  in  the  division. 
And  while  Sun  has  made  its  Java  software  into  a  broad  stan- 
dard for  creating  Net  applications,  SGi's  3-D  Net  softwai'e  has 
been  slow  to  take  off  because  of  networking  bottlenecks.  As  a 
result,  S(;i  lost  momentum  to  Sun,  now  the  darling  of  the  Net. 

The  Internet's  singular  potential  should  have  been  more 
obvious  to  Jermoluk  than  to  anyone.  In  late  summer,  1994, 
Clark  had  offered  him  the  CEO  spot  at  Netscape.  But  Mc- 

Cracken  didn't  want  to 
lose  Jermoluk,  least  of 
all  to  Clark.  So  to  keep 
him,  SCI  offered  the 
young  president  a  new  com[)ensation  package  valued  at  $10  mil- 
lion-plus over  four  years.  He  stayed. 

By  then,  S(;i  was  facing  a  more  fearsome  challenge:  the 
omnipresent  PC.  Souped-up  desktops  with  off-the-shelf  Intel 
chips  and  Microsoft's  business-strength  Windows  NT  were 
starting  to  do  more  of  the  complex  gi'aphics  jobs  that  work- 
stations using  Unix  software,  such  as  soi's,  routinely  tackled. 
But  SGI,  at  Jermoluk's  insistence,  refused  to  support  NT — he 
says  it  didn't  offer  S(;i  a  way  to  set  itself  apart. 
IN  THE  CROSSHAIRS.  By  mid- 1995,  however,  none  of  those 
simmering  problems  had  yet  spilled  onto  the  income  state- 
ment. A  week  after  its  stock  hit  an  all-time  high  of  44%  on 
July  17,  SGI  reported  a  .58%  jump  in  profits  on  a  45%  rise  in 
sales,  to  $2.2  billion,  for  fiscal  1995.  To  rewar-d  employees,  SGi 
spared  little  expense:  It  hired  Huey  Lewis  &  the  News  for 
an  all-hands  meeting  at  the  company  in  July  and  gave  all 
6,300  employees  bonuses  or  a  Swiss  watch  worth  several 
hundred  dollars.  That  still  left  plenty  of  cash  to  keep  hiring 
500  people  a  quarter  and  investing  in  new  ventures — such  as 
a  $50  million  joint  digital  studio  with  Steven  Spielberg's 
DreamWorks  SKG. 

Success  put  SGI  squarely  in  nearly  every  computer  maker's 
gunsights.  HP  introduced  higher-performance  3-D  graphics 
workstations,  and  Sun  wasn't  far  behind.  So  SGi  had  to  nm 
even  faster.  In  July,  1995,  out  came  the  Indigo2  impact  work- 
station line  foi'  the  technical  market,  and  S(;i  boldly  predicted  it 
would  feed  $1  bilUon  into  company  coffers.  At  the  same  time, 
engineering  teams  were  scrambling  to  ready  a  slew  of  work- 


OCT.  7  SGI  introduces  $6,000- 
02  workstation  to  compete  agaii 
high-performance  PCs. 

OCT.  17  SGI  reports  a  first-fisca 
ter  loss  of  $22  million  on  sales 
$766  million,  up  only  1%. 

JAN.  28,  1997  At  SGI  board  mf 
directors  tell  McCracken  to  get 
back  on  track. 


stations  and  servers  for  its  biggest  product  introduction  ev 
planned  for  January,  1996.  But  the  path  to  the  new-product 
troduction  took  a  nasty  turn.  On  Oct.  19,  SGi  announced  lowi 
than-expected  revenues  for  the  first  fiscal  quarter  McCrack 
said  the  problems  were  temporary,  blaming  them  on  a  sal( 
force  shakeup  and  assuring  analysts  that  he  expected  sales 
grow  40%  for  the  fiscal  year. 

The  real  problems  ran  far  deeper.  Even  at  $2.2  billion,  . 
was  a  coiporate  atlolescent.  For  one  thing,  engineers  and  salt 
people  constantly  pushed  the  envelope — and  sometimes  tore 
For  instance,  S(;i  tapped  Toshiba  CorjD.  to  make  key  graph 
chips  for  the  Indigo  machine,  though  Toshiba  had  never  ma 
them  before.  What's  more,  Toshiba  execs  say  the  chips 
quired  leading-edge  design  and  manufactuiing  technologi 
The  result:  The  chips  took  longer  than  expected  to  produ, 
leaving  big  shortages. 

Worse,  SGi's  product  divisions  were  so  independent  tl 
they  didn't  bother  coordinating  introduction  schedules.  "Thii 
always  got  slammed  into  manufactuiing  in  the  last  three  we* 
of  the  quarter,"  says  a  former  manager  By  the  end  of  the  yt 
the  new  workstation  and  server  products  stacked  up,  ai 
manufacturing  was  overwhelmed.  "My  team  was  quite  Iran! 
pissed  off,"  says  Stephen  A.  Goggiano,  senior  vice-president  ■ 
worldwide  manufacturing.  Says  Jennoluk:  "It  was  like  trying) 
shove  a  pig  through  a  snake."  What  came  out  wasn't  pret: 
December-quailej-  sales  grew  only  22%.  Investors  dumped  t; 
stock,  driving  it  down  16%,  to  23%. 

Customers  were  getting  angry,  too.  One  longtime  :i 
loyalist,  Tektronix  Inc.'s  Color  Printing  &  Imaging  D 
dropped  SGi  and  bought  100  new  Sun  workstations  inste  • 
Why?  Engineering  Support  Manager  Andrew  Finkbeiir 
didn't  believe  SGl  salespeople's  insistence  that  they  woil 
ship  on  time.  Up  until  then,  says  Finkbeiner,  SGi's  machii' 
were  so  much  better  that  he  put  up  with  late  dehvery,  f- 
quent  breakdowns,  higher  prices,  and  steep  maintenaii 
costs.  Now,  he  says,  "there's  no  reason  to  put  up  wi  i  th^ 
things  anymore."  Meanwhile,  Sun  was  going  Hohywo  • 
The  company  stole  some  of  SGi's  Tinseltown  thunder  / 
persuading  Steve  Jobs's  Pixar  Animation  Studios  to  |3 
117  Sun  computers,  in  addition  to  SGi  machines,  to  hp 
create  the  graphics  in  Toy  Story.  i 
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FEB.  18  SGI's 
sale  of  computers 
that  end  up  in  a 
Russian  nuclear 
bomb  design 
facility  prompts  a 
federal  probe. 

MARCH  24  Intel 
Chairman  Andy 
Grove  announces 
the  "visual 
computing" 
for  powerfu 
stealing  SG 
onetime  tagline 


APR.  17  SGI 

announces  seventh 
consecutive  earn- 
ings disappoint- 
ment. The  stock 
plummets  24%,  to 
12%,  its  lowest 
point  in  more  than 
four  years. 

MAY  5  Chief 
Financial  Officer 
Stan  Meresman 
and  Mike  Ramsay, 
senior  vice-presi- 


JUNE  Dataquest  Inc.  says  first-quarter 
NT  workstation  shipments  boomed 
242%,  compared  with  only  10%  unit  - 
growth  for  Unix  workstations. 

JUNE  26  To  save  money,  SGI  asks 
7,000  U.S.  employees  to  take  two 
extra  days  off  before  the  July  4 
holiday. 


dent  in  charge  of 
desktop  comput- 
ers, leave  in  a 
reorganization. 
Former  Cray  Presi- 
dent Robert  Ewald 
takes  over  all 
computer  manu- 
facturing and 
engineering. 


Still,  Jermoluk  continued  to  run  SGi  as  if  it 
were  a  startup.  Executives  manned  the  factory 
into  the  night  the  last  day  of  each  quarter,  scramb- 
to  get  shipments  out  the  door.  "I  was  there  at  the 
of  every  single  quarter  until  midnight,"  recalls  Jer- 
k,  who  did  everything  from  soldering  wires  on  computer 
ds  to  putting  disk  drives  into  systems  to  banding  box- 
r  shipment. 

£  REINS.  The  hands-on  management  style  that  had  worked 
much  smaller  company  was  slowdng  things  down.  In- 
1  of  changing  the  way  components  were  supplied  to  SGi's 
act  divisions  to  match  the  company's  size,  complexity,  and 
,  Jermoluk  simply  made  all  the  decisions  on  which  units 
d  get  which  parts  and  when.  "I  just  used  to 
le  whole  thing  myself  because  I  could  do  it 
er,"  says  Jermoluk.  The  board  began  to  notice, 
should  have  reined  him  in,"  says  Ki-amlich. 
was  not  disciplined  with  T.  J.,  and  that  was  a 
;rror" 

^Cracken  had  other  things  on  his  mind.  In 
1996,  insiders  say,  Sun  ceo  Scott  G.  Mc- 
y — fresh  from  trying  to  buy  Apple  Computer 
r  weeks  earlier — contacted  McCracken  to  dis- 
buying  SGi.  Neither  will  comment,  but  talks 
Ived  quickly.  One  SGI  insider  says  that  no 
al  offer  was  made,  but  SGi  execs  thought  the 
lany  could  fetch  $65  a  share;  Sun  was  leaning 
rd  $45  a  share. 

:Cracken  clearly  preferred  to  play  predator 
ilf.  On  Feb.  26,  SGI  announced  the  pui-chase  of 
rcomputer  pioneer  Cray  Research  Inc.  for 

million.  In  one  stroke,  SGI  became  the  top  supplier  in 
lusiness  of  high-speed  computing,  gaining  a  seasoned  sales 

and  a  new  customer  base.  But  few  people — especially  in- 
■5GI — ^thought  the  move  really  improved  SGi's  prxispects.  An- 
5  wonied  that  the  mai'ket  for  supercomputers  was  shrink- 
iind  that  Cray  would  take  a  long  time  to  digest  without 
:iding  many  new  customers  or  addressing  SGl's  key  chal- 
,i,  "Wintel"  workstations.  "Why  buy  a  company  that  was 
;  poorly  in  a  shrinking  mai'ket?"  asks  one  exasperated 
':3r  executive.  McCracken  says  Cray  has  turned  around  and 


TURNOVER 
DOUBLED 
TO  20%  IN 
1996  AS 
TURMOIL 
GREW 


also  provides  SGi  vdth  leading-edge  technology  to  trickle  down 
into  other  SGi  machines.  But  Cray  quickly  proved  distracting  at 
a  time  when  SGi  execs  had  their  hands  full  getting  their  own 
house  in  order 

SGi's  growing  turmoil  was  taking  a  toll  on  many  employees, 
who  bailed  out  in  droves.  Two  big  departures  at  the  senior  vice- 
president  level:  Wei  Yen,  who  ran  the  products  and  technology 
group,  now  at  NCi  Inc.,  an  Oracle  subsidiary,  and  Robert 
Burgess,  who  headed  the  AUasAVavefront  operation,  now  pres- 
ident of  Macromedia.  Meanwhile,  other  employees  spied  golden 
opportunities  at  Net  startups  that  offered  more  attractive 
stock  options  and  a  brighter  future.  By  spring,  1996,  turnover 
had  doubled,  to  nearly  20%.  McCracken  says  it  has  since  fallen 
to  under  10%.  However,  at  least  16  of  43  top  execs 
have  left  or  were  pushed  out  in  the  past  two 
years.  One  executive  recruiter  stopped  trying  to 
tap  talent  from  SGI  four  months  ago.  "There's  no- 
body left,"  he  says. 

Why  the  big  exodus?  Managers  and  employees 
who  thrived  on  SGi's  go-go  culture — and  others 
who  joined  because  it  was  hot — saw  a  brighter 
future  at  hordes  of  Internet  and  other  startups. 
Others  tired  of  what  one  former  employee  called 
the  frat-house  atmosphere.  That  side  of  SGi's  cul- 
tui'e  reached  a  nadir,  insiders  say,  at  a  July,  1996, 
European  sales  conference  in  Mallorca  that  at- 
tendees are  still  buzzing  about.  Several  eyewit- 
nesses say  a  number  of  managers  and  execu- 
tives had  too  much  to  drink  and  caroused  late 
into  the  morning. 

McCracken  heard  the  tales,  too.  He  says  he 
looked  into  the  incident  but  never  determined  whether  anything 
untoward  happened.  Still,  he  says,  he  talked  about  it  with 
other  managers.  "We  certainly  spent  a  lot  of  time  after  that 
meeting  discussing  what  is  appropriate  behavior,"  he  says. 
"It's  really  important  that  people  tioist  the  management  of 
the  company." 

Jermoluk  wasn't  the  only  executive  employees  were  buzzing 
about.  In  the  spring  of  1996,  McCracken  separated  from  his  48- 
year-old  second  wife,  whom  he  had  met  in  S(jrs  human-re- 
sources department  before  they  were  married  in  1985.  The  split 
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left  both  struggling  to  meet  expenses,  according  to  court  filings. 
McCracken,  who  didn't  get  a  bonus  last  yeai;  had  to  liquidate 
assets  and  bon'ow  money  to  pay  expenses  before  the  divorce 
became  final  this  past  Jime  18. 

But  what  made  the  spUt  news  inside  SGi  was  McCracken's 
new  relationship.  McCracken  began  to  date  a  young  woman, 

who,  as  his  wife  once 
did,  worked  in  SGi's  hu- 
man-i'esoiu-ces  depart- 
ment. McCracken  did 
not  try  to  hide  their  involvement:  They  displayed  each  other's 
photos  on  their  desks  and  were  kissing  at  an  s<  Ji  party  for  cus- 
tomers and  employees  at  last  summer's  Siggi-aph  gi-aphics  in- 
dustry conference  in  New  Orleans. 

McCracken  defends  the  relationship.  "I've  done  nothing  to 
hide  it  from  anybody,"  he  says.  After  it  started,  he  says,  the 
woman  switched  to  another  job  at  SGi  so  she  would  be  less  in- 
volved in  current  employee  matter.  However,  some  employees 
say  the  relationship  has  eroded  their  tmst  and  confidence  in 
McCracken  since  she's 
still  with  the  company. 

To  some  staffer,  it 
was  one  more  sign  that 
executives  had  lost 
their  way.  Indeed,  af- 
ter two  more  bum 
quarters,  it  was  clear 
Jermoluk  was  having 
trouble  getting  the 
company  back  on  ti^ack. 
On  July  31  of  last  year, 
he  left  to  become  ceo 
of  @Home  Corp.,  a  ca- 
ble Net  service.  Jer- 
moluk admitted  his 
heart  wasn't  in  soi  any- 
more: "I'm  a  builder, 
less  a  sustainer" 

Once  McCracken 
took  over  daily  opera- 
tions, he  realized  how 
bad  the  problems  were. 


GRAPHIC  LESSONS  FROM  SILICON  GRAPHICS 


BLUNDER  Set  overly  ambitious 
sales  goals,  aiming  to  grow 
50%  a  year 


BLUNDER  Pursued  glittery 
markets  such  as  interactive  TV 
that  fizzled,  while  ignoring  the 
inexorable  rise  of  PCs 


BLUNDER  Built  inadequate 
business  processes  like  invento- 
ry management  and  demand 
forecasting,  leading  to  product 
shortages  and  angry  customers 


BLUNDER  Cray  Research 
acquisition  sapped  management 
energy  from  more  pressing 
problems  such  as  getting  prod- 


Russian  Scientific  Research  Institute  for  Technical  Phlic? 
Assuming  it  was  a  research  institute,  SGI  didn't  apply  foitlw 
normal  govenunent  cleai-ances.  The  company  says  it  is  lop 
erating  with  an  ongoing  federal  investigation.  i 

Now,  it  seemed,  SGi  was  in  fi-ee  fall.  After  reporting  arth 
er  poor  quailer  on  Apr  17,  the  stock  plummeted  24%,  tc2i 
its  lowest  point  in  more  than  four  years.  SGi's  board  hacoar 
enough.  At  its  regulai'  April  meeting  in  Eagan,  Minn., 
headquarters,  they  canceled  a  planned  tour  of  the  facilitii 
nail  down  financial  goals.  "You  bet  your  life  that  as  tim| 
been  gomg  on,  we've  been  asking  harder  and  harder  quest 
says  board  member  Robert  A.  Lutz,  president  of  CI 
Coi-p.  "The  company  was  continually  overwhebned  by  e\ 
At  some  point,  things  have  to  improve." 

McCracken  didn't  take  long  to  set  the  new  agenda.  Onl 
5,  he  announced  a  reorganization  that  shook  up  his  manage|K 
team.  Out  the  door:  11-year  veteran  Michael  RamsayjB!! 
eight-yeai"  Chief  Financial  Officer  Stanley  J.  Meresman.  No'bj 
computer  engineering  and  manufacturing — once  spUt  ai 

several  groups, 
fighting  for  resouri 
is  under  the  comi 
of  Executive  Vice-! 
ident  Robert  H.  E 
former  presiden 
Cray  and  a  pos 
successor  to  McC: 
en.  The  goal:  b( 
coordination  het\ 
research  and  dev 
ment  and  manufa 
ing — a  big  sourc 
SGi's  problems. 

Now,  McCra< 
and  Ewald  hav 
chance  to  avoid  Aj 
fate.  SGi's  high 
gr-aphics  are  still 
beatable.  The  Jet 
pulsion  Laboratoi 
using  SGI  supercon 
ers  and  workstatioi 


SOLUTION  Lowered  expecta- 
tions to  20%,  closer  to  the 
growth  of  the  high-end  market 

SOLUTION  Refocused  on  fast- 
growing  markets  such  as 
telecommunications  and  started 
work  on  PC-based  workstations 


SOLUTION  Stopped  shooting 
from  the  hip  and  started  putting 
in  systems,  from  quoting  an 
order  to  scheduling  manufactur- 
ing to  collecting  payments 


SOLUTION  Consolidated  all 
manufacturing  and  engineering 
operations  under  one  person, 
Executive  Vice-President 


stalled  get-      .^.^^.^  s^iPPed  out  on  time   Robert  Ewald  


BLUNDER  Went  for  higher 
margins  instead  of  market 
share,  leaving  it  struggling  for 
scale  against  IBM,  HP,  and  Sun 


In  July,  SGI 

ting  alaiTning  calls  fi-om 
customers:  Their  new 
SGI  computers  would 
sometimes  shut  down 
vrithout  warning.  Engi- 
neers found  a  flaw  in 

the  new  inicroprocessors  and  traced  it  to  a  production  problem 
at  the  maker,  Japan's  nkc  Corp.  NEC  says  it  replaced  every  one 
of  the  chips — which  were  scattered  around  the  wor-ld  in  some 
4,000  systems.  Still,  it  cost  SGi  a  cool  $10  million  to  send  out 
field  engineers  to  make  the  r*eplacements. 

That  was  just  one  sign  that  the  company's  basic  processes — 
like  quality  control — wei'e  in  tatter's.  Even  SGi's  new  str-ategy  to 
broaden  its  market  by  coiuling  commercial  buyers — such  as 
Pr-octer  &  Gamble  and  PepsiCo — was  tr-oubled  As  it  tur-ns 
out,  those  customers  tend  to  be  conservative,  pr-eferTing  to  wait 
until  new  products  have  been  in  the  market  for  some  time. 
OVERWHELMED?  Amazingly,  scJi's  demand-forecasting  model 
hadn't  factored  that  in,  says  manufacturing  chief  Goggiano. 
The  result:  So  many  customers  byjiassed  the  new  machines  and 
kept  buying  the  older  ones  that  SGi  r-an  out  of  those  by  Tlianks- 
giving.  The  shortfall  put  salespeople  under  even  more  pres- 
sure— with  one  glaring  i-esult.  Late  in  1996,  SGi  sold  low  pow- 
erful servers  worth  $650,000  to  a  Russian  facility  that  designs 
nuclear  warheads.  Salespeople  didn't  bother  to  check  out  the 
well-knowTi  facility,  which  had  simply  changed  its  name  to  All- 


SOLUTION  Focused  on  niches 
such  as  data  mining  and  mas- 
sive corporate  databases,  where 
ultrafast  computing  is  critical 


ss  images 
the  Mars  Pathfi 
landing,  and  SGi 
puters  were  pivot 
the   recent  Jun 
Park  sequel,  Tfw 
World.  "There's  si 

large  productivity  gap  between  what  you  can  do  on  ar 
workstation  and  on  a  PC,"  says  Martin  Plaehn,  CEO  of  Yievq 
Software  Inc.  in  Orem,  Utah.  r 

SGI  is  even  swallowing  its  pride  and  wor'king  on  a  wor'i 
tion  that  vrill  use  Intel  chips  and  Windows  NT.  But  it  may  p 
year  before  it's  ready.  Says  former  S(;i  Vice-President  jr 
Loevner,  an  Apple  alumnus  and  now  ceo  of  Internet  Shoji  i 
Network:  "They  thumbed  their-  noses  at  Apple  for  get 
blindsided  by  Micr-osoft,  but  S(;i  got  blindsided  even  wors 

Indeed,  whether  McCr-acken's  effort  will  be  enough  to  re 
S(;i  to  its  former  glory  is  doubtftil.  In  most  of  these  new  (ti 
mercial  mar'kets,  SGi's  machines  don't  offer  much  mor-e  than  y. 
chines  from  IBM,  Sun,  and  hp.  And  it's  far  less  experience 
selling  to  those  customer's.  "For  Silicon  Gr-aphics  to  pull  tha^ 
now  is  going  to  be  very  difficult,"  says  Morgan  Stanley,  la- 
Witter,  Discover  &  Co.  analyst  Steven  M.  Milunovich. 

Tlie  toughest  job  for  S(;i — the  company  that  pioneered  vilK 
computing — will  be  visualizing  a  new  futur'e  for  itself. 

By  Robert  D.  Hof  in  Moimtain  View,  Calif.,  with,  Ira  SiW 
in  New  York  and  Linda  Himelstein  in  San  Francisco 


72  BUSINESS  WEEK  /  AUGUST  4,  199/ 
 niiiiii  HH  MiilillinwmmiUIWMMtWtWlMMWBWHWWMBgaHMMMWHW^^ 


m 


edia 


^  -RviEw 


IIICHAEL  EISNER 
DEFENDS  THE  KINGDOM 

)i  :iey's  boss  talks  tough  about  boycotts,  ^^rci//^5,  ABC,  and  succession 
if' 

r 

■  c 


Hth  everyone  from  the  Baptists 
to  the  Catholics  to  the  blind 
protesting  one  of  his  policies 
or  products,  it's  no  wonder 
■1/  Chairman  Michael  D.  Eisner 
i>t.  well,  defensive, 
'i  i/ks  to  a  long  string  of  missteps 
^iippointments  in  recent  months, 
Disney  Co.'s  stock  is  down  8% 
/.s  May  high  of        despite  a 


holders  are  still  smartiyig  over  the  es- 
timated $100  million  it  cost  to  get  rid 
of  short-lived  company  President 
Michael  Ovitz,  and  a  $250  million  suit 
brought  by  another  departed  Eisner 
foe,  Jeffrey  Katzenberg,  may  go  to  tried 
this  fall.  Eisner  still  faces  criticism 
that  he  can't  share  poiver. 

But  most  troubling  is  tlie  anemic  per- 
formance of  Disney's  newest  animated 


BEYOND  THE 
BOX  OFFICE 

U  I  don't  think 
people  quite 
understand  our 

company  The 

video  revenues 
from  one  of  our 
animated  films 
are  large,  the 
consumer 
products  huge 


'  on  July  22  when  the  company 
'i.ssed  Wall  Street  estimates  with 
^'9;  earnings  increase.  Each  pass- 
•''('(•k  seems  to  bring  Eisner  new 
'/t'.s.  The  company  recently  recalled 
'0(1  Insane  Clown  Posse  albums 
(I  honified  Eisner  belatedly  got 
.'  (f  the  rap  group's  hard-core 
f  s.  ABC,  acquired  for  $19  billion  in 
al  struck  two  years  ago,  contin- 
!o  be  a  ratings  loser,  and  its  man- 
i  tent  turmoil  is  an  acute  embar- 
I  ment  to  Eisner,  once  a  top  abc 
Ij  ramming  executive  himself.  Share- 


fihn,  Hercules.  Eucit  of  the  three  ani- 
mated films  Disney  has  released  since 
1991's  The  Lion  King  has  had  progres- 
sively weaker  results.  For  a  com  pang 
that  derives  a  substantial  poHion  of  its 
profits  from  its  animated  films,  that's 
a  disturbing  trend. 

Ever  under  the  gun,  Eisner  took  a 
break  from  his  vacation  in  Aspen,  Colo., 
to  talk  with  BUSINES.S  week's  Los  An- 
geles bureau  chief,  Rcmald  Grovej;  about 
his  and  the  company's  troubles. 

Q:  It's  been  a  bad  couple  of  weeks  for 


the  company.  Why  is  everyone  taking 
shots  at  you  now? 

A:  The  company  is  big,  and  therefore 
visible.  A  lot  of  people  are  interested  in 
seeing  whether  we  are  going  to  slij)  up. 

Q:  Will  the  Baptist  boycott  hurt 
Disney? 

A:  No.  I'm  sony  if  [the  Ellen  episode  in 
which  the  lead  character  declai'ed  her- 
self to  be  a  lesbian]  of- 
fends the  Baptists.  I 
may  not  be  as  religious 
as  some,  but  I  went  to 
a  Baptist  college  |Deni- 
son],  and  I  gTew  up  be- 
lieving that  tolerance 
was  the  basis  of  all  re- 
ligions. I  think  that's 
what's  missing  here — 
tolerance. 

Now,  I  got  this  let- 
ter from  a  group 
of  non-big-time  Cath- 
olics about  Nothing 
Sacred  [a  show  about 
a  doubting  priest  that 
debuts  on  abc  this 
fall].  They  haven't  even 
seen  the  show.  They 
are  criticizing  it  off  of 
a  sentence  that  they 
read  in  the  press 
somewhere.  I  showed 
that  show  to  five 
priests.  We  try  to 
be  careful,  to  make 
changes.  And  then  we 
get  this  reaction.  It's  aggravating. 

Q:  Disney's  stock  price  has  taken  a 
fall,  largely  based  on  the  disappoint- 
ing box  office  for  Hercules.  What's 
wrong  with  Disney's  animation  unit? 
A:  Nothing.  I  don't  think  people  quite 
understand  om-  company.  We  have  many 
avenues  to  make  money  from  one  of 
our  animated  films.  The  video  revenues 
from  one  of  our  animated  films  are 
large,  the  consumer  products  huge. 
We're  soon  going  to  open  our  11th 
Beauty  and  the  Beast  stage  show.  I'm 


Media 


going  to  Minnesota  soon  to  see  Lion 
King  [on  stage].  This  company  has  a 
multiple  strategy  to  recreate  and  gi'ow 
the  Disney  brand. 

Q:  B/(f  box  office  [performance  of  Dis- 
neij's  uniniated  flnm]  lias  been  going 


down  since  Lion  King,  and  that  can't  be 
a  good  trend  for  sustaining  that  strate- 
gy, can  it? 

A:  Tlie  trend  is  just  fine.  You  keep  look- 
ing at  trends,  and  pretty  soon  you've 
trended  yoimself  light  out  of  business.  I 
think  Hercules  is  a  fabulous  movie,  I 
thought  The  Hunchback  of  Notre  Dame 
was  a  fabulous  movie.  Look,  the  audi- 
ence may  or  may  not  be  with  you  with 
every  film  you  make.  But  our  job  is  to 
make  the  best  entertainment  that  we 


can.  If  you  could  have  gTeat  entertain- 
ment and  not  as  gi'eat  pi'ofits,  or  great 
profits  and  not  as  gTeat  entertainment, 
I'll  take  the  great  entertainment  every 
time.  You  keep  making  gi-eat  entertain- 
ment, and  the  profits  are  sure  to  come. 


Q:  ABc's  recent  decision  to  deny  Fox 
aiiiime  during  Wondeiful  World  of  Dis- 
ney for  commercials  for  its  animated 
film  Anastasia  shows  increased  worries 
about  all  the  studios  taking  on  Disney 
animation,  no? 

A:  Look,  I  hojje  they  all  start  making 
animated  films,  copying  what  we  have 
done.  As  they  copy  [us],  we  went  out 
and  made  the  live-action  version  of 
101  Dalmatio)is,  which  was  a  big  suc- 
cess. Our  strategy  has  to  be,  if  they  go 


one  way,  we're  going  to  go  anoie 

Q:  What  was  the  problem  with  th  h 
sane  Clown  Posse?  How  did  thain 
slip  through  the  cracks? 
A:  Has  business  week  ever  ma 
mistake?  Have  you  ever  made  a 
take  in  your  life?  We  made  a  mis 
The  moment  I  heard  the  music,  I  1 
this  was  something  that  this  com 
couldn't  release.  But  you  can  bet  tl 
won't  happen  again. 

Q:  Can  we  discuss  the  problem  at 
A:  ABC  is  not  a  problem.  We  bo 
ABC  [because  we  wanted  to  ensure 
Disney  [wouldn't]  be  shut  out  fi'om 
ting  to  the  audience — not  by  Ri 
Murdoch,  John  Malone,  or  Bill  (i 
It  was  apparent  that  we  had  to 
distribution,  [abc]  had  a  full  ran.i 
distribution — the  network,  cable, 
stations — that  were  hedges  again: 
getting  shut  out  by  someone  else. 

Maybe  I  share  some  of  Walt's  ) 
noia  that  we  were  the  skinny  ki( 
the  block  and  you  have  to  protect  ; 
self  if  you're  weaker  than  the  ot 
With  the  deal,  we  added  a  lot  of 
balls.  We  added  cable  with  [80%  ov 
ESPN  and  [50%  ov/ned]  Lifetime, 


PRODUCT  VS.  PROFITS  U  Look,  the 

r  e  may  or  may  not  be  with  you  with 

(  ^1  vou  make  You  keep 

1  .  .  at  entertainment,  and  the 

pio.zU)  are  sure  to  come  H 


The  one  truly  open  email  and  groupware  solution 


Introducing  Netscape  Communicator  and  SuiteSpot.  The  browser  was  only  the  beginning. 

\i  some  piiiiit  Mni'll  l.uiin-h  Nctsc.i|U-,  \ini'\\  \L-ts<..i|ic  C  (imnumii..U(ir  .ind  Smti'Spnt  arc  thi 

cm, 111  with  pL-ti[ili.-  inMcIc  .inJ  luitsKic  of        workl's  mily  hilK  n.invc  open  sulutions  tor  eiii.iil  .iikI 
your  Liinip.iiiv  aiul.  .ill  ot  ,i  siidclcn,  it  wilt  hit  vou.      ;4roup\s  .in.-.  .AtKi,  hL'L.uisc  thi.'\  Vc-  hiiilt  from  the  i;roiiiKl 
Till-  c'Titcrprisc  cm. Ill  .ind  niimpw.irc  soliiiioii  th.it       up  on  the  hitcrnct  mcs'.,ii;in};  ■.t.inj.irds  Nctscipc 
voiTvc  Ix-cn  lookin;4  tor  is  closci  tli.iii  \dii  think.         helped  cre.irc,  you  c.m  now  extend  Miiir  intranet 


br'oadcast  entering  a  digital  world, 
■  are  powerful  assets  to  keep  the 
;y  brand  available  to  the  public. 

ire,  but  did  it  justify  spending  $19 
•n  for  a  network  that  fell  in  the 
gs  so  quickly? 

le  looked  at  other  networks,  and 
ide  more  economic  sense  to  spend 
oillion  and  get  the  full  range  of 
assets.  We  sold  off  $3  billion  of 
ishing]  assets,  so  we  paid  $16  bil- 
or  an  asset  that  we  think  is  worth 
r  $20  biUion  right  now — or  will  be, 
I  we  get  the  ratings  fixed. 

'he  concern  among  many  is  that 
•e  spending  too  much  time  your- 
ryinxj  to  fix  ABC  and  ignoring  other 
;te  of  the  company.  True? 
spend  one-fiftieth  of  the  amount  of 
at  ABC  that  I  do  on  animation, 
me-hundredth  the  amount  of  time 
I  spend  on  the  theme  parks.  And  I 
1  zero  time  on  development,  zero.  I 
the  pilot  meetings,  and  I  screen 
pilots.  But  [ABC  President]  Bob 
•]  and  his  team  don't  need  me. 
re  I  think  I  can  add  something  of 
;,  I  will.  But  my  secret  dream  is 
I  could  go  down  to  the  smallest 
office  somewhere,  where  people 
t  know  me,  and  really  see  what  I 
I  do. 


Q:  With  all  that's  going  on,  don't  you 
need  a  strong  No.  2  to  help  out? 
A:  At  the  moment,  we  have  four  or 
more  strong  No.  2s.  Joe  Roth  at  the 
studio.  I  couldn't  do  better  than  Bob 
Iger.  I  couldn't  do  better  than  [Disney 
cable's]  Gerry  Laybourne  or  [espn's] 
Steven  Bornstein  or  [theme-park  chief] 
Judson  Green  or  [cfo]  Richard  Nanula. 
We  have  the  strongest  team  around. 


because  of  your  health  problems, 
wasn't  it? 

A:  Right,  but  things  have  changed. 

Q:  Is  there  a  succession  plan  for  the 
company? 

A:  Sure,  I  discuss  my  ideas  of  succes- 
sion with  the  boai'd  all  the  time.  If  I  got 
hit  by  a  tinck  tomoirow,  there  would  be 
someone  to  run  this  company,  and  my 


PASSING  THE  TORCH  U  If  I  got  hit  by  a 

truck  tomorrow,  there  would  be  someone 

to  run  this  company,  and  my  ego 

is  such  that  they  would  probably  run  it 

better  than  I  have  f  T 


I  went  in  a  different  direction  once 
vdth  you-know-who  [Ovitz],  and  it  obvi- 
ously was  not  successful.  I  like  being 
part  of  a  team,  but  the  team  doesn't 
have  to  be  the  same  person  each  time.  I 
can  be  a  team  with  Joe  on  movies,  with 
Bob  at  ABC  It's  just  a  different  way  of 
looking  at  No.  2. 

Q:  Sure,  but  back  in  '95,  when  you 
hired  Michael  Ovitz,  it  was  your 
urife  who  suggested  you  needed  the  help 


ego  is  such  that  they  would  probably 
nui  it  better  than  I  have.  I  am  54  years 
old,  and  if  it  hadn't  been  for  my  [heart] 
bypass,  no  one  would  even  be  talking 
about  succession.  A  person  at  any  age  is 
vulnerable,  so  we've  talked  over  what 
might  happen.  But  there  is  no  No.  2 
waiting  out  there  if  we  had  to  use  the 
plan.  There  is  a  gi-oup  of  people  both  in- 
side and  outside  tliis  company  who  could 
run  it  if  I  wasn't  here.  There  isn't  a 
conci'ete  plan  at  the  moment. 


has  been  staring  you  in  the  face  for  over  two  years. 
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restrict  existing  proprietary  solutions.  and  trv  out  Netscape's  latest  email  and 

To  come  face  to  face  with  the  future       groupwarc  solutions.  Or  call  88S-777-()  1  S!2 
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of  communication  and  collaboration  visit      for  a  Netscape  SuiteSpot  test  drive  C  I).      The  Internet  i  '.oiitpdiiy 
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The  Corporation 


MANAGEMENT 


IS  RICK  scon 

ON  THE  CRITICAL  LIST? 

Columbia/HCA's  CEO  may  have  made  too  many  enemies-including  some  on  his  own  boa 


It  was  only  a  year  and  a  half  ago 
that  Dr.  Thomas  F.  Frist  Jr.  and 
Richard  L.  Scutt  flouted  decoium  by 
exchanging  high  fives  in  the  dining 
room  of  Nashville's  exclusive  Belle 
Meade  Country  Club.  But  the  cama- 
raderie is  long  gone  between  Tommy 
Frist,  the  vice-chairman  and  largest  in- 
dividual stockholder  of  Columbia/HCA 
Healthcare  Corp.,  and  Rick  Scott,  the 
chairman  and  cliief  executive  of  the  em- 
battled hospital  colossus.  "I  wouldn't 
say  that  Tommy  is  angiy,"  says  one  con- 
fidant, choosing  his  words  carefully. 
"He's  focused.  Vei'ij  focused." 

With  revelations  about  the  widening 
scope  of  the  government's  criminal  in- 
vestigation of  Columbia  appearing  al- 
most daily,  a  behind-the-scenes  cam- 
paign to  rein  in  Scott — or  perhaps 
remove  him  altogethei' — seems  to  be 
coalescing  aroun(l  Frist,  who  at  58  is 
the  very  model  of  the  patrician  physi- 
cian. The  24%  drop  in  the  company's 
stock  since  Febinai-y  is  both  a  symptom 
and  a  cause  of  the  growing  disillusion- 
ment with  Scott  among  large  investors. 
Even  Texas  billionaire  Richard  Rain- 
water, who  co-founded  Columbia  Hospi- 
tal Corp.  with  Scott  in  1987  and  has 
been  his  biggest  booster  ever  since,  may 
be  wavering  in  his  support. 
IN-YOUR-FACE.  While  Scott's  personal 
culi)ability  in  the  unfolding  scandal  is 
uncertain  and  likely  to  remain  so  for 
months,  the  44-year- 
old  CEO  clearly  has 
become  a  political  lia- 
bility. Under  Scott's 
relentlessly  aggi'es- 
sive  leadership,  Co- 
lumbia has  made 
scores  of  powerful  en- 
emies at  every  level 
of  government.  "To 
paraphrase  Tommy, 
the  basic  problem  is 
the  in-your-face  style 
of  Scott  coming  home 
to  roost,"  says  a  Fiist 
ally. 

Since  Mai-ch,  when 
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federal  agents  raided  Columbia  offices 
in  El  Paso  and  carted  out  documents 
by  the  tmckload,  Fiist  has  met  piivate- 
ly  with  Scott  and  urged  him  to  adopt  a 
more  statesmanlike  stance.  Scott  lis- 
tened, but  did  he  hear?  Publicly,  any- 
way, the  CEO  has  not  conceded  that  he 
needs  to  modify  either  the  substance  or 
style  of  his  approach.  "There  ai"e  cer- 
tain things  beyond  your  control,"  Scott 
told  BUSINESS  WEEK  in  a  June  interview. 
"But  what  I  like  about  this  industry  is 
that  if  we  do  a  good  job  of  taking  care 
of  patients,  things  will  work  out." 

Also  last  month,  Rainwater  reaf- 
fiiTned  his  faith  in  Scott  and  Columbia's 
pi'ospects  in  an  interview  with  business 
WEEK.  "As  far  as  Fm  concerned,"  said 
Rainwater,  who  still  owns  9.8  million 
shares  of  Columbia  stock  to  Scott's  9.4 
million,  "Rick  will  lead  the  company  for- 
ever, or  until  he  wants  to  step  down." 
But  on  Monday,  July  21,  Rainwater  sud- 
denly backpedaled  from  his  uncondi- 
tional embrace  of  the  status  quo,  saying 
only  that  significant  developments  were 
imminent. 

Almost  immediately,  rej^orts  surfaced 
that  Columbia  w'as  talking  to  Tenet 
Healthcare  Corp.  about  a  merger.  Both 
companies  declined  to  comment  on  the 
reports.  Tenet,  the  industry's  second- 
lai-gest  company,  is  roughly  a  cjuarter  of 
Columbia's  size.  Its  ceo,  Jeffrey  C.  Bar- 
liakow,  guided  the  company  through  its 
own  scandal  four 
years  ago  when  he 
forged  a  settlement  of 
massive  fi'aud  charges 
for  $380  million.  Many 
in  Washington  and  in 
the  industry  believe 
prosecutors  won't  let 
the  next  violator  off 
with  just  a  fine,  but 
will  seek  jail  tenns. 

The  rumors  gave  a 
lift  to  Columbia's  bat- 
tered stock,  which 
had  fallen  as  low  as 
32  as  investors  fled. 
The  company's  largest 


NASHVILLE  BEEF:  Protesters  oppos 
takeovers  of  comrnunity  hospitals 

stockholder,  fmr  Corp. — the  pa 
company  of  the  Fidelity  family  of 
tual  funds — has  unloaded  more 
half  of  its  56  million  shares  since  M 
paring  its  interest  to  about  4%, 
9%,  according  to  estimates  by  A 
Equity  Research,  a  New  Hamps 
brokerage  that  tracks  Fidelity  fo 
stitutional  investors.  "It  looks  like 
have  really  lost  confidence  in  the 
pany,"  says  David  J.  O'Leary,  presi 
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)ha.  FMK  has  declined  to  comment. 
11,  the  disgruntlement  of  Frist  and 

Columbia  directors  poses  the 
imminent  threat  to  Scott.  Frist, 
)wns  14.6  million  shares,  founded 
tal  Corporation  of  America  with 
ither  in  1961  and  sold  it  to  Co- 
a  in  1994.  While  few  hca  execu- 
remain  in  Columbia's  senior  man- 
^nt  ranks,  no  fewer  than  five  of  its 
irectors  were  affiliated  first  with 
md  are  considered  likely  to  back 

in  any  showdown  with  Scott, 
.e  are  not  the  sort  of  people  who 


;it  quietly  in  the  corner  if  they 
changes  are  needed,"  says  a  for- 
ICA  executive. 

5INESS  WEEK  has  learned  that  soon 
the  March  raid  in  El  Paso,  the 
voted  to  appoint  a  special  three- 
r\  committee  to  conduct  an  internal 
ligation  into  the  company's  basic 
ess  practices.  The  panel  retained 
m  outside  legal  counsel  and  is  ex- 
i  to  report  its  findings  at  the  next 
irly  scheduled  board  meeting  on 
14.  The  committee  includes  two 
ime  directors  of  hca:  Dr  Frank 


Royal,  a  Richmond,  Va.,  physician,  and 
Carl  Reichardt,  the  retired  chairman  of 
Wells  Fargo  Bank.  The  third  member  is 
from  the  Columbia  side  of  the  corpo- 
rate maniage:  T.  Michael  Long,  a  part- 
ner at  investment  banker  Brown  Broth- 
ers Harriman  &  Co.  A  Columbia 
spokeswoman  declined  all  comment  on 
board  matters. 

PROBABLE  CAUSE.  All  three  members 
of  the  special  committee  declined 
BUSINESS  week's  requests  for  inter- 
views, as  did  Frist.  However,  it  seems 
highly  unlikely,  given  the  mounting 


Columbia  is  four  times  the 
size  of  its  nearest  rival. 
But  by  demanding  endless 
growth,  Scott  has  possibly 
jeopardized  his  company 


gi'avity  of  the  government's  probe,  that 
the  panel  will  present  management  with 
a  clean  bill  of  health. 

On  July  16  and  17,  a  small  army  of 
FBI  and  other  federal  agents  sei"ved  at 
least  35  search  warrants  on  Columbia 
facilities  in  seven  states:  Florida,  Geor- 
gia, North  Carolina,  Oklahoma,  Ten- 
nessee, Texas,  and  Utah.  To  obtain  such 
warrants,  prosecutors  first  must  per- 
suade a  federal  judge  that  they  have 
probable  cause  to  believe  that  a  crime 
has  occurred.  According  to  reports  in 
The  New  York  Times,  investigators  al- 


ready have  found  evidence  of  fraud  in 
Columbia's  Medicare  billings  and  indict- 
ments will  be  handed  down  in  Florida 
within  a  few  months. 

The  primary  allegations  against  Co- 
lumbia appear  to  center  on  overbiUing. 
The  T^mes  stated  that  investigators  have 
obtained  internal  Columbia  cost  reports 
and  worksheets  that  contain  significant- 
ly lower  expenses  than  in  reimburse- 
ment claims  submitted  to  government 
agencies.  Samuel  A.  Greco,  a  senior  Co- 
lumbia financial  official,  has  said  that  the 
company  has  done  its  best  to  submit  ac- 

ONE-MAN  SHOW?  The  hard- 
driving  Scott  (right)  left 
Frist  (left)  mid  McWhorter 
in  the  backseat 

curate  cost  reports.  Colum- 
bia declined  to  comment  fui- 
ther  on  the  investigations  to 

BUSINESS  WEEK. 

But  the  federal  inquiry 
into  Columbia  is  not  limited 
to  its  cost  accounting.  Inves- 
tigators are  also  trying  to 
determine  whether  unneces- 
sary blood  tests  have  been 
routinely  conducted  at  cer- 
tain hospitals.  At  the  same 
time,  both  civil  and  criminal 
authorities  are  looking  into 
the  many  investment  part- 
nerships Columbia  has 
fonned  with  physicians  affili- 
ated with  its  hospitals.  Mean- 
while, at  least  two  states — 
Alabama  and  Texas — are 
conducting  their  own  in- 
quiries into  Columbia's  Med- 
icaid billing  practices. 

However  events  play  out 
over  the  next  few  weel«  and 
months,  Richard  Rainwater 
is  certain  to  be  in  the  thick 
of  any  attempt  to  revamp 
Columbia,  if  only  because  he 
is  as  close  to  Tommy  Frist  as 
to  Rick  Scott.  Rainwater  got 
to  know  Frist  in  the  early 
1980s,  before  he  met  Scott,  and  for  a 
time  owned  stock  both  in  hca  and  Co- 
lumbia and  served  simultaneously  on  the 
boards  of  both  companies.  "Rainwater 
kept  telling  me  about  Rick  Scott  and 
how  gi'eat  he  was,  and  I  kept  blowing  it 
off,"  Frist  told  the  authors  of  the  book 
The  For-Profit  Healthcare  Revolution. 

However,  by  1993  Frist  had  decided 
that  he'd  be  better  off  joining  forces 
with  Scott  and  asked  Rainwater  to  in- 
troduce him.  Columbia  paid  $7.6  billion 
for  HCA  in  early  1994  and  capped  a 
memorable  year  by  shelling  out  $3.5  bO- 
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lion  to  acquire  a  second  Nashville-based 
hospital  company,  HealthTiaist  Inc.  The 
HealthTi'ust  acquisition  reunited  Frist 
with  R.  Clayton  McWhorter,  a  former 
president  of  HCA.  Frist  suiTendei'ed  his 
chairman's  title  to  McWhorter  and  set- 
tled into  the  vice-chairman's  role. 

Fi'ist  could  not  have  found  a  moi'e 
dissimilar  successor  than  Scott,  who 
gi'ew  up  poor  in  Missouri,  the  son  of  a 
truck  driver.  After  a  stint  in  the  Navy, 
Scott  earned  a  degi-ee  in  business  ad- 
ministration at  the  University  of  Mis- 
souri and  a  law  degree  at  Southern 
Methodist  University.  Scott  joined  a  big- 
Dallas  law  ftrm,  where  he  specialized  in 
merger-ami-acquisition  assignments  for 
health-care  companies  and  made  partner 
in  1984.  Three  years  later,  he  joined 
with  two  former  executives  of  a  Dallas 
hos}3ital  comjjany  to  make  an  unsolicited 
and  unsuccessful  offer  for  hca. 
CRITICAL  MASS.  Not  long  afterward. 
Rainwater  came  calling  with  an  offer 
the  lawyer  found  iiresistible:  Join  me  in 
starting  a  hospital  company  from 
sci'atch.  Scott  put  up  $12.5,000,  Rainwa- 
tei'  matched  him,  and  Columbia  Hospital 
Corp.  was  born.  The  undei'lying  strate- 
g-y  was  simple  but  poweiful:  to  establish 
the  company  as  the  lowest-cost,  liighest- 
volume  health-cai'e  provider  in  as  many 
cities  as  possible.  In  other  words,  Scott 
and  Rainwater  wanted  to  make  Colum- 
bia the  leading  agent  of  the  managed- 
care  revolution  that  was  just  beginning 
to  gather  momentum  in  key  markets. 

Convinced  that  speed  was  of  the 
essence,  Scott  and  Rainwater  launched 
the  most  prolific  acquisition  binge  that 
health  care  had  ever  seen.  Columbia 
reached  critical  mass  in  1993  as  Scott 
pulled  off  his  fii-st  megadeal:  the  $3.2  bil- 
lion acquisition  of  Galen  Health  Care, 
formerly  the  hospital  arm  of  Humana 
Inc.  At  18.9%,  Columbia's  opei-ating  mar- 
gin for  1993  hugely  exceeded  the  indus- 
try average  of  13.6%  (chait).  The  com- 
pany has  maintained  its  supei'ior 
profitability  ever 
since  as  the  acqui- 
sitions of  HCA, 
HealthTrust,  and  a 
half-dozen  other 
major  companies 
piled  on  the  vol- 
ume. In  1996,  Co- 
lumbia reported 
net  income  of  $1.5 
bilhon  on  revenues 
of  $20  Ijillion. 

Even  many  of 
Columbia's  harsh- 
est Clitics  concede 
that  Scott  is  a  biil- 
liant  entrepreneur. 


COLUMBIA  BEATS  RIVALS 
BY  A  WIDE  MARGIN 

.  illL 
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DATA  STANDARD  S  POOR'S  COMPUSTAT, 
A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


"I  think  he  comes  in  second  only  to  Bill 
Gates  as  the  businessman  of  the  decade 
in  that  he  created  the  business  model 
par  excellence  for  restructuiing  health 
care,"  says  Peter  Young,  a  Florida 
health-care  consultant  who  has  been  ir\- 
veighing  against  Columbia  for  years. 
"My  pi'oblem  is  wath  the  proj^nety  of  its 
implementation." 

As  Columbia  grew,  Scott  inves 
heavily  to  create  infor-ma- 
tion  systems  that  would  en- 
able him  to  closely  monitor 
the  jjerformance  of  each  ol' 
the  company's  hospitals  and 
clinics.  He  imjxjsed  precise 
and  highly  ambitious  rev- 
enue and  profit  goals  on  his 
nationwide  coips  of  I'egional 
and  local  managers  and  yet 
allowed  them  considerable 
operating  latitude — an  ap- 
proach that,  in  retrospect, 
seems  obviously  fraught 
with  danger  "One  of  the  ba- 
sic problems  is  that  when 
your  comj)ensation  is  tied  to 
the  profitability  of  yom-  hos- 
pital or  your  region,  it  can 
cloud  youi'  judgment,"  says 
a  former  Columbia  executive. 

Then,  too,  in  its  ham-handed  at- 
tempts to  acquire  not-for-profit  hospi- 
tals— or  "nontaxpaying"  hospitals,  as 
Scott  pointedly  prefers  to  call  them — 
Columbia/HCA  offended  countless  public 
officials  all  across  the  land.  In  Ohio, 
for  example.  Attorney  General  Betty 
Montgomery  was  so  outraged  by  what 
she  characterizes  as  the  "pei-emptory, 
bullying"  tactics  that  Columbia  em- 
ployed in  its  failed  attempts  to  acquire 
Blue  Cross/Blue  Shield  of  Ohio  and 
Massillon  Community  Hospital  that  she 
recently  took  the  company's  Ohio  chief 
aside  and  dehvered  a  blunt  thi-eat.  Says 
Montgomery:  "I  told  him  that  if  you 
want  to  do  business  in  Ohio,  just  play 
it  straight  from  now  on.  Otherwise,  I 
will  fight  you  in 
court  any  time, 
anywhere." 

In  the  June  inter- 
view with  BUSINESS 
WEEK,  Scott  insisted 
that  Columbia  had 
played  by  the  rules 
in  Ohio  and  every- 
where else.  He 
attributed  the  com- 
pany's political  prob- 
lems to  effective 
lobbying  by  not-for- 
profit  institutions 
that  fear  having  to 
compete  viith  Colum- 


JULY  RAID:  The  FBI  ha 

scrrrd  ti nibia  with 
S5  search  warrants 


bia.  "There  are  many  places  whenr 
entrenched  hospital  doesn't  want  n 
to  come  in,"  Scott  said.  "These  pc 
are  smart,  and  they're  spending  sii 
cant  amounts  of  money  to  fight  us.' 

This  is  undoubtedly  the  case.  ; 
Scott  and  his  lieutenants  have  fai 
the  flames  by  I'epeatedly  attacking 
veiy  concept  of  not-for-profit  hosjji 
even  though  they  still  account  for  ii 
than"  80%^  of  the  industry 
late  1994,  according  to 
Washington  Post,  Scott 
the  board  of  a  i-ecently 
truired  hospital  that 
taxpaying  hospitals  shou 
be  in  business.  They're 
good  corporate  citizens.' 
the  same  visit,  Davie 
Vandewater,  Columl 
l)i'esident,  was  equally 
less.  "The  enemy  is 
Mary's,"  he  told  the  bo 
refening  to  a  competing 
for-profit.  "They've  got ; 
patients." 

During  Columbia's  e 
years.  Rainwater  pi'ovei 
effective  foil  to  the  b 
strong  and  often  impo 
Scott.  But  as  Rainwater  shifted  his  fin 
to  other  investments  as  the  comi'i 
gi'ew,  "there  was  no  one  [willing]  to  i 
lenge  him,  including  Tommy  Frist," 
one  insider.  Reportedly  unwilling  to  • 
tie  for  figiu'ehead  status,  McWhortei 
signed  as  chairman  in  early  1996, 
remains  a  director.   Scott  prom 
claimetl  the  ch.ainnan's  title  for  him 
While  Purist  still  keeps  an  office  ne> 
Scott's,  it  is  often  unoccupied. 

Frist's  allies  say  that  they  haven 
doubt  that  he  will  stand  and  figl  ' 
need  be.  "Tommy  has  what  he  buil 
the  Une,"  says  one.  He  also  has  a  pi 
Columbia  stock  worth  a  cool  $175  mi 
less  today  than  before  the  Federal  i 
reau  of  Investigation  started  raiii 
Columbia  offices  earher  this  year.  I 
ever,  his  allies  add,  Fnst  does  not  a; 
to  succeed  Scott  as  CEO,  except  perlp 
on  an  interim  basis.  ' 

The  histoiy  of  companies  that  1 
come  under  heavy  federal  investig; 
suggests  that  Scott's  days  as  CEOir 
numbered.  And  even  Scott's  gre?"' 
champion  might  not  be  veiling  to 
much  longer  Says  a  source  clos 
Rainwater:  "As  long  as  Rick's  tl 
he's  a  lightning  rod.  Rick  has  done 
but  maybe  he's  not  the  right  gu 
take  Columbia  to  the  next  level' 
to  put  fii'st  things  fii-st,  to  come  to  t' 
with  the  U.  S.  government. 

By  Anthony  Bianco  in  New  Yor-k,  iti 
Stepfmnie  Anderson  Forest  in  Dalh 
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F  TOILETRIES' 

h  Pritchard  has  big  plans  for  Bath  &  Body  Works 


Vhen  Christmas  comes,  look  for 
Beth  M.  Pritchard  wearing 
reindeer  antlers  while  she  sells 
shampoo  at  a  Bath  &  Body 
outlet.  Pritchard  isn't  a  sales 
:  She's  the  chief  executive  of  the 
n's  leading  bath-shop  chain,  one  of 
bright  spots  in  The  Limited  Inc.'s 
'times  troubled  empire.  Every 
h,  she  scopes  out  what's  happening 
e  shops  by  spending  two  days  in  a 
I  boutique,  where  she  helps  set  up 
i  ays,  stock  shelves,  and  an'ange  gift 
!  ets.  "I'm  not  really  good  on  the 

register,"  she  jokes. 
1  )r  the  high-energy  Pritchard,  50, 
1  ing  how  her  pr-oducts  play  is  a  con- 


simiing  quest.  She  personally  tests  many 
of  BBW's  shampoos,  body  lotions,  and  per- 
fimies  in  her  home.  To  her  husband's  dis- 
may, then-  marble  shower  is  loaded  with 
plastic  bottles.  Pritchard's  1.5-year-old 
daughter,  Ashley,  and  her  ft-iends  are 
also  wiUing  guinea  pigs.  And  when  cus- 
tomers in  1994  gi'iped  that  a  face  mask 
stung,  Pritchard  had  her  executive  com- 
mittee use  it  themselves.  When  they, 
too,  came  away  uritated,  it  was  pulled. 

Pritchai'd's  personal  touch — combined 
with  relentless  drive — has  helped  pi'o- 
duce  an  effervescent  gTowth  spiul  foi-  a 
company  that,  until  a  few  years  ago, 
was  barely  a  blip  in  the  $26  biUion  per- 
sonal-care-products   market.  When 


BETH  PRITCHARD 

BORN  1947,  Milwaukee 

EDUCATION  BA,  international 
relations,  University  of  Wiscon- 
sin in  Milwaukee,  1969;  MBA, 
Marquette  University,  1971 

CAREER  1969-70  Central 
Intelligence  Agency:  trainee 
1971-72  Schlitz  Brewing: 
manager  of  new-product 
development 

1973-91  SC  Johnson:  last  title, 
vice-president  in  charge  of 
insect  control 

1991 -present  Head  of  Bath  & 
Body  Works;  became  chief  exec- 
utive in  1993 

1996-present  CEO  of  Victoria's 
Secret  Bath  &  Fragrance 

MADE  HER  MARK  The  onetime 

bug-spray  chieftain  has  used 
her  marketing  prowess  to  build 
BBW  into  the  leading  bath-shop 
chain 

FAMILY  Married  to  John,  an 
attorney,  for  25  years;  daughter, 
Ashley,  15 

HOBBIES  Skiing  and  tennis 


Piitchard  took  over  Bath  &  Body 
Works  in  1991,  it  had  just  95  stores 
with  sales  of  $20  million.  By  1996,  she 
had  expanded  the  chain  to  750  stores  as 
sales  hit  $753  million.  Her  goal  is  to 
make  bbw  "the  McDonald's  of  toiletries." 
She  plans  to  have  950  shops  nationwide 
by  yearend,  with  a  long-term  goal  of 
1,700.  In  five  years,  she's  aiming  for 
sales  exceeding  $3  billion.  Plus,  she  is 
expanding  bbw  overseas  and  has  started 
a  household-accessories  offshoot  called 
Bath  &  Body  Works  at  Home. 

That's  quite  an  achievement  in  a 
crowded  market,  bbw  has  elbowed  past 
such  bath-shop  competitors  as  the  Body 
Shop,  now  a  distant  secontl  in  the  num- 
ber of  U.  S.  stores.  It's  also  been  a  boon 
for  bbw's  parent  wliich,  like  many  other 
apparel  chains,  has  been  in  a  fimk.  Al- 
though BBW — which  is  part  of  Intimate 
Brands  Inc.,  itself  83%-owned  by  The 
Limited — brings  in  just  9%  of  The  Lim- 
ited's  sales,  it  pi'ovides  an  outsize  shai'e  of 
profits.  J.  P.  Morgan  &  Co.  analyst  Mam-a 
Hunter  Byrne  estimates  that  bbw  had  a 
$192  million  operating  profit  for  1996,  up 
55%.  That's  almost  30%  of  The  Limit- 
ed's  operating  earnings  of  $636  million. 
Margins  liit  25.5%,  in  1996,  well  above 
the  industiy  average. 

Pritchard  has  designed  bbw  shops  to 
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Get  Online 
and  get 

In  Touch! 

Business  Week  Online's 
Small  Business  Center 
on  America  Online  is  a 
place  where  small-business 
owners  and  entrepreneurs 
can  find  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 


ATTEND 


specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions. 


COMMUNICATL 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  small 
busmess  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  business  and  other  subjects. 


INTERACT 


with  Business  Week  editors. 


BE  IMAGINATIVE 


Use  the  Small  Business  Center  in  the  way 
that  works  best  for  you  and  your  business. 


From  the  Business  Week  Online  main  screen,  click  the 
BW  Plus!  button,  then  select  BW  Online's  Small 
Business  Center  from  the  list  of  BW  Plus!  choices. 


For  a  free  trial  diskette  including  50  free 
.  ,4^.  hours  on  AOL,  call  1-800-641-4848  and 
fi^ith^^  mention  Business  Week. 


have  a  welcome,  down-home  feel.  They 
are  colorful  places  that  evoke  rural 
America,  showing  large  photos  of  piled 
fruit  and  displaying  bath  products  in  old 
baiTels.  She's  also  made  innovation  a  pri- 
ority: Roughly  30%  of  BBW's  products 
ai'e  new  each  season,  far  more  than  ri- 
vals chum  out.  "Because  you  don't  des- 
perately need  our  products,  we  must  en- 
tertain you,"  says  Pritchard.  "It's  a 
Disney  mentality." 

Unlike  the  other  Limited  division 
heads,  Pritchard  had  no  retailing  back- 
ground. BBW's  edge  is  that  Pritchard, 
who  spent  years  as  a  marketer  at  John- 
son Wax,  rams  the  chain  like  a  consimier- 
products  company,  with 
heavy  emphasis  on  pack- 
aging and  test-marketing. 
"We're  a  brand  that  hap- 
pens to  have  stores  that 
distribute  our  product," 
she  says. 

ITS  A  RAID.  Before  sign- 
ing on  to  push  perfume 
and  bath  oil,  she  sold 
something  less  glamorous: 
Raid  bug  spray.  For  the 
last  six  of  her  18  years 
at  S.  C.  Johnson  &  Son 
Inc.,  she  was  vice-presi- 
dent for  insect  control, 
where  her  canny  market- 
ing and  product-develop- 
ment skills  expanded 
Raid's  market  share. 

That's  what  brought 
her  to  the  attention  of 
Limited  Chairman  Leslie 
H.  Wexnen  The  merchan- 
dising veteran,  who  launched  The  Lim- 
ited in  1963  and  nurtured  it  into  a 
women's  casual-apparel  giant,  invented 
the  Bath  &  Body  Works  concept.  But  he 
needed  Pritchard's  marketing  prowess 
to  make  it  gi'ow.  In  return,  he  schooled 
her  in  the  art  of  retailing.  Says  Wexner, 
who  heads  both  The  Limited  and  ibi: 
"She  is  an  excellent  student  to  coach." 

To  this  day,  Wexner  is  closely  in- 
volved in  BBW  strategy.  While  Pritchard 
has  a  lot  of  autonomy,  she  regularly 
bounces  ideas  off  her  retail-savvy  boss, 
who  also  has  put  her  in  charge  of  the 
bath  and  fragi'ance  arm  of  the  Victo- 
ria's Secret  chain,  another  ibi  unit. 
"Beth  could  nm  her  own  show  without 
any  help,"  says  Donald  B.  Shackelford, 
an  IBI  director.  "But  it  wouldn't  be  as 
good  a  show  if  Les  wasn't  there  for  the 
strategy  and  direction." 

Managing  bbw's  rapid  growth  re- 
quires an  exec  with  Pritchard's  kinetic 
style.  Her  family  calls  her  "the  electric 
lady."  On  shopping  expeditions  to  search 
for  new  ideas,  she  amazes  subordinates 


"Can  she 
handle  this 
amount  of 
growth? 
So  far  she  has 
shown  she 
can,"  says  a 
money 
manager 


by  buying  thousands  of  dollars'  woia  c 
merchandise  in  a  quick  sweep.  "Shte 
do  more  in  an  hour  because  of  h(  ii 
credible  focus  than  I  want  to  do  p. 
day,"  says  Ethan  Revsin,  an  execth 
vice-president.  Despite  her  killing  la- 
el  schedule  and  punishingly  long  r 
days,  Pritchard  has  mixed  home 
work  in  novel  ways.  Wanting  t(si 
more  of  Ashley,  Piitchard  has  take;'*;' 
daughter  on  business  trips  since 
was  an  infant,  helped  by  "a  world 
network  of  babysitters." 

Much  of  Pritchard's  drive  comes 
what  she  calls  "an  incredibly  worn 
role   model":   her   mother,  Do: 
Schuele.  Pritchard's  ih. 
died  when  she  was  ■ 
young,  so  her  m( 
worked  two  nursing 
to  support  Beth  an( 
brother.  After  getti^ 
degi'ee  in  internation  al 
fairs  in  1969,  Pritcat 
enlisted  in  the  CIA,  if 
popular  career  choice 
ing  the  Vietnam  Wai 
she  wanted  to  work 
seas.  She  reconsiden 
ter  a  year,  so  she  gi 
MBA  and  embarked  \ 
business  career. 
BOLD    MOVE.    For  h! 
chard,  keeping  the 
successful  during  it; 
gressive  expansion  w 
tricky.  "My  only  coi 
is:  Can  she  handle  ii; 
amount  of  gi'owth?"  si: 
Gregoiy  Jackson  at  ' 
tman  Asset  management,  which  - 
2.1  milhon  ibi  shares.  "So  far,  sh( 
shown  she  can."  Since  bbw  is  in  mi 
the  top  retail  malls,  Pritchard  plaii  t 
continue  adding  stores  in  locations  ac 
as  university  campuses  and  strip  aof 
ping  centers.  It's  a  bold  move,  sinceipi 
cialty  retailers  aren't  often  found  tTi 
The  soaring  margins  could  begin  tciiT 
as  well.  And  though  overseas  matei 
are  promising,  U.S.  retailers  traditi> 
ly  haven't  done  well  there.  She  is  te 
the  bbw  concept  with  five  stort,  i 
Britain,  and  will  roll  out  more  next  ea 
In  the  end,  the  course  of  BBW'ia^ 
gi'essive  expansion  hinges  on  how/e 
the  pubhc  goes  for  the  vast  numbj  t 
fruit-based  gels  and  lotions  she  zea|Ut 
ly  tests  at  home — many  with  nametiik 
Country  Apple  and   Peach  Ne^a 
"Hopefully,  our  products  smell  so  M 
you'll  want  to  eat  them,"  she  says,  lor 
the  look  of  her  sample-cluttered  sh(['e 
Pritchard's  bbw  viall  continue  to  pr(id 
The  Limited  with  ample  sustenance 
By  Lori  Bmigiomo  in  Columhm, 


developments  to  Watch 


ED  BY  OTIS  PORT 


WPALEHE 
THE 

7AUSTE 


iS  WHO   LIKE  TO  PUT 

whole  arm  into  their 
ons  will  welcome  a  con- 
called  Digital  Artist's 
m,  from  Stuart  Karten 
n  in  Marina  del  Rey, 
Instead  of  sitting  in 
of  a  computer  and  mov- 
mouse,  the  artist  stands 
nt  of  a  familiar-looking 
ovel  easel,  chooses  an 
j  'onic  pencil,  pen,  or 
i,  and  "paints"  on  a 
-sensitive  screen  laid 
I  I  large  plasma  or  liquid- 
I  i\  display.  Colors  are 
I  d  on  an  electronic 
j  :;e — a  separate  hand- 
I  .CD  that  communicates 
(  the  easel  over  a  wire- 
I  nk. 

I  I't  look  for  this  easel  in 
\  :  anytime  soon.  Just  to 
'  !  a  35-inch  display  and 


WEB  GRAPHICS  AT  MACH  SPEED 


IN  THE  STUDIO:  "Painting" 

touch-screen  for  the  canvas 
v/ould  cost  upwards  of 
$10,000.  On  the  other  hand, 
says  designer  Dennis 
Schroeder,  prices  for  flat 
screens  are  coming  down 
quickly,  and  the  rest  of  the 
electronics  "really  aren't  such 
a  big  stretch."  Stuart  Karten 
Design  is  looking  for  a  manu- 
factuiing  paitner  to  help  build 
a  prototyi^e.         Neil  Gross 


r  S  GO  TO  THE  VIDEOTAPE-VIA  LASER 

RTS  FANS  KNOW  HOW  THE  GLARE  OF  ARENA  LIGHTS — 

unshine — can  reduce  the  replays  on  giant  video 
Jens  to  a  pale  flicker.  But  a  new  system  from  the 
•poration  for  Laser  Optics  Research  (color),  a  28- 
son  company  in  Portsmouth,  N.  H.,  promises  to  end 
squinting.  It  uses  red,  green,  and  blue  lasers  to 
duce  vivid,  contrast-rich  images  on  9-by-12-foot 
Jens. 

'he  laser  projection  system  caps  a  nine-year  effort 
)lving  scientists  at  Princeton  University  and  Massa- 
setts  Institute  of  Technology.  One  big  hurdle  was  de- 
)ping  a  blue-laser  ciystal  with  enough  power — five 
ts  or  more — to  match  the  output  of  existing  red  and 
en  lasers,  color  also  had  to  develop  new  projection 
inology.  Its  system  harnesses  a  rapidly  spinning  mir- 
to  steer  the  three  laser  beams,  which  scan  images 
D  the  screen  line  by  line. 

i  17,000-seat  arena  in  Cincinnati  is  now  installing 
r  of  the  color  systems  to  flash  replays  during  pro- 
iional  hockey  and  indoor  soccer  games.  "It  gives  a 
d,  strong,  clear  picture  whether  you're  below  it  or  to 

side,"  says  Douglas  Kirchhofer,  president  of  Cincin- 
'  Entertainment  Associates  Ltd.  color  plans  to  sell 
system  for  $1.2  miUion — about  half  the  price  of  other 

arena  screens.  And  as  laser  components  come  down 
)rice,  color  hopes  to  scale  the  technology  down  to  fit 
de  ordinary  television  sets.  Pmil  ,hidge 


WHAT  S  OFTEN  CALLED 

the  World  Wide  Wait 
may  soon  turn  into  the 
World  Wide  Whiz,  if 
something  called  Rush 
makes  good  on  its 
promise.  It's  a  way  to 
chop  the  size  of  digital 
images  and  graphics  by 
85%  to  95%,  so  the 
shrunken  data  almost  fly 
over  the  Internet. 

Despite  the  extreme  re- 
duction, there's  no  loss  of 
image  quality,  boasts 
Robert  J.  Moran,  president 
of  rmx  Technologies 
Inc.  in  Ottawa, 
Ont.  Rush,  he 
explains,  isn't 
one  of  those 
super-duper 
compression 
tricks,  which 
inevitably 
strip  away 
a  certain 
amount  of 
detail.  Instead,  it's 
a  special  software  lan- 
guage— one  expressly  de- 
signed to  gobble  fat  gi-aph- 
ics  files  and  recompile 
them.  Once  an  image  is 


processed.  Rush  spits  out  a 
slim  stream  of  codes  con- 
taining all  the  details  for 
reconstructing  the  original. 
Then,  special  plug-in  mod- 
ules for  Netscape  Naviga- 
tor and  Intel-net  Explorer 
instantly  reverse  the 
process.  These  modules  are 
already  available  foi'  fi'ee 
at  http://www.rmx.com. 

Rush  is  the  brainchild 
of  software  guru  Tapio 
Vocadlo,  who  is  currently 
head  of  research  at  rmx. 
In  1995,  he  showed  it  to 
Moran,  who  ponied  up  the 
seed  money  for  a 
SWAT  team  of 
programmers 
to  polish  the 
technology.  He 
then  coaxed 
most  of  the  $3 
miUion  invest- 
ed so  far  from 
Bell  Canada's 
venture  arm  and 
Telesoft  Ventures 
Inc.,  a  Montreal  venture- 
capital  company.  Moran  is 
hoping  that  content  pro- 
ducers and  Webmasters 
will  rush  to  Rush.  □ 


INNOVATIONS 


■  The  Mega  watch  from 
Junghens  USA  leaves  the 
wearer  no  excuse  for  being 
more  than  a  few  nanoseconds 
late.  Each  night,  the  watch 
resets  itself,  using  an  anten- 
na in  its  leather  wristband 
to  pick  up  the  radio  signal 
from  the  atomic  clock  at  the 
National  Institute  of  Stan- 
dards &  Technology  in  Boul- 
der, Colo.  The  watch  waits 
for  dai'k  because  radio  inter- 
ference is  then  at  a  mini- 
mum. But  big  East  Coast 
cities  are  so  noisy,  even  at 
night,  that  the  watch  may 
need  to  be  placed  in  a  west- 
ward window.  Once  set,  the 
$900  Mega  adjusts  automati- 


cally for  daylight  savings 
time  as  well  as  leap  years 
and  even  leap  seconds. 
■  Five  petroleum  giants,  in- 
cluding Amoco  Production 
Co.  and  British  Petroleum 
Co.,  have  teamed  up  to  work 
on  a  better  way  of  convert- 
ing natural  gas  to  synthesis 
gas,  or  syngas,  a  building 
block  for  liquid  fuels  and 
chemicals.  They  hope  to  de- 
velop a  ceramic  membrane 
that  will  filter  pure  oxygen 
from  the  air  and  thus  elimi- 
nate the  need  for  expensive 
oxygen-production  plants. 
Cheaper  syngas  would  be 
an  environmental  plus  be- 
cause fuels  derived  from  it 
bvuTi  cleaner  than  petroleum- 
based  fuels. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwaug@businessweek.com 


Science  &  Technology 


TINY  PARTICLES, 
BIG  DILEMMA 

The  air  pollution  data  aren't  clear-so  should  the  EPA  be  making  rules? 


It's  a  monumental  regulatory  brouha- 
ha. On  July  16.  the  Envii'onmental 
Protection  Agency  announced  new 
air  pollution  standai'ds  that  not  only 
tightened  existing  ozone  standards  but 
also  set  limits  on  a  new  and  pre\iously 
unregulated  pollutant — microscopic  par- 
ticles floating  in  the  aii-  that  come  from 
combustion  of  fuels.  According  to  ep.a. 
Administrator  Carol  M.  Browner,  a 
wealth  of  scientific  studies  show  that 
the  new  rules  on  the  tiny  particles  will 
prevent  15,000  pi'ematui"e  deaths  a  yeai* 
once  they  go  into  effect  in  about  2007. 

Or  will  they?  Pi-edictably,  affected  in- 
dustry groups,  along  with  scores  of  con- 
gi'essional  backers,  argue  that  the  re- 
search behind  the  regs  is 
profoundly  flawed.  But  they 
aren't  the  only  skeptics.  Epi- 
demiologist -Joseph  L.  Lyon  of 
the  University  of  Utah  Ukens 
some  of  the  evidence  to 
"witchcraft."  And  a  recent  ed- 
itorial in  the  journal  Science 
asks  how  the  kpa  can  protect 
people  from  fine  pailicles  'if  it 
does  not  know  what  they  are 
or  which,  if  any.  have  deleter- 
ious physiological  effects"?" 
"GUINEA  PIGS."  Supporters  of 
the  rules  concede  they  don't 
undei"stand  all  the  details.  But 
they  insist  there  is  more  than 
enough  evidence  to  take  ac- 
tion. "If  we  wait  until  science 
gives  us  all  the  answers,  we 
ai'e  essentially  using  people  as 


guinea  pigs."  says  University  of  North 
Carolina  epidemiologist  Caii  M.  Shy. 

The  fine-particles  debate  illustrates 
the  core  conundnim  of  regulation — how 
to  make  sound  public  pohcy  amid  un- 
certainty. Still,  most  scientists  agree 
that' regulating  the  tiny  particles  is  the 
right  decision.  Go  back  to  episodes  such 
as  one  in  London  in  19.52.  experts  say. 
That  year,  an  unusual  December  weath- 
er pattern  swathed  the  city  in  a  slii-oud 
of  coal  smoke  and  other  pollution.  In 
one  week,  2,484  people  died,  up  from 
945  the  prior  week.  Deaths  from  bron- 
chitis and  emphysema  rose  almost  ten- 
fold, and  hospital  admissions  for  all  dis- 
eases doubled.  The  lesson:  Bad  aii-  kills. 


That  and  simJlar  episodes  raist 
key  questions.  What  was  the  chi 
prit  in  the  witch's  brew  of  air 
tion"?  And  was  it  still  a  threat 
lower  levels  tv^jically  e.xperienct 
1974.  when  the  Arab  oil  embargo  : 
ened  to  increase  coal  use,  reseai'cl 
Harvard  University  began  a  st 
find  out.  They  picked  six  cities, 
from  Steuben\ille,  Ohio,  in  an  indj 
region,  to  the  cleaner  city  of  Pi 
Wis.,  and  followed  thousands  of 
for  more  than  a  decade.  The  1 
hypothesis — that  acidic  pollution  (O 
cause  discernible  health  effects  ■• 
proven  resoundingly  wrong.  Bi 
study  also  looked  at  particles  s 
than  2.5  microns  in  diameter,  d 
PM2.5,  which  come  from  power  ] 
autos,  wood  fii'es.  and  other  coml 
sources.  The  researchers  foun 
death  rate  to  be  26'^  higher  in  p 
late-packed    Steubenville  tha 
Portage.  "We  could  hai'dly  behe' 
effects  were  as  large  as  they  api 
to  be,"  says  Brigham  Young  Uni\ 
epidemiologist  C.  Ai'den  Pope  III 

It  was  so  unexpected  that  "w 
we  have  to  verify  this,"  says  H; 
epidemiologist  Douglas  W.  Do 

DIRT  TRAIL  the  resea. 

arranged  to  t;i 

Epidemiologist 
Dockeiy  found  a 
link  between 
high  particle 
rates  and  illness 


data  the  Ami. 
Cancer  Societ|| 

collecting  on  3™ 
people  in  151 
as  part  of  a  > 
studv.  Whei 
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^anl  team  added  in  their 
ollution  data,  they  found 
lilar  link  between  partic- 
■s  and  death  and  disease. 
1993,  they  were  confi- 
enough  to  publish  their 
ngs. 

lose  results  were  backed 
y  a  host  of  epidemiologi- 
tudies  that  used  a  differ- 
approach.  Researchers 
ered  day-to-day  records 
?aths  and  hospital  admis- 
.  and  compared  them  to 
ollution  levels.  In  city  af- 
ity,  they  found  an  associ- 
between  particulates  and 
h  problems.  In  Toronto, 
nstance,  "we  have  evi- 
e  for  adverse  effects  of 
ollution  at  levels  well  ba- 
the proposed  epa  standards,"  says 
ard  Burnett,  senior  research  scien- 
'or  Canada's  health  agency.  Add  it 
p,  and  there's  a  "huge  body  of  evi- 
e  that  particles  are  related  to  mor- 
',"  says  Burnett.  That's  why  pubUc- 
,h  officials  in  Canada,  Britain,  and 
Vorld  Health  Organization  have  rec- 
ended  far  tighter  Limits  on  particu- 
than  the  new  epa  rules, 
it  in  the  U.  S.,  where  industry  lead- 
lairn  the  standards  would  cost  hun- 
s  of  billions  of  dollars,  the  particu- 
^rackdovm  is  far  more  controversial. 
7  time  a  key  study  is  pubHshed, 
iritics  are  out  in  force  within  weeks, 
npting  to  poke  holes  in  the  analy- 
Most  experts  agree  that  at  least 
i  ;  of  the  attacks  are  fallacious.  For 
i  nee,  among  the  many  criticisms  in  a 
j  book.  Polluted  Science,  from  the 
I  ervative  American  Enterprise  In- 
I  te,  is  the  claim  that  epidemiology 
capable  of  spotting  links  as  weak  as 
3  alleged  between  particulates  and 
;h  risks.  It  is  tme  that  for  cancer, 
smiologists  have  a  hard  time  spot- 
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ting  hnks  between  environmental  expo- 
sure and  certain  relatively  rare  med- 
ical conditions  unless  the  incidence  of 
disease  is  more  than  100%  higher.  But 
for  more  common  illnesses,  such  as 
heart  disease,  the  task  is  easier.  The 
risk  of  disease  and  death  from  air  par- 
ticulates is  similar  to  the  increased  risk 
of  heart  disease  with  elevated  blood 
pressure  or  cholesterol,  says  Dockery, 
"and  we  don't  question  those." 

Even  prominent  skeptics  agTee  that 
the  associations  are  statistically  signiii- 
cant.  But  the  critics  still  question  whether 
the  tiny  particles  are  responsible  for  the 
statistical  jump.  Maybe  something  else 
that  isn't  being  accounted  for  in  the  stud- 
ies is  the  real  cause.  "People  who  are 
anxious  to  show  that  the  sky  is  falhng 
would  be  deUghted  to  blame  air  pollu- 
tion," says  Fred  Lipfert,  an  epidemiologist 
who  recently  retired  from  Brookhaven 
National  Laboratory.  "The  rest  of  us 
would  prefer  to  hang  it  on  other  factors, 
like  exercise." 

Lipfert  suggests  that  people  in  Ohio 
may  tend  to  be  more  sedentary  than 


A  DUSTUP  OVER  PARTICULATES 

Are  fine  particles  in  the  air  killing  tliousands  of  people  a  year?  Here  are 
the  pros  and  cons  of  the  science  behind  the  claim. 


CRITICISM 


^  ^SEARCH:  The  association  epi- 
i  miologists  find  between  pollution 
'  d  death  and  disease  doesn't  show 
'i  I  in  all  studies,  so  it  may  not  be  real 


RESPONSE 


Too  many  studies  show  an 
association  to  simply  ignore  the 
problem 


;  SK:  Particles  are  found  to  increase 
I    by  only  20%,  but  since  studies  are 
iprecise,  scientists  usually  only  worry 
.  ce  risks  increase  by  100%  or  more 


True  for  rarer  diseases  like  cancer, 
but  a  lower  threshold  is  accept- 
able for  more  common  diseases 


THER  FACTORS:  The  increased 
!  !ath  and  disease  may  be  caused  by 

her  pollutants  or  by  factors  such  as 
I  father  or  exercise  differences 


The  science  is  admittedly  uncer- 
tain— but  some  studies  have  been 
able  to  finger  particulates  as  the 
prime  suspect 


those  in  Wisconsin, 
which  could  explain 
the    higher  death 
i.ngS  don't  have   rate  in  Steubenville. 
efenses  against  But  the  Harvard  sci- 
uall  particles,     e^ti^ts  retort  that 
*  '     Lipfert  has  no  proof 

says  Schwartz  that  the  people  fol- 
lowed in  the  Six  Cities  study  show  this 
pattern — and  the  researchers  did  take 
into  account  data  on  body  mass  index,  a 
rough  measure  of  exercise. 

Similarly,  skeptics  suggest  that  fac- 
tors such  as  humidity  or  age  account 
for  the  results.  So  Pope,  Dockery,  and 
others  have  reexamined  their  analyses 
for  other  causes.  Their  conclusion:  While 
it's  possible  to  find  another  explanation 
for  the  health  effects  observed  in  any 
one  city  or  study,  the  alternatives  can't 
e.xplain  the  overall  results. 
CHIEF  CULPRIT.  The  question  gets  thorn- 
ier, however,  when  it  comes  to  figuring 
out  why  tiny  particles  are  the  chief  cul- 
prit. "It  is  a  very  difficult  problem  un- 
derstanding how  [relatively  low  levels] 
can  cause  the  type  of  morbidity  and 
mortality  that  the  epidemiology  seems 
to  find,"  says  lung  specialist  Mark  J. 
Utell  of  the  University  of  Rochester 
medical  school.  One  theory  espoused  by 
Harvard  epidemiologist  Joel  Schwartz 
is  that  mammalian  lungs  have  evolved 
defenses  against  large  air  particles.  But 
they  haven't  had  time  to  fashion  a  de- 
fense against  smaller  particles  from 
burning  fuels,  which  can  lodge  deep  in 
the  lungs  and  may  affect  both  the  im- 
mune and  central  nervous  systems.  In- 
deed, there's  tantalizing  evidence  from 
Harvard's  John  Godleski,  a  toxicologist, 
that  already  sick  animals  may  die  if 
they  breathe  fine  particles.  But  most 
toxicologists  say  it  will  take  several 
years  to  prove  if  this  is  tnae  or  not. 

So  it's  back  to  the  central  public  pol- 
icy dilemma:  What  to  do  in  the  face  of 
scientific  uncertainty?  For  paiticulates, 
there's  a  general  consensus  among  sci- 
entists that  some  regulation  is  neces- 
sary, even  if  the  case  hasn't  been 
proved.  For  one,  cutting  fine  particles 
will  also  result  in  reductions  in  most  of 
the  other  pollutant  suspects  in  many 
parts  of  the  U.  S.,  Burnett  says.  And 
one  reason  the  epa's  scientific  advisory 
committee  backed  a  PM2.5  standard  was 
to  put  in  place  a  network  of  monitors  to 
help  resolve  many  of  the  uncertainties. 

Thus,  in  five  years,  when  states  are 
scheduled  to  begin  developing  plans  to 
meet  the  epa's  new  particulate  rules, 
scientists  expect  to  have  a  much  clearer 
imderstanding  of  the  thi'eat  particulates 
pose.  While  a  strong  case  could  be  made 
that  we  should  wait  until  then  to  set 
levels,  at  that  point,  this  fight  may  seem 
like  so  much  wasted  breath. 

By  John  Carey  in  Boston 


^here  is  a  band  of  jjcwple  who 
live  in  your  neighborhood. 
They  roam  the  streets. 
And  come  into  your  businesses. 
Some  people  claim  they  are  prophets. 
Others  say  they  are  maniacs 
who  have  so  many  formulas 
running  through  their  heads 
and  scribble  so  many  conHgurations 
on  the  backs  of  envelopes  and  lunch  receipts. 
They  advise. 
Counsel. 

They  also  deliver. 
And  then  thev  come  back. 
They  come  back  because 
technology  doesn't  stop. 
So  they  can  t. 

They  work  in  partnership  with  Compaq. 

They  are  your  local  Compaq  Authorized  Resellers, 

and  that's  their  job. 

To  Hnd  your  Compaq  Authorized  Reseller, 
call  1-800-410-8458. 

COMPAa 
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WHEN  CORPORATE  BONDS 
HIT  THE  ROOF 


With  the  bond  mai'ket 
rallying  and  with 
interest  rates  sink- 
ing to  levels  not  seen  since 
last  year,  you  may  wonder  if 
there's  a  way  to  capture 
some  extra  yield.  The  tradi- 
tional method 
is  to  invest  in 
corporate 
debt  and  pick  up  a  few  extra 
points  over  Tr-easuries.  Trou- 
ble is,  corporate  bonds  have 
been  in  especially  high  de- 
mand and  are  trading  at  his- 
torically pricey  levels — barely 
half  a  percentage  point  above 
Treasury  securities. 

Should  you  steer  clear  of 
corporates  entirely?  No. 
Daniel  Fuss,  manager  of 
Loomis  Sayles  and  Managers 
bond  funds  and  the  nation's 
dean  of  corporate  bond  pick- 
ers, recalls  even  higher  prices 
back  in  the  1960s.  He  thinks 
the  current  high  valuation  of 
coi'porate  bonds  relative  to 
Treasuries,  given  the  benign 
economic  and  political  outlook, 
could  persist  "for  a  heckuva 
lot  longer" 

So  what  do  you  do?  Here's 


INVESTING 


ings  and  now  is  taking  bigger 
risks  with  bonds  of  lower 
quality.  Stooping  to  conquer 
doesn't  wor-k  once  prices  have 
already  been  bid  up  because 
you're  buying  less  valuable 
goods  at  higher  prices. 

Getting  a 
c  0  r  p  0  !•  a  t  e 
bond  fund's 
current  credit  profile  from 
fund  companies  takes  no 
more  than  a  toll-free  call.  But 
they  don't  make  historical 
records  readily  available. 
BUSINESS  WEEK  asked  Mom- 
ingstar  to  sift  through  its 
database  and  help  pinpoint  a 
few  solid  investment  choices 
among  some  445  possibilities. 
Beyond  focusing  on  consis- 
tency in  credit  quality,  we 
also  asked  Morningstar  to 
eliminate  funds  that  charge 
loads,  demand  initial  invest- 
ments liigher  than  $10,000,  or 
are  closed  to  new  accounts. 
In  the  end,  we  narrowed  the 
gi'oup  to  four  choices,  one  in 
each  of  the  following  cate- 
gories: long-term  (maturities 
of  10  years  or  more);  inter- 
mediate  (4  to   10  years); 


Funds  With  Consistent  Quality 


FUND 

AVERAGE 
MATURITY 

AVERAGE 
CREDIT 

AVERAGE  ANNUAL 
TOTAL  RETURN* 

800  PHONE 
NUMBER 

VANGUARD  LONG-TERM 
CORPORATE  BOND 

lO-t-  years 

A 

8.73% 

662-7447 

HARBOR  BOND 

4-10  years 

AA 

8.03 

422-1050 

FIDELITY  INTERMEDIATE 
BOND 

1-4  years 

AA 

6.46 

544-8888 

STRONG  ADVANTAGE 

1  year 

BBB 

6.58 

368-1030 

*Five-year  period  ended  6/30/97 

DATA  MORNINGSTAR  INC 

the  trick:  If  you  reach  for  the 
extra  yield  that  corporate 
bond  funds  promise,  pick  a 
fund  with  a  habit  of  sticking 
stubbornly  to  targets  for  its 
portfolio's  average  credit 
quality.  In  other  words,  don't 
buy  a  fund  if  it  has  steadily 
held  bonds  averaging  AA  rat- 


short-teiTn  (1  to  4  yeai's);  and 
ultrashort  (a  year  or  less). 

When  you're  tliinMng  about 
where  to  place  new  bond-mai'- 
ket  investments,  don't  forget 
that  the  more  long-term  a 
bond  fund's  holdings  are,  the 
more  sensitive  the  fund  will 
be  to  interest-rate  swings. 


That's  great  if 
rates  keep  drop- 
ping. Just  keep  in 
mind  that  if  rates 
head  north  again, 
long-term  funds 
will  suffer  the  most, 
and  ultrashoit  fimds 
the  least.  Remem- 
ber, too,  that  if  yoiu' 
combined  state  and 
federal  tax  rate  is 
28%  or  more,  and 
this  part  of  your 
bond  investment 
isn't  sheltered  from 
current  taxes  in  a 
retii'ement  account, 
you'll  likely  do  bet- 
ter buying  a  munic- 
ipal bond  fimd. 
LOW  EXPENSES.  Among  the 
long-term  funds.  Vanguard 
Fixed-Income  Long-Term 
Coi-j)orate  stands  out,  and  not 
just  because  it  enjoys  Van- 
guard Group's  usual  edge  of 
low  expenses — in  this  ease, 
just  $28  annually  on  a  $10,000 
investment,  vs.  an  average  of 
$110.  The  fund  also  shows  su- 
perior consistency  and  per- 
formance. Run  since  early 
1994  by  Earl  McEvoy,  the 
fund  has  steadily  invested  in 
bonds  with  an  average  credit 
rating  of  A,  while  wTinging 
out  an  annual  average  total 
retm-n  of  8.73%  over  the  past 
five  years.  McEvoy  says  he 
doesn't  see  interest  rates 
falling  a  lot  further  this  year, 
and  so  now  he's  lowering  the 
ftmd's  average  maturity  a  bit. 

In  the  intermediate-term 
category.  Harbor  Bond  over- 
came keen  competition  from 
Strorig  Corporate  Bond  (800 
368-1030)  and  SteinRoe  In- 
come (800  338-2550)  funds, 
each  of  which  has  made  more 
money  for  investors  over  the 
past  five  years.  But  Harbor, 
run  by  William  Gross  of  Pa- 
cific Investment  Management 


(box),  accepted  less  ex| 
to  the  risk  of  higher  ii 
rates  and  bought  highe 
ity  bonds.  In  additio 
fund's  expenses  are 
($70  a  year  on  a  $ 
investment). 

One     way  Gross 
squeezed  more  than 
year  out  of  an  AA  poil 
by  adding  a  larger-thai 
cal  mix  of  mortgage 


A  BOND  G« 
PEERS  INT 
THE  FUTll 

Led  by  Bill  Gross,  Pi 
vestment  Managemei 
poti  Beach,  Calif.,  is 
leading  bond  investoi 
$100  billion  in  its  po 
Gross,  who  manages 
Total  Return  series  o 
discussed  the  outlook 
with  Senior  Wtiter  R 
er  in  mid- July,  as  th  y 


,ering  of 


;n  bonds  to  Har- 
corporate  issues.  Moit- 
and  foreign  bonds  pre- 
their  own  risks, 
ling  currency  volatility, 
nanaging  this  mix  is 
's  specialty. 

3  appearance  of  Fidelity 
mediate  Bond  fund  in 
orefront  of  the  short- 


teiTO  gi'oup  comes  as  a  sur- 
prise. This  fund,  despite  its 
name,  has  characteristics 
more  akin  to  Morningstar's 
short-teiTn  gi'oup.  Within  the 
gi'oup,  it  is  more  sensitive  to 
interest-rate  fluctuations  than 
is  typical.  This  will  continue 
to  buoy  the  ftmd,  which  has 
expenses  of  only  $71  a  year 
on  a  $10,000  investment,  if 
rates  keep  falling.  But  when 


rates  turn  around, 
this  fimd  will  suffer 
more     than  its 
'ffa-  peers,  as  it  did 
back    in  1994, 
when  interest 
\    I'ates  surged. 

That  said,  portfo- 
lio manager  Chris- 
tine Thompson  isn't 
aiming  to  make  mon- 
ey with  bets  on  in- 
terest rates.  Instead, 
she's  carefully  keep- 
ing the  portfolio's  in- 
terest-rate sensitivity 
steady.  She  recog- 
nizes that  corporates 
are  richly  priced 
now,  so  she  is  grow- 
ing more  defensive 
in  her  choices.  But 
she  doesn't  see  that 
part  of  the  market 
crashing.  "If  I 
thought  it  would 
lappen  soon,  I 
wouldn't  own  corpo- 
rates at  all,"  says 
Thompson. 
There  are  few  dif- 
ferences between  a 
money-market  fund  and  an 
ultrashort-term  corporate 
bond  fund.  Ultrashorts  don't 
aim  to  keep  a  stable,  $l-per- 
share  net  asset  value.  If 
you're  willing  to  accept  less 
return  for  a  bit  more  pre- 
dictable performance,  a  mon- 
ey fund  is  fine  for  the  cash 
you  need  to  keep  within 
easy  reach.  With  its  low  fees 
and  recent  yield  of  5.35%, 


Vanguard's  Prime  Portfolio 
(800  662-7447)  is  one  good 
choice. 

But  if  you  can  take  a 
slight  risk  with  your  very 
short-term  funds,  then  you 
might  think  about  Strong  Ad- 
vantage. It  has  built  a  steady 
record  of  nimbly  handling  its 
lower-quality,  BBB  bond  port- 
folio, which  has  produced  an 
average  annual  return  of 
6.58%  with  low  volatility. 
SHREWD  PICKS.  Managers 
Jeffrey  Koch  and  Lyle  Fit- 
terer  aim  to  fit  in  a  niche: 
buying  bonds  with  maturities 
that  are  too  long  for  money- 
market  funds  but  too  short 
for  longer-term  bond  man- 
agers. They  also  target  float- 
ing-rate bonds  of  banks  such 
as  Citicorp,  and  they'll  even 
buy  higher-gi"ade  junk  bonds 
they  expect  will  be  upgraded, 
such  as  some  News  Corp.  is- 
sues. "We  want  to  be  able  to 
go  through  one  of  the  worst 
bond  markets  on  record  and 
beat  money-market  funds," 
Koch  says,  noting  that  he 
came  close  in  1994,  with  a  to- 
tal return  of  3.6%. 

To  do  that,  Koch  had  to 
pick  his  bonds  shrewdly  and 
accept  some  extra  risk.  You 
can  avoid  all  credit  worries 
by  buying  shares  in  funds 
that  invest  solely  in  U.  S. 
Ti'easury  bonds.  But  over 
time,  you'll  do  better  by  ac- 
cepting the  minimal  risks  that 
good-quality  corporate  bond 
fimds  entail.    Robert  Barker 


Vrecmmes  was 
mi)  6.5%  for  the 
his  year. 

your  forecast  for 

38  is  still  a  6%  tar- 
rend.  I  think  the 
beginning  to  beheve 
in  a  2%  inflationary 

maybe  even  less, 
's  the  case,  then 

represent  a  4.5% 


floor? 

it's  a  floor  imless 
ecession.  Then 
I  fall  as  low  as  5%, 


but  that  would  be  a  cyclical 
low — 6%'  represents  a  median 
level  around  which  the  mar- 
ket will  fluctuate. 

Q:  Are  corporate  bonds 
overvalued? 

A:  Very  much  so.  All  we  need 
is  a  mild  recession,  with  a 
credit  crisis  here  or  there,  to 
put  a  httle  fear  into  the  mar- 
ket to  make  corporates  most 
unattractive.  Junk  bonds 
would  be  even  worse.  It  was 
1990  or  1991  when  we  had  our 
last  crisis  with  the  banks,  and 
people  tend  to  forget.  Even  if 
I'm  wrong,  and  the  recession 
never  comes,  the  fact  is,  in 


this  Goldilocks  cor- 
porate environment 
[meaning  not  too 
hot,  not  too  cold — 
but  just  right], 
you're  only  gettini'; 
half  a  percentage 
point  in  yield  over 
and  above  a 
Ti-easui-y. 

Q:  Do  you  own 

any  junk  bonds? 
A:  We  have  a  few,  but  they 
tend  to  be  very  short  [dura- 
tion], hke  two-  to  three-yeai' 
paper.  We  have  some  Time 
Wanier,  which  we  thmk  of  as 
pretty  high-quality  junk. 


Q:  How  else  can 
you  get  extra  yield? 
A:  By  buying 
longer-term  Trea- 
suries and  mort- 
gage-backed bonds. 

Q:  What's  the 
minimivrn  an  indi- 
vidual needs  to 
build  a  bond  port- 
folio, as  opposed  to 
buying  funds  ? 

A:  That's  a  tough  one,  but  I'd 
say  at  least  $100,000  to  diver- 
sify enough  in  corporates  and 
Treasuries.  In  mortgages,  it 
would  be  highei',  maybe 
$500,000. 
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LACING  UP 

FORAMIDUFE 

MARATHON 


Maybe  it  was  the  new 
$110  running  shoes  or 
a  midlife  crisis 
brought  on  by  having 

turned  42.  But  one  evening, 
at  the  crest  of  a  hill  near  my 
Connecticut 
home,  I  noticed 
a  different  spring  in  my  step. 
From  that  point  on,  I  was  a 
runner — not  the  jogger  who 
had  been  slogging  2.5  miles 
a  day  for  20-odd  years.  Soon, 
I  entered  my  ftrst  5-km  race 
and  joined  a  I'unning  club. 

Well,  it's  a  year  later,  and 
with  a  dozen  5-km  and  10- 
km  races  under  my  belt,  not 
to  mention  a  half-marathon 
race  in  blistering  heat,  I  am 
officially  training  for  Octo- 
ber's U.  S.  Marine  Corps 
marathon  in  Washington, 
D.  C.  Why  run  26.2  miles? 
There's  no  simple  answei;  but 
Jeff  Galloway,  a  1972  U.  S. 
Olympian  and  veteran  of 
about  100  marathons,  offers 
one  that  rings  true  for  me: 
"People  are  looking  for  some- 
thing that  gives  them  a  sense 
of  real  accomplishment."  That 
may  explain  why  the  median 
age  of  male  marathoners  is 
pushing  40.  The  fastest-gTow- 
ing  group,  however,  appears 
to  be  women  in  their  20s. 
The  marathon's  appeal  is 


HEALTH 


bi'oad  enough  for  aging  baby 
boomers  worried  about  mor- 
tality and  expanding  waist- 
lines, and  Generation  Xers 
who  revel  in  the  challenge. 

Whatever  the  motivation, 
how  does  a  first-timer  go 
about  it?  Let's  assume  you're 
running  three  to 
five  miles  regu- 
larly and  you're  in  good 
health.  First,  before  you  em- 
bark on  any  serious  exercise 
program,  you  should  visit 
your  doctor  for  a  complete 
physical  exam.  Then,  it's  time 
to  go  to  work.  There  are  two 
basic  ways  to  train,  and  both 
requii'e  a  minimum  of  four  to 
six  months'  commitment. 
MILES  TO  GO.  One  approach 
is  to  run  four  days  a  week, 
building  up  to  two  5-mile 
runs,  a  10,  and  a  20  in  one 
week.  This  is  the  regimen  fa- 
vored by  Ru'iiners  World 
columnist  Hal  Higdon, 
a  veteran  of  more  than 
100  marathons.  Anoth- 
er approach,  favored 
by  Galloway,  features 
twice-weekly  mainte- 
nance runs  of  30  min 


NO  MERE  JOGGER:  Snimt 
tra  ins  far  the  big  run 

me  because  the  limited 
weekly  mileage  means 
less  pounding  on  my 
large  frame.  On  the  off 
(lays,  I  can  cross-ti-ain  by 
hiking  or  swimming. 

If  you  need  the  struc- 
ture of  an  organized  pro- 
gram, those  offered  by 
Galloway  (800  200-2771) 
and  Higdon  (219  879-0133 
or  www.halhigdon.com) 
may  be  the  ticket.  Hig- 
don is  currently  ranning 
an  18-week  program  in 
Chicago  geared  to  the 
Oct.  19  LaSalle  Banks 
Chicago  Marathon.  His 
600  followers  have  paid 
$90  each.  Galloway  orga- 
nizes sessions  in  40  cities, 
usually  tied  to  a  local 
marathon.  His  six-month 
program  costs  $129.  It  begins 
either  in  Apiil,  to  focus  on  fall 
marathons  (Chicago,  the  Ma- 
rine Corps,  Philadelphia,  and 
New  York),  or  in  September, 
for  such  winter  and  spring 
events  as  Disney  World  in 
Kissimmee,  Fla.,  in  January, 
Los  Angeles  in  March,  or 
Boston  in  April. 

An  alternative  to  these 
programs  is  to  join  a  local 
ininning  club.  To  find  one,  call 
the  Road  Runners  Club 
of  America  (703  836-0558) 
or  visit  its  Web  site 
(www.ri'ca.org).  I  run  Sunday 
mornings  with  the  Pequot 
Runners  in  Southport,  Conn. 
The  camaraderie  of  a  group 
helps  maintain  training  disci- 
pline: Don't  ever  underesti- 
mate peer  pressure. 

Whichever  training  pro- 
gi'am  you  choose,  you  should 
appreciate  the  nature  of  the 


challenge.  Approach  i  ca 
tiously.  First-timers  arilii 
ly  to  be  on  their  feet  « 
least  four  hours  durjg 
marathon.  The  only  w 
build  endurance  is  i 
crease  your  long-di^ 
runs  steadily.  Novict 
running  to  finish,  not  \ 
save  the  speed  for  si,/ 
races  you  can  use  as 
sions  from  the  mar 
grind.  The  secret  is 
long  and  slow.  That  w; 
will  minimize  the  ri 
injury. 
CARBO-LOADING.  Al 
way  to  protect  yoursel 
choose  good  running 
Heavier  ninners  requ: 
tra  cushioning,  while 
with  flat  feet  or  who 
their  feet  inward  or  ou 
need  shoes  that  compi 
Also,  maintain  a  health 
that's  high  in  earbohyi 
and  low  in  fats.  Alcohi 
caffeine  are  diuretics,  s 
it  their  use,  especially 
two  days  of  the  long 
And  the  lighter  the  ck 
the  better.  Synthetic 
ture-removing  fabrici 
faster  than  cotton. 

Don't  forget  nouiishn 
before,  dui'ing,  and  aft^ 
run.  I've  found  high-e 
food  bai's  and  gels  to  b 
fill,  while  Gatorade  and 
ei'ade  ai'e  most  welcom( 
a  long  run.  Also,  don't 
water.  No  matter  how 
you  drink,  it's  probabl 
not  enough. 

Let's  face  it.  You  h< 
be  nuts  to  run  a  mar 
unless  you  are  being  c 
by  an  armed  bandit, 
you  train  properly,  the 
aration  you'll  feel  at  the 
line  will  make  all  the 
ness  worthwhile.  Tim, 


From  0  to  26.2  Miles 
In  Six  Months 

►  Run  two  or  three  times  a 
week  for  30  to  45  minutes  at 


at  the  slower  pace  until  yo 
reach  20  to  26  miles 

►  Take  occasional  minute 
long  walk  breaks  on  long  r 

►  Give  yourself  one  or  two 


1            ,     ,    a  comfortable  pace  ^  ^'ve  yourseir  one  or  iwl 

utes,  and  long  weekend   r_   ^est  days  a  week,  before  a 


nms  gradually  reaching 
26  miles  and  beyond. 
Galloway  even  encour- 
ages walking  part  of 
the  time.  His  routine 
has  greater  appeal  to 


►  Once  a  week,  run  at  a  pace 
about  two  minutes  per  mile 
slower  than  your  norm  until 
you  get  to  12  miles.  Then 
shift  to  once  every  other  week 


right  after  the  long  runs 

►  Bike  or  swim  on  off  clay| 

►  Take  time  out  for  injurit 
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What  can  we 


do  to  get 
in  the  door? 


Find  out  how  efficiently  we're  delivering  for  FedEx  and  thousands  of  other  companies 
around  the  world.   Visit  us  at  www.sun.com    THE  NETWORK  IS  THE  COMPUTER^ 


1997  Sun  MicrosysTems,  Inc.  All  rights  reserved.  Sun,  Sun  Microsystems,  lh«  Sun  Logo,  and  The  Network  Is  The  Computei 
!ii:tsd  Statfjs  and  oiher  countries.  FedEx  is  a  registered  trademark  of  Federal  Express  Corporation. 


i-.arks  M  Sun  Micrysysi 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX:  (312)  464  0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  201 
CHICAGO.  IL  6061  1 


Business  Opportunities 


EXECUTIVE 
CONSULTING 

Call  the  S&K  Group  today  to  receive 
your  free,  NO  OBLIGATION  video 
and  literature  explaining  how  you 
can  start  your  own  specialized 
business  consulting  practice  with  a 
moderate  amount  of  start-up  capital. 
Discover  how  a  number  of  our 
associates  annually  earn  St50,000  or 
more  applying  the  S&K  approach. 

J 800) 660-0330  ^ 


$350K-»"»-+  Annual  Profit 

Potential  From  Home 
from  less  than  S10K  start  up! 


•  $75K  possible  first  tew  months 

•  Nominal  overhead 

•  Exciting  breakthrough  products 

•  24  hour  support  system 

•  No  employees  •  No  inventory 

•  No  selling  expenence  required 

•  Flexible  hours 

•  Portable-'Operale  anywhere  you 
have  fax  and  phone 

Financial  freedom  can  be  yours  in 
90  days!  Find  out  more  today 

1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  Leases^om  51,000 to 
S10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

L  The  Loan  Consultants,  Inc.  . 


Attorney  Services 


Lawsuit  &  Asset  Protection 


•  Corporations  &  Ltd  Partnerships 

•  Offshore  Trusts  &  Corporations 

•  Private  Offshore  Banking 

•  Tax  &  Estate  Planning  Strategies 

■Pwtcssumal  Contuietitull 

Steven  Sears,  CPA-Attorney 
714-544-0622 


Business  Opportunities 


SELL  A/EIV  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  receive  substantial  profits  Simple 
1 5-minute  demonstration  produces 

dynamic  results  Prime  territories  still 
available  Small  initial  investment 
For  details  and  Free  sample 

Call  1-800-447-4962 

Fax  310-530  1381  Chronomite  Labs.  Inc. 


CONSULTANTS 


International  firm  expanding 
in  US  needs  independent 
consultants  to  represent  our 
company.  We  ofTer  some  of  the 
finest  Training  and  Development 
processes  available  today.  Very 
high  income  potential.  Extensive 
training  and  support. 
Management,  marketing,  or 
consulting  expeinenee  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB78 
31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227  Ext.  12 
Fax:  (610)  775-9686 


Investment  Opportunities 


BANQUE  de  PETITE  MARTINIQUE 

St.  George's,  Grenada,  W.I. 
(809)  440-4949  Fax  (809)  440-4952 
E-Mail  money@caribsurf.com 
Website  http.//the-banque.com 

When  you  get  really  serious  about 
international  investing  call  us!! 

•  Your  privacy  is  protected  under  law  by  the  Grenadian  Government 

•  Interest  rates  for  your  deposits  are  competitive 

•  Staff  IS  made  up  of  individuals  with  money  center  bank  expenence 

•  Your  investment  will  not  be  subi.?cted  to  double  taxation 


Int'l  Marlceting/Consulting 


CHINA 


Exxe  International  Inc.  China  Business  Consultants 
Your  gateway  to  China 

Feasibility  studies  /  Support  /  Govt.  |Oint  ventures 


Tel:  (7H)  260  4920  Fax:(714)260  4799 

E  mail:  Exxe@aol.com  Hitp://www.exxelntl.com 


Financial  Services 


Private  Capital 
Available 

Real  Estate  Dev.,  Business 
Funding,  Seed  Capital,  Comml.' 
Properties,  Credit  Lines, 
Equity  &  Debt 

InveCap  410-820-6713 


Franctiising 


Franchise 

your  business! 

Call  for  information  about 
"Franchise  Your  Business"  seminars, 
or  Information  on  franchising 

mncorp^ 

Specialists  in  Franchise  Development  8W 

1  -aOO-FRANCHISE  ( t  800-372  6244)^ 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in  Business  Admin  Public  Admin 
Health  Care  Admin.  Human  Resources. 
Finance.  Int'l  Business,  Tech  Mgmt,  Law 
Paralegal.  Psychology,  Computer  Science 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  SI-BW.  Santa  Ana.  OA  92705 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

For  Work,  Life  and  AcaOemit 
Experience  •  No  Classroom 
Atlendance  Required 
Call  (800)423-3244 

extlTO 
Fax:  (310)471-6456 
http://www  pwu'hi  edu 
or  send  detailed  resume 
lor  Free  Evaluation 

arifii-  Western  liniver-sity 

1210  Auahi  Street,  Dept  170 
Honolulu,  HI  96814-4922 


Education/lnstructii 


EARN  g  Y(^JT 

WITH  THE  FIRST  UNIVER 
TO  BE  AWARDED  ISO  9 

Bachelor,  Master,  Docttiji 


I 


*  *  Executive  Certificat 

•  Total  Quality  Management 

•  Environmental  Managtmei 

•  International  Trade  &  Com 

Newport  University 

20101  S,W,  Birch.  Suite  # 
Newport  Beach,  CA  926t 
http://www.newport.ee 
E-Mail:  adinissions@newpoM 
714-757-1155  •  800-345-fe 


MBA  BY  Distance  Leam. 

Maioi  Britisli  university  otters  accredited  .*, 
Bacrielor's  or  GIvlAT  needed  Chosen  by  F  : 
Intelligence  Unit  as  one  of  world's  best  IvIBA ; 

HERIOT-WAFTUNIVERSIFY  I  (800)  MB 
North  American  Distributor  !       Ask  li 
692'  Stockton  St,  Suite  2,  El  Cerrito,  CA 
For  immediate  FaxBacIt  literature:  frc  ) 
fax  maciiine's  phone,  call  (510)  486-  JO 


Education/lnstructit 


Get  a  Collec; 
Degree  In  27  Dv 

BS/  MS/  MBA/  PhD., , 

Including  graduation  ring,  trai 
diploma.  Yes,  it's  real, 
guaranteed  and  accredited, 
Columbia  State  Univerty 

1-800-689-8647  2  « 


BS,  MA,  MBA,  PhO 

EARN  A  DEGRE 

I  Send  resume  tor  no-cost  evaliiatioi'c 
(800)  24075 

6400  Uplomii 
if  S" 


INVEST  IN  YO 


Your  VALUI-,  Is  Whai  \tm  Km 
Approved  BS's  and  Masters  in  BusiniJ/ 
Engineenng  Through  Distance  Leaos 


CNU 


I6')(W  Panhcnia  Sired.  North  Hills.  C/ 1-' 

For  Catalog  Call  l-800-782-.i2 
Web  Site:  hitp:  //www.cnuaflu 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464  0512  OR  WRITE: 


BusinessWeek 


Marketplace^ 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  6061  1 


mputer  Equipment 


VLETT-PACKARD 

Buy-Sell-Trade 

I        CULUKPHO  DKAhT/MASTEK 

DKAfTI'KO  DESIGNJET 
ISTATK'  l'I.I)TTEK^i      HlHi< iEinVKITEK 

000  workstations  &  Vectras 

t  Refurbished  Equipment 

1  Dasher  &  Associates 

,ond  Ave  S  Birmingham,  AL  35222 
05/591-4747  Fax  205/591-1 108 
4833  •  e-mail  sales@dasher,com 


nference  Planning 


a  World  Leader 
your  Podium 


100)  326-4211 

PER  TALENT  NETWORK  INC. 

fw.sreotertalent.eom 


iblishing  Services 


j  ubiish  Your  Book 

t  Iradilion  ol  quality.  Subsidy 
publisher  offers  publishing 

]  s  for  books  of  ixll  types.  For 
thor's  Guide  wr\le  iriorrance- 
3  Smithfield,  Pittsburgh,  PA 
rcall  l-8()()-f)y, 5-9.599 


ADVERTISE  IN  THE 
BUSINESS  M^EE/C  MARKETPLACE 
AND  REACH  OVER  6  MILLION 
RESPONSIVE  READERS!! 

The  next  Marketplace  section 
closes  on  August  22nd. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


Business  Services 


INCORPORRTE 


•  FREE  Iiitnrniatiiiii 

•  AJl  50  States  and  Offshore 

•  Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations.com 


TRRDEMRRK 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  S2  for  the  290  page  catalog. 
Custom-wiillen  icpoits  also  avsilable 
RESEARCH  ASSISTANCE 
11322  laatio  Ave .  #206BF 
Los  Angeles.  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assistance.com 


Business  Services 


Personal  Checks 

with  the  purchase  of  600 
3-Jo-A-Pagi:  Biisiiifss  Clird.'s 

only  m^'^SC^H 
(Offer  good  ttiru  12/31/97) 

1-800-239-4087 


Travel/ Tours 


Indonaiia 

Phlllppinn 
Papua  Naw 
Gulnaa 
Napal 


Southeast  Asia 

Cullurf  -WiWI.fe  •  Nolo, 

hiaTran^ipariH 
Jdurni'vs 

foimety  BoWcrAdytntufcs  ^ 

800  642  2742  '\ 

www.SoutheastAji 


Menswear/Fashion 


MEN'S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality*  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55H  Hingham.  MA  02043 
1-800-992-wiDE  WWW  witJestioes  com 


Telecommunications  Services 


SECRETS? 

'  Avoid  the  phone  bilM 
'  Use  prepaid  phone  cards 
'  Save  LD$ 
'  Collectible  Series' 

1-888-873-9327 


http  //onewebstfeel.com/marilyn/ 
Start  your  own  phonecard  business' 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  your  Logo, 
JustS189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"x2"' 

Calico 

3000  Alamo  Drive,  Ste201  •  Vacavllle,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Wines/Cigars 


Wlneceiiars 
Humidors 


Factory  DM  ID  Yliu 


Beaulilul  burl  rool  humidors  lor  75 
cigars  only  $169.  includes  humidi- 
lier.  solution  kit  and  hygromeler-a 
$W0  value'  Other  models  lor  up 
to  250  cigars  with  a  mirror- 
like poly/lacguer  linish  and  , 
brass  locksels  Display 
unils  with  2  glass  doors  8 
electric  humidilier-holds  1500  cigars 
only  SI  395  and  custom  walk-ins  hold  millions' 

47  Deluxe  Winecellars.  24  bottle  cellars  Irom 
S229.  handmade  wood  cellars  lor  60  to  3400 
bottles,  cooling  units,  custom  racks  and  cellars 

Call  for  a  free  catalog  800/777-8466 
www.vlnotemp.com 


Telecommunications  Services 


FREE  Audio  Conferencing 


Special  Offer!!! 


FREE 


Meet-Me  Automated 
Conference  Calls 
for  the  Month  of 
this  publication* 

(Day-Time  Conrerences  'Subject  to  Availability) 


II  n<  iiM  I  lit  \ 


Call  1-800-778-MEET  now! 

www.eagle.nel 

 Referral  Code:  BW797ETSI  


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  ol  its  Kind! 

Reieive  Our  FREE  Moil 
Order  (otologue  Now' 

212  pgs.  of  Top  Brand 
Names  In 

Audio  •  Video 
Computers 'Portables 

Home  Office 
Music  •  Video  &  More 
All  ai  Dis<ount 
PrUesl 

Order  Toll  free  24  Hours  A  Doy,  1  Days  A  Week 

1-800-221-8180 


ZiOokiii^ 
for  ways 
to  keep  youi* 


business  class 


interestingj 


The  Business  Week  Education  Program  can  give  you  and  your  students  the  insight 
into  business  that  only  Business  Week  provides.  There's  no  better  way  to  drive  home  a  point 
than  by  applying  business  concepts  and  theory  to  current  business  news.  And  there's  no  better 
source  than  Business  Week,  the  best-selling  business  magazme  and  recipient  of  the  National 
Magazine  Award. 

When  you  participate  in  the  Business  Week  Education  Program  you  and  your  students 

are  eligible  for  the  lowest  possible  subscription  rates  and  you  may  also  qualify  to 
receive  a  free  CD-ROM,  containing  Business  Week  archives.  To  get  started, 
your  personal  account  representative 

at  1-800-843-7352. 


©  1997,  by  The  McGraw-Hill  Companies,  Inc. 


BusinessWeek 


Beyond  news.  hitelUgence. 
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iisiness  Week  Index 


PRODUCTION  INDICATORS 


I  nge  from  last  week:  0.5% 
■  nge  from  last  year:  3.5% 


PRODUCTION  INDEX 

July  12=123.7 


[ 
i 


uly  Nov  Mar  July 

(96  1996  1997  1997 

ndex  IS  a  4-week  moving  average 

duction  index  increased  modestly  during  the  week  ended  July  12, 
:alcuiation  of  the  four-week  moving  average,  the  index  rose  to  124.7, 
3.5.  In  the  latest  week,  advances  in  the  seasonally  adiusted  output 
f  coal  and  lumber  as  well  as  rail-treight  traffic  offset  declines  in  steel, 
power,  and  crude-oil  refining  production.  Auto  and  truck  production 
3wed  by  plant  closings  for  model  changeovers  and  some  strike  activity. 

lon  index  copyngtlt  1997  by  The  McGraw-Hill  Companies 


lING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (7/18)  S&P  500 

915.30 

913.68 

43.3 

MTE  BOND  YIELD.  Aaa  (7/18) 

7,15% 

7.19% 

-6.0 

RIAL  MATERIALS  PRICES  (7/18) 

105.6 

105.5 

-0,7 

SS  FAILURES  (7/1 1) 

NA 

NA 

IMA 

STATE  LOANS  (7/9)  bilhons 

NA 

NA 

NA 

SUPPLY.  M2  (7/7)  billions 

$3,935.8  $3,926.7r 

5.0 

CLAIMS.  UNEMPLOYMENT  (7/12)  tfious 

349 

377 

-4.1 

■  :  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
reet  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept 

REST  RATES' 

IL  FUNDS  (7/22) 

LATEST 
WEEK 

5.44% 

WEEK 
AGO 

5.47% 

YEAR 
AGO 

5.25% 

RCIAL  PAPER  (7/23)  3-month 

5.54 

5.57 

5.50 

ICATES  OF  DEPOSIT  (7/23)  3  month 

5.57 

5.60 

5.51 

MORTGAGE  (7/18)  30-year 

7.65 

7,67 

8.44 

TABLE  MORTGAGE  (7/18)  one  year 

5.81 

5.78 

6.21 

(7/18) 

8.50 

8.50 

8.25 

:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (7/19)  thous.  of  net  tons 

LATEST 

if  CCR 

2,046 

WEEK 

mUU 

2,056# 

YEARLY 

"/  CHG 
/o  vnu 

5.5 

AUTOS  (7/19)  units 

113,360 

34,982r# 

-0.8 

TRUCKS  (7/19)  units 

96,933 

13,567r# 

4,6 

ELECTRIC  POWER  (7/19)  millions  of  kilowatt-hrs 

77,484 

69,507# 

5,2 

CRUDE-OIL  REFINING  (7/19)  thous.  of  bbl./day 

14,919 

14,914# 

5.5 

COAL  (7/12)  ttious.  of  net  tons 

19,420# 

17,531 

1.8 

LUMBER  (7/12)  millions  of  ft. 

480. 2# 

349.7 

5.0 

RAIL  FREIGHT  (7/12)  billions  of  ton-miles 

24. 9# 

22.1 

-0,8 

Sources:  American  Iron  &  Steel   Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (7/23)  $/troy  oz. 

LATEST 
WEEK 

324.900 

WEEK 
AGO 

319.500 

YEARLY 
%CHG 

-15,5 

STEEL  SCRAP  (7/22)  #1  heavy,  $/ton 

134.50 

143.50 

0,7 

COPPER  (7/18)  (Z/lb. 

112.1 

111.1 

22,8 

ALUMINUM  (7/18)  c/ib 

75.0 

75.0 

9,5 

COTTON  (7/19)  strict  low  middling  1-1/16  m.,  e/lb.  71.67 

70.86 

-7,6 

OIL  (7/22)  $/bbl. 

18.76 

19.43 

-13.4 

ORB  FOODSTUFFS  (7/22)  1967=100 

238.67 

239.60 

-12.4 

CRB  RAW  INDUSTRIALS  (7/22)  1967=100 

332.72 

332.75 

-0.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market.  NYMEX.  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (7/23) 

LATEST 
WEEK 

115.76 

WEEK 
AGO 

116,10 

YEAR 
AGO 

107,93 

GERMAN  MARK  (7/23) 

1.82 

1,80 

1,49 

BRITISH  POUND  (7/23) 

1.68 

1,57 

1,55 

FRENCH  FRANC  (7/23) 

6.14 

6,07 

5,03 

ITALIAN  LIRA  (7/23) 

1773.0 

1745.8 

1516,0 

CANADIAN  DOLLAR  (7/23) 

1.38 

1.37 

1.37 

MEXICAN  PESO  7/23)' 

7.834 

7.916 

7.608 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/23) 

105.3 

104.9 

97.2 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British   pound   in  dollars.   Trade-weighted  dollar  via   J. P.  Morgan 


ita  in  the  production  indicators  are  seasonally  adjusted  in  computing  ttie  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
it-   l^Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM:3Not  meaningful 


HE  WEEK  AHEAD 


IfMENT  COST  INDEX 

/,  July  29,  8:30  a.m.EDTP-  Wages 
lefits  likely  rose  0,8%  in  the  secornd 
says  the  median  forecast  of  econo- 
Dlled  by  mms  International,  one  of 
Graw-Hill  Companies.  Labor  costs 
ubdued  0.6%  in  the  first  quarter. 

MER  CONFIDENCE 

/,  July  29,  10  a.m.EDT^  The  Con- 
Board's  index  of  consumer  confi- 
ikely  rose  to  130  in  July,  after  rising 
-year  high  of  129.6  in  June. 

■-FAMILY  HOME  SALES 

■day,  July  30,  10  a.m.EDT^  New 
amily  home  sales  probably  fell  to  an 


annual  rate  of  815,000  in  June,  after  surg- 
ing 7.1%  in  May,  to  a  rate  of  825,000. 

GROSS  DOMESTIC  PRODUCT 

Thursday,  July  31,  8:30  a.m.EOT^  The  mms 
survey  expects  that  real  gross  domestic 
product  grew  at  an  annual  rate  of  1.8%  in 
the  second  quarter,  after  surging  5.9%  in 
the  first.  Consumer  spending  led  a  slow- 
down in  final  demand,  but  inventory  accu- 
mulation remained  hefty  last  quarter.  . 

EMPLOYMENT 

Friday,  Aug.  1.  8:30  a.m. edt^  Nonfarm 
payrolls  likely  grew  by  200,000  in  July, 
after  rising  217,000  in  June,  says  the  mms 
report.  However,  the  total  may  be  lower 


because  summer  school  closings,  which 
should  have  been  captured  in  the  June 
data,  were  not.  So  educational  payrolls  like- 
ly dropped  in  July.  The  unemployment  rate 
probably  remained  at  5%. 

PERSONAL  INCOME 

Friday,  Aug  1,  8:30  a.m.EDT>-  Personal 
income  and  consumer  spending  each  prob- 
ably increased  by  0.4%  in  June.  Both 
income  and  spending  rose  by  0.3%  in  May. 

NAPM  SURVEY 

Friday,  Aug.  1,  10  a.m.EDT  ^  The  National 
Association  of  Purchasing  Management's 
business  index  likely  edged  up  slightly,  to 
56%  in  July,  from  55.7%  in  June. 


Yesterday. 

Today. 
Tomorrow. 


Famous  &  Historic  Trees 
Bring  History  Alive.' 
Yesterday... 

In  1785,  George  Washington  planted 
a  tulip  poplar  at  Mount  Vernon.  Our 
first  president  kept  meticulous  journals 
about  his  estate  and  planted  many 
trees. 
Today... 

The  George  Washington  Tulip  Poplar 
is  now  over  200  years 
old  and  towers  over 
the  graceful  estate  on 
the  Potomac  River. 

The  seeds  from  the 
original  George 
Washington  Tulip  Poplar  have  been 
hand-picked  and  grown  into  small, 
direct-offspring  trees.  Each  tree  in  a 
complete  planting  kit  is  accompanied 
by  a  Certificate  of  Authenticity, 
attesting  to  its  historic  event. 
Tomorrow... 

You  or  your  business  can  sponsor 
Famous  &  Historic  Trees  for  planting 
at  schools  -  educational  resources  that 
will  be  used  for  generations.  You  will 
also  help  AMERICAN 

Forests  -  the  oldest 

national  nonprofit 
conservation  organiza- 
tion, founded  in  1875  - 
continue  our  work  to 
preserve  trees  and  forests,  far  into  the 
twentyrfirst  century. 
Call  1-904-765-0727  or  umtc  to: 

American  Forests 
Famous  &  Historic  Trees 

8555  riummerRoad 
Jacksonville,  Florida  3221' 


American 

WRESTS 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  6 
ABC  73 

Adobe  Systems  (ADBE)  40 
Aetna  (AET]  28 
Airbus  Industrie  42 
Allianz  54 

Alpha  Equity  Research  76 
American  Airlines  (AMR)  42,  66 
American  Express  (AXP)  6, 62 
America  Online  (AOL)  42, 58, 
96 

Amoco  Production  (AN)  81 
Andersen  Consulting  32 
Apple  Computer  (AAPL)  4, 86, 
96 

Ascend  Communications 
(ASND)  28 

Ashanti  Goldfields  58 
AT&T(D  30 
@Home  66 

B  

Bath  &  Body  Works  79 
Bay  Networks  (BAY)  58 
Bell  Canada  81 
Bell  Laboratories  66 
Big  Lots  (CNS)  65 
Bison  Group  4 
Bloomberg  58 

Blue  Cross  Blue  Shield  of  Ohio 
76 

Boatmen's  Bancshares 
(BOAT)  38 
Body  Shop  79 
Boeing  (BA)  42 
British  Petroleum  (BP)  81 
Brown  Brothers  Harriman  78 


Cambridge  Technology  Partners 

(CATP)  32 
Carrefour  56 
Central  Fidelity  (CFBS)  38 
Champion  International 

(CHA)  28 

Chicago  Tribune  14 
Chrysler  (C)  6,28,66 
Cincinnati  Entertainment  81 
Circus  Circus  (CIR)  65 
Cihbank(CCI)  65 
Citicorp  (CCD  86 
CKS  Partners  66 
Coca-Cola  (KO)  28 
COLOR  81 

Columbia/HCA  Healthcare 
(COL)  76 

Compaq  Computer  (CPQ)  42 
Consolidated  Stores  (CNS)  65 
Continental  Airlines  (CAI  A)  42 
Corporate  Express  (CEXP)  28 
Corrections  (iorp.  of  Amenca 
(CXC)  28 
Cray  Research  66 
CRT  32 

cue  Intemational  (CU)  42 
Cyberonics  (CYBX)  36 


Dainong  46 

DAIS  Group  28 

Dell  Computer  (DELL)  42 

Delta  Air  Lines  (DAL)  4, 42 

Detroit  Newspapers  38 


Deutsche  Bank  54 
Deutsche  Telekom  58 
Digital  Equipment  (DEC)  66 
Dongbang  Peregnne 
Securities  46 
DreamWorks  SKG  66 
DresdnerBank  54 

E 


Eastman  Kodak  (EK)  30 
Electricite  de  France  56 
Endesa  56 
ESPN  73 


Facility  Performance  Group  40 
Fiat(FIA)  56 

Fidelity  Intermediate  Bond  Fund 
(FTHRX)  86 

Fidelity  Investments  76, 86 

Firstar  (FSR)  38 

First  Bank  System  (FBS)  38 

First  Call  42 

First  Union  (FTU)  38 

Fleet  Bank  (FLT)  4 

Ford(F)  14 

France  Telecom  56 

Fu|i  (FUJIY)  30 


Galen  Health  Care  76 
Galloway  Productions  88 
Gamma  Labs  30 
Gannett  (GCI)  38 
Gateway  2000  (GATE)  58 
General  Electric  (GE)  28, 62 
General  Motors  (GM)  6,16,28 
Gessy  Lever  56 
Gillette  (G)  28 
Goldman  Sachs  54 
Grace  (W,R,)  (GRA)  6 
Grand  Metropolitan  (CRM)  42 
Gucci  Group  (GUC)  65 
Guinness  42 

H 


Hambrecht  &  Quist  58 
Hanbo  46 

Harbor  Bond  Fund  (HABDX)  86 
Harris  Webb  &  Garrison  36 
Haworth  40 
HealthTrust  76 
Heidrick  &  Struggles  6 
Hewlett-Packard  (HWP)  66 
Hilton  Hotels  (HLT)  65 
Honda  (HMO  16 
Host  Man-iott  (HMT)  28 
Humana  (HUM)  76 
Hypotheken-  und 
Wechselbank  54 

I 


IBM  (IBM)  42, 66 
Independence  Investment 
Advisors  30 

Information  Resources  30 
Insfinet  58 
Intel  (INTO  58,  66 
Intimate  Brands  (LTD)  79 


Investcorp  Intemational  65 
Iomega  (lOM)  58 
Island  58 


Jinra  46 

John  Hancock  Sovereign 
Investors  Fund  28 
Johnson  (S.CJ  79 
Johnson  Wax  79 
Junghens  USA  81 

K 


Kay-Bee  Toy  &  Hobby  Shops 
(CNS)  65 

Keefe  Bruyette  &  Woods  38 
Kia  Group  46 
Kmart  (KM)  30 
Knowledge  Adventure  32 
Knowledge  Universe  32 
Korea  First  Bank  46 


Leggett&  Piatt  (LEO  65 
Lifetime  73 
Limited,  The  (ITD)  79 
LJVIVH  42 
LoomisSayles  86 
Lyonnaise  des  Eaux  56 

M 


Macromedia  66 
Mattel  (MAT)  32 
McDonnell  Douglas  (MD)  42 
McGraw-Hill  (MHP)  93 
McKmsey  32,46 
Mercantile  Bancorporation 
(MTL)  38 

Mernll  Lynch  (MER)  30, 38 
META  Group  (METG)  32 
MFKBank  56 

Microsoft  (MSFT)  8, 40,  58, 66, 
96 

MIPS  (SGI)  66 
Mitsubishi  Motor  16 
MMS  Intemational  (MHP)  93 
Morgan  (J.P)  (JPM)  54,79 
Morgan  Stanley  (MWD)  28,  65, 
66 

Morningstar  86 
Morton  Research  38 
Munich  Re  54 

N 


NationsBank  (NB)  38 
Navio  66 
NEC  66 

NetGravity  66 
Netscape  Communications 
(NSCP)  66 

New  Enterprise  Associates  66 
News  Corp.  (NWS)  42,  86 
New  York  Islanders  4 
Nintendo  66 
Northern  Trust  (NTRS)  22 


Odd  Lots  (CNS)  65 
Omega  Advisors  65 
Oneximbank  56 
Oppenheimer  42 
Oracle  (ORCL)  32 


Pacific  Investment 
Management  86,  87 
Pennzoil  (PZL)  42 
PepsiCo  (PEP)  66 


Philip  Moms  (MO  6 
Pictra  66 
Pixar  66 

Procter  &  Gamble  (PO  :6II 
Productivity  Point 
International  32 
Prudential  34  i 
Prudential  Securities  221 

R 


Renaissance  Solutions 
(RENS)  32 
RMX  Technologies  81 
Rostelecom  56 


Sammi  46  [' 
SBC  Communications  (Si  i 
Sega  32  i 
Signet  Bank  (SBK)  38 
Silicon  Graphics  (SGI)  6 
SmithKline  Beecham  (SE 
Sony(SNE)  51 
Southwest  Aidines  (LUV) 
SteinRoe  Income  Fund 
(SRHBX)  86 
STET  56 

St.  Jude  Medical  (STJM) 
Strong  Corporate  Bond  Fi 
(STCBX)  86 

Stuart  Karten  Design  81 
Summit  Bancorp  (SUB) 
Sunbeam  (SOC)  42 
Sun  Microsystems  (SUNVJi 
66 

Svyazinvest  56 


Tektronix  66 
Tele-Communications 
aCOMA)  8 

Telefonica  de  Esparia  5£ 
Telefonos  de  Mexico  58 
Telesoft  Ventures  81 
Tenet  Healthcare  76 
3Com  (COMS)  42 
Time  Warner  (TWX)  42,  f 
Toronto  Blue  Jays  42 
Toshiba  66 
Total  45 

U 


UCAR  Intemational  (UCR 
Union  Pacific  Resources 
(UPR)  42 

U  S.  Bancorp  (USBC)  38 
USF&G  (FG)  28 

V 


Vanguard  Group  4,86 
Vereinsbank  54 
Viewpoint  Software  66 
Vimpel-Communications 
Volkswagen  56 

W 


Wachovia  (WB)  38 
Wackenhut  Corrections 
(WHO  42 

Walt  Disney  (DiS)  51,73 
Wells  Fargo  Bank  (WFC) 
WingTai  Holdings  6 

Y 


Yacktman  Asset 
Management  79 

Z 


Zions  Bancorporation  {IV 
Walt  Disney  (DIS) 
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^vestment  Figures  of  the  Week 


iPSOO 

y    Jan.    July  July  17-23 


U.S.  MARKETS 


Latest 


*/•  change 
Week  Year 


BEST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  */• 


;  950 

.  936.56 

'■  920 
•  905 


1-week  change 
0.0% 


HMENTARY 

arn-burning  week  in  the  fi- 
cial  markets.  The  Dow  Jones 
jstrial  average,  after  declin- 
below  7900  on  July  18, 
^ed  a  powerful  rally  in  the 
s  that  followed,  climbing  to 
ost  8100.  Interest  rates  tum- 
1,  while  companies  generally 
Drted  strong  earnings.  The 

i  rket's  activity  was  largely 
irked  by  Federal  Reserve 
irman  Alan  Greenspan,  who 

.  :ified  in  Congress  on  July  22 
t  the  recent  U.  S.  economic 

'  formance  is  "exceptional." 
;  dollar,  also  reacting 
Greenspan's  testimony,  rose 
3  six-year  high  vs.  the  mark. 


Dow  Jones  Industrials 

8088.4 

0.6 

51.1 

NASDAQ  Combined  Composite 

1567.7 

-0.8 

50.4 

S&P  MidCap  400 

307.1 

0.2 

43.3 

S&P  SmallCap  600 

168.2 

-0.6 

36.8 

S&P  SuperComposite  1500 

200.3 

0.0 

48.1 

*/•  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

296.1 

-0.4 

62.4 

S&P  Financials 

105.9 

0.6 

64.8 

cop  lltilitiAC 
our  UllMlieS 

1  QT  ft 
!  9/.D 

-2.2 

5.5 

PCP  Tophnnlncru 

0.4 

81.1 

*/•  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

4874.5 

-1.8 

32.9 

Frankfurt  (DAX) 

4406.1 

4.9 

80.0 

Tokyo  (NIKKEI  225) 

20,130.5 

-1.1 

-2.4 

Hong  Kong  (Hang  Seng) 

15,738.8 

1.9 

47.1 

Toronto (TSE  300) 

6765.2 

0.3 

37.5 

Mexico  City  (IPC) 

4742.1 

-0.9 

57.9 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.60% 

1.62% 

2.29% 

S&P  500  P/E  Ratio  (Last12mos 

)  23.4 

23.5 

18.0 

S&P  SCO  P/E  Ratio  (Next12mos 

)*  19.0 

18.8 

NA 

First  Call  Earnings  Surprise* 

2.55% 

1,87% 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

790.0 

784.2 

Positive 

Stocks  above  200-day  average 

80.0% 

80.0% 

Negative 

Options:  Put/call  ratio 

0.45 

0.45 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

2.83 

2.42 

Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 

Computer  Systems 
Oil  t  Gas  Drilling 
Semiconductors 
Oil-Weil  Equip.  &  Svcs. 
Communications  Equip. 


23.4 
22.8 
20.5 
20.2 
16.7 


Semiconductors 
Trucking 

Computer  Systems 
Invest.  Banking/Brkrge. 
Savings  &  Loans 


127.7 
117.5 
113.6 
104.6 
103.8 


WORST-PERFORMING  Ust 
GROUPS  month*/. 


Last  12 

months  % 


Metal  &  Glass  Containers  -9.8 

Photography/Imaging  -6.5 

Hospital  Management  -4.0 

Long-Dist.  Telecomm.  -3.9 

Pollution  Control  -2.7 


Gold  Mining 
Photography/Imaging 
Manufactured  Housing 
Engineering  &  Constr. 
Electric  Companies 


-19.9 
-6.9 
-1.2 
-0.9 
1.1 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

X-month 
change 

Telebras-ADR 

143 '/8 

-1^8 

Pennzoil 

76  V2 

-V» 

Bell  Atlantic 

74^16 

Nynex 

56^8 

-V4 

United  Healthcare 

53 

-1 'A 

Wells  Fargo 

259^^4 

-16^8 

Decline  aliead?  Stocks  witti  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

88  ^'4 

16^32 

Microsoft 

144V8 

16Vl6 

Dell  Computer 

160 

40%6 

Ascend  Communications 

52  V2 

12V16 

Amgen 

59^16 

Pfizer 

61 

5% 

iEASURY  BOND  INDEX 

y    Ian.    July  July  17-23 


Bloomberg  Financial  Markets 


TUAL  FUNDS 


Diveisilied  '^^^  AH  Equity 
52-week  total  return 


KEY  RATES 


Latest  Week  Year 
week  %  ago%  ago*/« 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.16 

5.16 

4.93 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds. 

90-DAY  TREASURY  BILLS 

5.19 

5.17 

5.30 

assuming  a  jl%  federal  tax  rate. 

lO-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

5.18 

5.18 

5.04 

Latest 
week 

Ust 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.51 

5.51 

5.85 

GENERAL  OBLIGATIONS 

4.53% 

4.61% 

5.10% 

5.18% 

10-YEAR  TREASURY  NOTES 

6.15 

6.20 

6.80 

PERCENT  OF  TREASURIES 

73.72 

74.58 

79.33 

80.00 

30-YEAR  TREASURY  BONDS 

6.43 

6.48 

6.97 

TAXABLE  EQUIVALENT 

6.57 

6.68 

7.39 

7.51 

LONG-TERM  AA  INDUSTRIALS 

6.90 

6.94 

7.47 

INSURED  REVENUE  BONDS 

4.67 

4.72 

5.32 

5.37 

LONG-TERM  BBB  INDUSTRIALS  7.24 

7.32 

7.92 

PERCENT  OF  TREASURIES 

75.99 

76.36 

82.75 

82.93 

LONG-TERM  AA  TELEPHONES 

7.13 

7.18 

7.81 

TAXABLE  EQUIVALENT 

6.77 

6.84 

7.71 

7.78 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return 


% 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  */« 


Morningstar,  Inc. 


Fidelity  Select  Energy  Serv.  17.1 

Van  Wagoner  Mid-Cap  16.9 

Fidelity  Select  Computers  16.3 

Robertson  Steph.  Info.  Age  A  1 5.5 

Amerindo  Technology  D  15.2 

Leaders 

52-week  total  return  % 

Lexington  Troika  Russia  1 25.8 

ITT  Hartford  Cap.  Apprec.  A  97.4 

Fidelity  Select  Electronics  91 .4 

Pioneer  Growth  A  78.8 

Rydex  OTC  77.7 


GabelliGold  -12.7 

Invesco  Strategic  Gold  -1 1 .5 

Bull  &  Bear  Gold  Investors  -1 1 .0 

Midas  -11.0 

Van  EcK  Gold  Opport.  A  -10.7 

Laggards 

52-week  total  return  % 


Technology 
Mid-cap  Growth 
Large-cap  Growth 
Small-cap  Grovrth 
Small-cap  Blend 

Leaders 

52-week  total  return 


10.2  Precious  Metals  -6.7 

6.6  Diversified  Pacific/Asia  0.1 

6.2  Diversified  Emerging  Markets  0.2 
6.1  Japan  0.3 

5.3  Latin  America  0.4 


% 


Laggards 

S2-week  total  return 


% 


United  Svcs.  Gold  Shares 
Bull  I  Bear  Gold  Investors 
Morgan  Stan.  Inst.  Gold  A 
Lexington  Strat.  Invmts. 
Midas 


-46.5 
^2.2 
-40.6 
-38.6 
-36.0 


Financial  54.9  Precious  Metals  -27.0 

Technology  50.1  Japan  -3.2 

Large-cap  Growth  44.7  Diversified  Pacific/Asia  6.5 

Large-cap  Blend  43.3  Pacific/Asia  ex-Japan  10.4 

Latin  America  43.1  Utilities  19.7 


ta  are  as  of  market  close  Vl/ednesday,  July  23,  1997,  unless  ottierwise  indicated.  Industry 
s  include  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  July  22.  For  a  more  detailed  explanation,  write 
to  us  or  E-maii  figures@businessweek.com    NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


LET  THE  ECONOMY 
KEEP  CRUISING 

History  shows  that  it's  all  too  easy  for  Federal  Reserve 
policymakers  to  stumble  when  the  ground  shifts  under 
their  feet.  After  the  oil  price  shock  of  the  1970s,  the  Fed  ran 
an  excessively  loose  monetary  policy,  allowing  inflation  to 
entrench  itself.  And  too-tight  monetary  policy  in  the  early 
1930s  was  the  main  reason  why  the  Great  Crash  of  1929 
turned  into  the  Depression. 

The  U.  S.  economy  seems  to  be  passing  through  yet  an- 
other watershed  period  now — and  so  far,  Alan  Greenspan 
appears  to  be  doing  a  better  balancing  act  than  many  of  his 
predecessors.  For  now,  he  sees  no  reason  to  raise  rates,  and 
rightfully  so.  Greenspan  clearly  accepts  the  reahty  of  the 
New  Economy:  the  combination  of  technology,  globalization, 
and  other  forces  that  allow  low  unemployment  and  strong 
profits  to  coexist  with  low  inflation.  In  his  Humphi-ey-Hawkins 
testimony  to  Congress  on  July  22  and  23,  Greenspan  noted 
gi'owing  evidence  of  what  he  called  "basic  improvements  in 
the  longer-tenn  efficiency  of  om-  economy."  Additional  support 
for  this  view  could  come  on  July  31,  when  the  official  gov- 
ernment statistics  probably  wiU  be  revised  to  show  faster  pro- 
ductivity gi-owth  in  recent  years  (page  25). 

Tlie  Fed's  next  move  depends  on  how  the  economy  does  in 
the  rest  of  1997.  If  growth  is  too  strong,  or  if  inflation  picks  up, 
Greenspan  will  be  quick  to  argue  for  higher  rates.  If  growth 
slows  to  a  2%  to  2.5%  rate  in  the  second  half  as  the  Fed  and 
most  forecasters  project,  some  may  ai*gue  that  rates  should  de- 
cline. Oui"  own  view  is  that  the  economy  can  and  will  gi'ow 
closer  to  a  3%  rate  in  the  second  half — and  that  productivity 
gains  will  continue  to  keep  inflation  in  check.  Greenspan  will 
probably  sit  tight  the  rest  of  the  year,  and  that's  fine  with  us. 

SILICON  GRAPHICS' 
CAUTIONARY  TALE 

In  Silicon  Valley  (to  paraphrase  Leo  Tolstoy),  successful 
com})anies  are  all  alike,  while  every  unsuccessful  company  is 
unsuccessful  in  its  own  way.  Despite  the  region's  glitteiing  rep- 
utation, flameouts  do  happen.  And  when  the  mighty  stumble, 
the  fall  can  be  spectacular.  Look  at  Apple  Computer  Inc., 
which  makes  the  critically  acclaimed  Macintosh  technology 
that  may  one  day  be  a  i-elic,  and  which  has  had  a  long  and 
painful  coiporate  ura-aveling  that  recently  was  capped  by  CEO 
Gilbert  F.  Amelio's  departui'e.  Equally  startling  is  the  abiTipt 
free  fall  at  Silicon  Graphics  Inc.  Here  was  a  company  that  had 
everything  going  for  it:  cutting-edge  workstations,  ballooning 
revenues  as  recently  as  two  years  ago,  and  a  chief  executive 
who  was  a  White  House  regular  Like  successful  companies  in 
Silicon  Valley,  SGi  seemed  to  have  the  Midas  touch  (page  66). 
But  good  managers,  even  in  Silicon  Valley,  know  there  is  no 


place  for  hubris  in  a  hotly  competitive,  constantly  evoh 
marketplace.  Flexibility,  adaptability,  and  nimble  shifts 
strategy  assure  success.  While  SGi  sold  its  vaunted  work 
tions,  PC  makers  were  making  more  and  more  powerful 
chines,  which  are'  catching  up  fast  with  a  lower-cost  busii 
model.  And  while  SGi  waded  into  new  markets  such  as 
teractive  TV,  the  Internet  revolution  was  capturing  the 
tention  of  dozens  of  neighboring  companies  in  the  Val 
Amid  these  challenges,  SGi's  chief  executive  was  having  an 
fice  romance,  while  other  managers  engaged  in  behai 
more  appropriate  to  a  fi-at  house  than  a  corporate  ofl 
Bad  luck  and  bad  strategy  at  SGi  combined  to  pull  the  o 
pany  down — and  now  a  new  set  of  deputies  to  the  chief 
ecutive  must  try  to  turn  things  around.  It's  a  sorry  t 
and  a  cautionaiy  one. 

NYSE  VS.  NASDAQ: 
INVESTORS  WILL  WIN 

It  was  only  a  few  years  ago  that  the  venerable  Big  Be 
seemed  to  be  showing  its  age.  Where  did  the  brash  yo 
high-tech  companies  go  to  float  new  offeiings?  nasdaq.  Wl 
did  the  action  increasingly  seem  to  be,  as  more  and  rr 
small  companies  rose  in  importance,  and  the  volume  of  t 
ing  in  theii-  shares  gi-ew  and  grew?  nasdaq.  Slowly  but  s 
ly,  though,  the  New  York  Stock  Exchange  has  reinvente< 
self.  Clubbiness  is  out — witness  the  elevation  two  years  ag 
Queens  (N.  Y.)-born  Richard  A.  Grasso,  a  30-year  NYSE 
ployee,  to  the  chairmanship  of  the  NYSE.  The  old  hidebo 
mentality  is  out,  too.  Grasso  has  embraced  technology 
grams  that  his  predecessors  launched  and  made  a  conce 
effort  to  raise  the  exchange's  global  profile.  Today,  a 
on  the  exchange  goes  for  a  cool  $1.35  million,  and  the  NYi 
drawing  big  high-tech  names  such  as  America  Online  In 

There's  no  doubt  that  the  nyse  has  profited  of  late 
NASDAQ's  woes;  in  1996,  the  Securities  &  Exchange  ( 
mission  accused  market  makers  of  colluding  to  set  pricesj 
the  National  Association  of  Secuiities  Dealers,  Nasdaq's 
ent,  was  required  to  shore  up  regulatory  operations.; 
NASDAQ  is  marketing  itself  aggi'essively  these  days  to  de 
its  tui-f.  The  battle  has  been  joined  between  the  nyse,  h 
of  the  highly  automated  specialist-trading  system,  and  nas 
home  of  the  comi^uterized  market-maker  system  (page  I 

The  NYSE  has  generally  higher  listing  fees  but  can  boa|a 
strong  brand  identity,  wide  global  reach,  and  a  vigorous 
ulatory  effort.  Spreads  are  narrowing  on  both  the  nyse 
NASDAQ,  so  neither  may  be  able  to  claim  an  advantage  th' 
But  multiple  market  makers  on  NASDAQ  offer  compa 
gi'eater  liquidity,  and  many  giants  that  got  theii'  start 
NASDAQ,  such  as  Microsoft  Corp.,  are  loyal.  Meanwhile,  n'v 
ing  waves  on  the  sidelines  are  computerized  alternative  t  fl- 
ing systems,  which  are  handling  more  transactions  for  pv- 
erful  institutional  traders.  Add  it  all  up,  and  the  worl  o' 
investing  is  more  competitive  than  ever.  For  companies  i^- 
ing  capital,  as  well  as  for  investors,  that  can  only  be  gO(. 


tead   of  merely  managing   chcin...  not   capitalize   on   it?   For  some, 

I n g e  is  a  threat,  something  that  must  be  managed  or  great  harm  will 
lue.  Nonsense.  For  the  stout  of  heart,  change  is  an  opportunity.  As 
world's  premier  provider  of  scalable,  manageable  and  secure  I  n  t  e  i' n e  t 
utions,  along  with  leading  Internet  consulting  services,  we  can  extend 
1  r  enterprise  to  the  world  a  i^i d  propel  your  business  forward.  Don't  get 
tered  by  change.  Harness  it  at  www.hii.com/go/computing  ("a])italize  on  chaos. 
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LEGAL  BEAGLES 


URGING  THE  BAR  TO  RAISE  ITSELF 


THE  AMERICAN  BAR  ASSN.,  AT 

its  annual  meeting  Aug.  6,  is 
expected  to  condemn  munic- 
ipal-bond lawyers  who  con- 
tribute to  local  campaigns  in 
the  hope  of  snagging  lucra- 
tive business.  That's  good, 
savs  si,(   r'hairman  Arthur 


LEVITT  would  curb  nnini  donations 


Levitt  Jr.,  but  a  mere  state- 
ment doesn't  go  far  enough. 

Levitt  has  been  vigorously 
lobbying  for  the  aba  to  pro- 
hibit the  so-called  "pay  to 
play"  practice.  He  would  set- 
tle for  a  two-year  ban  on  do- 


ing muni  bond  deals  after 
making  a  campaign  gift.  But 
he  has  run  into  a  roadblock: 
aba  Ethics  Chairman 
Lawi'ence  J.  Fox.  A  Philadel- 
phia lawyer.  Fox  says  he 
agrees  pay-to-play  is  bad,  but 
thinks  Levitt  is  oveireacting. 

Both  men  are  ac- 
tive in  politics.  Fox 
raised  funds  to  help 
his  brother.  Republi- 
can Jon  D.  Fox,  win 
two  House  elections. 
Levitt  raised  more 
than  $1  million  for 
President  Clinton's 
1992  campaign,  "and 
that  in  pait  is  why  he 
appeared  on  Clinton's 
radar  screen"  in  his 
search  for  an  sec  chairman 
says  Fox.  "That  is  such 
nonsense,"  says  a  Levitt 
aide.  Levitt,  he  says,  had 
40  years  of  Wall  Street  ex- 
perience backing  his  ap- 
pointment.      Paula  DwLjer 


TINSELTOWN 

AN  ASTRONOMICAL 
LICENSING  DEAL? 

WHO    WILL   THE    EORCE  BE 

with?  Wall  Street  analysts 
and  toymakers  expect  that 
Stuf  Wai'H  creator  George 
Lucas  will  award  the  toy 
license  for  his  upcoming 
space-action  trilogy  to 
Hasbro  and  Galoob 
Toys,  the  makers 
of  the  current  "* 
Star  Warn  toys. 

But  Mattel's  new 
president,     Bruce     ^  f 
Stein,  may  thi'ow  a 
wrench .  into  the 
works.     It  was 
Stein  who  managed  f 
the  Star  Wars  toy 
license  for  Hasbro 
until  1994. 

At  stake:  an  es- 
timated $4  biUion  in  YODA: 


sales  between  1999  and  200.5. 
Stein  has  a  long  shot  at  biing- 
ing  home  the  prize — or  a 
piece  of  it.  Wliatever  haj^pens, 
though,  he  wants  to  make 
siu'e  no  one  gets  it  too  cheap- 
ly. Industry  sources  say  Stein 
talked  with  Lucas  about  a 
49%  equity  stake  in  a  new 
Star  Wars  subsidiaiy  at  Mat- 
tel, with  $200  million  up  fi'ont. 
Hasbro  and  Galoob, 
toy-industry  analysts 
say,  have  countered 
with  offers  of  $200  mil- 
lion from  each  up  front 
and  up  to  20%  royal- 
ties on  sales.  Little 
Galoob,  which  will 
get  one  third  of  its 
expected  $355  miUion 
in  1997  revenues 
from  Star  Wars,  is 
likely  to  fund  this 
with  a  big  equity 
stake  and  cash. 
All  ears        Kathleen  Morris 


TALK  SHOW  UAfter  decades  of  deficits,  we  have  put 
America's  fiscal  house  in  order  again.?? 

— President  Clinton,  on  July  29,  referring  to  a  new  five-year 
plan  to  balance  the  budget 


PENNER       its    own  nat 

ivill  get  a     Penner  will 
stake  joined  by  Mich^ 

BeiTnan,  who  \S 
i-esign  as  nha's  chairman 
fective  Aug.  15  to  become  i 
real  estate  division's  chairmtt 
(nha's  new  co-ceos  will  f 
William  Wraith  IV  and  1 
sushi  Yoshikawa,  nha  e 
ployees.)  The  real  estate  u 
could  be  spun  off  as  an  ini 
public  offei-ing.  This  would 
low  Nomura  to  recoup  Sd 
of  the  major  capital  inve 
ments  it  has  made  in  the  u 
which  did  $6  billion  in  ci 
mercial  I'eal  estate  ftnancii 
last  year.  And  it  would  p 
vide  an  opportunity  for  P- 
ner,  Beraian,  and  other  exf 
who  will  own  a  piece  of 
new  stand-alone,  to  m;r 
some  mioney. 

In  1996,  Penner,  36,  c 
lected  a  cool  $46  million 
his  work.  Says  Penner:  "T 
is  a  better  alignment  of  m 
agement  incentives  with  ] 
mura's."  Leah  Natiians  Sp 


STREET  NEWS 

NOMURA  GUSSIES  UP 
A  UNIT  FOR  AUCTION 

.japan's  biggest  brokerage 
fu'm,  Nomura  Securities  In- 
ternational, is  taking  the  fii'st 
step  toward  spinning  off  its 
successful  U.  S.  commercial 
real  estate  division,  run  by 
whiz  kid  Ethan  Pennei'. 

Right  now,  the  real  estate 
unit  is  buned  in  biu'eaucracy: 
It  is  a  mere  division  of  a  U.  S. 
subsidiaiy  of  a  Japanese  pub- 
he  company.  The  plan  is  to 
break  it  out  as  a  stand-alone 
company  that  is  majority 
ovmed  by  its  U.  S.  pai-ent,  No- 
mui"a  Holding  Ameiica,  with 


CHINA  RISING 


LET  100  MILLION  PANTSUITS  BLOOM 


LOOKS    LIKE    THE  CHINESE 

are  moving  from  Mao  jackets 
to  off-the-rack.  China's  for- 
merly state-owned  enter- 
prises, or  "red  chip"  compa- 
nies, are  showing  a  pailiculai- 
flair  for  buy- 
ing stakes  in 
and  setting  up 
joint  ventures 
with  Hong 
Kong  clothes 
retailers. 

Most  re- 
cently, China 
Resources  En- 
terprises, the 


would  open  100  Esprit  o- 
lets  in  China. 

Esprit  is  not  unique.' 
subsidiary  of  the  State  Co 
cil's  China  Everbiight  IHC 
cific  bought  a  20%  stake 
Theme  Int 
national,  - 
Hong  K('|g 
fashion  ratt- 
er for  workk 
women. 

A  n  a  1  y  J 
predict  thi; 

BEIJING  IS  buging  up  chains  just  the  st; 

E  V  e  r  y  0 


Hong  Kong 
subsidiary  of  state-conti'olled 
China  Resources  Holdings, 
formed  a  joint  venture  with 
Michael  Ying's  Esprit  Hold- 
ings. Ying's  company  owns  a 
chain  of  midprice  clothing 
stores  in  Asia  and  Europe 
that  use  the  Esprit  name 
popularized  as  a  U.S.  casu- 
al-wear chain.  The  latest  deal 


wants  the  red  influent 
says  Jensen  Chow  of  H 
Kong's   ING  Barings, 
mainland  market  for  caf 
and  upscale  clothes,  now 
million  people,  is  growi[4 
And   with   such  WestW 
names  as  Benetton  and 
Gap  not  much  of  a  fact; 
Hong  Kong  bi'ands  seem 
to  dominate.  Bruce  Einlm 
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Up  Front 


TINSELTOWN 

A  WOMAN-HATING  MOVIE  THAT  WOMEN  LOVE 


WHEN  DISTRIBUTORS — MOSTLY 

male — saw  In  the  Company 
of  Men  at  the  Sundance  Film 
Festival  last  January,  their 
first  reaction  was  that  their 
wives  would  kill  them  if  they 
picked  up  this  independent 
first  feature  by  director  Neil 


INNER  SANCTUM  un  screen 

LaBute.  The  black  comedy, 
which  opens  on  Aug.  1,  fol- 
lows a  business  trip  of  two 
executives  who  want  revenge 
on  women  because  both  have 
been  dumped  by  their  girl- 
friends. Their  plot  is  to  woo  a 
vulnerable  woman — a  deaf 
stenographer  at  their  com- 


pany— and  then  both  ditch 
her  abruptly. 

Sony  Pictures  Classics  de- 
cided to  take  the  counter- 
intuitive approach  in  market- 
ing: It  would  aim  primarily 
at  women  and  especially  cor- 
porate women.  First,  Sony 
assigned  an  all-woman  mar- 
keting team  to  make  a  trailer, 
design  the  movie's  advertis- 
ing, and  publicize  it.  Early 
screenings  were  filled  with 
professional  women  to  build 
word  of  mouth.  So  far,  it  has 
worked.  Women,  including 
several  ciitics,  are  embracing 
the  movie.  One  viewer  de- 
scribed the  conspiracy  as 
"real  life  in  the  office."  Says 
the  film's  publicist.  Shannon 
Ti-eusch  at  Clein  &  White: 
"It's  like  the  film  opened  the 
door  to  the  men's  room  and 
let  women  inside."  Sony's 
only  problem,  says  Co-Presi- 
dent Tom  Bernard:  How  do 
you  sell  the  movie  to  men 
who  see  too  much  of  them- 
selves in  it?  □ 


WEB  WARS 

GABLE'S  STORM  KING 
REINVENTS  ITSELF 

THE   WEATHER  CHANNEL  IS 

the  trailblazer  in  offering 
24-hour  coverage  of  every 
hurricane  and  torna- 
do on  earth  and 
after  15  years, 
still  has  no 
major  rivals  on 
cable.  Not  so  with 
the  Web. 

Here,  the  At- 
lanta-based fore- 
caster faces  more  ' 
than  2,000  competi- 
tors— some  of  which 
have  outmatched  the 
Weather  Chamiel's  dai- 
ly offerings.  Recently, 
The  Weather  Channel  began 
to  fight  back  by  launching  a 
revamp  of  its  Web  site 
(weather.com).  The  new  site 
stresses  "breaking  weather" 


coverage  and  graphics,  pri- 
marily aimed  at  besting  its 
major  rival  CNN  (cnn.com). 
Still,  dm-ing  HiuTicane  Danny, 
CNN  scooped  Twc  with  pho- 
tos of  wreckage  and  i-eports. 
And  despite  The  Weather 
Channel's  upgi-ade,  cnn's  site 
still  has  a  leg  up:  down- 
loadable video  chps  that 
capture  a  storm  in 
progi'ess.  TWC  jjroinises 
to  offer  a  similar  fea- 
tiu-e  by  October  Todd 
Walrath,  Twc's  direc- 
tor of  product  devel- 
opment says:  "We 
have  a  bond  with  the 
weather  consumer, 
and  the  Web  helps  us 
reinforce  that  bond." 
To  alert  the  con- 
sumer about  the  im- 
proved site,  TWC  is  paying  its 
on-air  talent  some  old-fash- 
ioned "incentives"  to  promote 
weather.com  in  between 
forecasts.      Brad  Wolverton 
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SPORTS  BIZ 

THE  OLD  MEN  OF 
SUMMER  SUIT  UP 

CLOSE   TO  400   FORMER  PRO 

baseball  players,  including 
such  greats  as  Reggie  Jack- 
son, Hank  Aaron,  and  Yogi 
Berra,  are  playing  hardball 
again — this  time  with  Major 
League  Base- 
ball's licensing 
arm. 

Last  month, 
the  old-timers 
signed  on  to  a 
class  action 
JACKSON:  against  Major 
He's  in  League  Base- 
ball  Properties. 
The  suit,  which  was  initially 
filed  last  year  and  was  certi- 
fied as  a  class  action  in  April, 
accuses  MLB  Properties  of 
shortchanging  the  former 
players  in  royalty  agi'eements 
that  compensate  them  for  al- 
lowing their  names,  signa- 


tures, and  Hkenesses  t( 
used  on  everything  1 
videotapes  to  trading  cij 
Not  everyone,  however,  w 
to  be  in  the  game.  Twe 
two  of  the  plaintiffs  opted 
including  sports  annoui 
Ralph  Kiner,  a  fonner  F 
burgh  Pirate;  Bobby  Br( 
former  American  Lej 
president  and  ex- Yankee;; 
TV  personality 
Joe  Garagiola, 
a  former  Na- 
tional League 
catcher. 

But  not  even 
all    of  these 
men   are   un-  GARAGIU 
sympathetic.  "I  He's  out 
didn't  want  it 
to  appear  that  I  was  nci 
support,"   says  ex-Do(- 
pitcher  Carl  Erskine.  "It 
my  choice  to  avoid  confrc 
tion."  Erskine  sits  on 
board  of  a  Major  Lea: 
linked  gi'oup  for  needy  re; 
players.  Mark  Hf 


THE  BIG  PICTURE 


u 


BEST  BETS  ABROAD 

U.S.  mutual -fund  investors  with  international  holdin: 
now  number  29%,  up  from  26%  two  years  ago.  Here's  whs 
they  list  as  world  regions  that  will  be  better  than  the  U.' 
for  investing  in  the  next  three  years. 
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EUROPE  . 


PACIFIC  BASIN 


LATIM  AMERICA 


RUSSIA 


AFRICA 


PERCENT  RESPONDING 

FROMASURVEY  OF  1,000  INVESIOK 


DATA:  SCUODER,  STEVENS  &  CLARK  INC/GALLUP  ORGANIZATION 


FOOTNOTES 


Average  stock  options  granted  last  year  to  directors  of  small-to-midsize  companies:  1 ,000;  of  large  companies:  4J 


DATA  GRANT  THORNTON  LLP/THE  SEGAL  COlC' 


'^iTiiili'iShgtitfrTriMirii; 


(^/ave  you  been  getting 
a  less  than  enthusiastic 
response  to  your 
presentations  lately? 

You  finish  your  presentation  and  there  they  sit.  And  you  realize  it  is  definitely 
getting  harder  to  wow  an  audience.  Maybe  in  this  age  of  technology  people 
just  aren't  as  easily  impressed.  But  there's  a  way  you  can  put  the  latest 
technology  to  work  for  you.  Your  own  Kinko's  Corporate  Account  Manager 
can  help  you  make  even  the  biggest  company  presentations  more  effective 
and  unforgettable.  They  have  ideas  that  can  bring  your  presentation  to 
life  through  color  charts  and  transparencies,  oversize  exhibits  and  stellar 
leave-behinds.  So  for  your  next  roadshow  or  new  product  intro,  let  Kinko's 
produce  your  thousands  of  hand-outs,  and  ship  them  ahead  to  your  next 
destination.  As  long  as  your  audience  has  a  pulse,  you  can  be  sure  a 
presentation  pulled  together  at  Kinko's  will  really  bring  them  to  life. 
That's  why  every  day  more  than  200,000  businesses  use  Kinko's. 

The  new  way  to  office." 


For  More  Information  Visit  Our  Web  Site:http://www.kinkos.com  or  call  1-800-2-KINKOS 

©  1997  Kinko's,  Int.  All  righis  reserved,  Kinh's  and  The  new  way  to  office  arc  registered  trademarks  of  Kinko's  Ventures,  Inc.  and  are  used  bv  permission. 
Kinko's  requires  written  permission  from  ihe  copyright  holder  in  order  (u  reproduce  .my  copyrighted  work.  Account  Managers  available  in  most  areas. 


You  can  make 
sacrifices 

for  your  career. 


Or  you  can 
choose  not 

to  make  sacrifices. 


Introducing  the  Compaq  Armada  7700.  The  high  performance  notebook  that  offers  you  t^p 
and  functionahty  of  an  office  desktop  as  far  from  your  office  as  you  need  to  be!  Armada  / 
features  include:  up  to  166  MHz  Pentium'. processor  ^yith  MMX~  technology,  12.V  CTFT  dis,  y 


<J  1997  C  ompaq  Computer  CoqwraUon.  All  righls  reserved.  Compaq  rcgi,lcml  U.S.  Patent  anj  Trade., 
may  not  roach  .56Kbps,  and  will  vary  depen<bng  on  Ime  conditions. 


.mark  Office.  Arm,da  is  a  trademark  of  Compac,  Co,npu,er  Corporal.  The  Intel  In.klc  Logo  and  Pentium  arc  regisur- 


!.1GB  removable  hard  drive,  up  to  32MB  EDO  RAM  expandable  to  144MB,  integrated 
lephony  modem  upgradeable  to  56K|  integrated  AC,  and  full  desktop  expansion. 
I  Compaq  Authorized  Reseller,  call  1-800-943-76S6  or  visit  www.compaq.com. 


Has  It  Changed  Your  Life  Yet? 


orporation. -Upgrade  plannej  for  year  ciid.  The  KS6flcx  protocol  is  designed  only  to  allow  faster  downloads  from  KS6(lex  lompliant  digital  sources.  Maximum  achievabk-  dmviJoad  transmission  rates/ire  currently  tinknilVin, 


•ii! 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

Sarah  Bartlett,  Robert  J  Dowling,  G,  David  Wallace 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E,  Ellis 

SENIOR  EDITORS:  Bob  Arnold  (New  Media).  Frank  J.  Comes,  Geoff 
Lewis.  Paul  Raeburn.  Kathy  Rebello.  Jane  A.  Sasseen,  Giro  Scotti,  Lee 
Walczak  (Washington),  Elizabeth  Weiner.  Chns  Welles,  Seymour  Zucker 
EDITORIAL  PAGE  EDITOR;  Bruce  Nussbaum 

SENIOR  WRITERS;  Robert  Barker,  Anthony  Bianco,  John  A.  Byrne.  William 
Glasgall,  Jeffrey  M  Laderman,  Gene  G.  Marcial.  Karen  Pennar,  (jtis  Port, 
Gary  Weiss 

ECONOMICS:  James  C  (xoper  (Sr  Economist/Business  Outlook  editor), 
Kathleen  Madigan  (Assoc  )  Michael  J.  Mandel  (Economics  editor), 
Peter  Coy  (Assoc.),  Gene  Koretz  (Economic  Trends  editor) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  editor),  Rose  Brady 
(International  Edition  editor),  Duane  E  Anderson,  Pete  Engardio 
(Senior  News  editors),  John  Templeman.  (Political  Affairs  editor). 
Joan  Warner  (Europe  editor),  Sheri  Prasso  (Asia  editor),  John  Pearson 
(Latin  America  editor) 

ASSOCIATE  EDITORS;  Catherine  Amst,  Aaron  Bernstein,  Amy  Dunkin,  Neil 
Gross,  Keith  H  Hammonds,  Kelley  Holland,  Mary  Kuntz,  Elizabeth 
Lesly,  Larry  Light,  Leah  Nathans  Spiro,  Fred  Strasser  (Enterprise) 
PICTURE  EDITOR:  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 

DEPARTMENT  EDITORS:  Books;  Hardy  Green  Computers:  Ira  Sager 
Corporate  Finance:  Phillip  L  Zweig  Corporations;  I,  Jeanne  Dugan, 
Jennifer  Remgold  Legal  Affairs;  Mike  France,  Markets  &  Investments; 
Suzanne  Woolley  Personal  Business:  Edward  C  Baig  Science;  Naomi 
Freundlich  Scoreboards;  Frederick  F  Jespersen  Software;  Amy  Cortese. 
Telecommunications:  Peter  Eistrom 

STAFF  EDITORS:  Lori  Bongiorno,  Keny  Capell,  Paul  M.  Eng.  Toddi  Gutner. 
David  Leonhardl.  Lisa  Sanders.  Edith  Updike 

COPY  EDITORS;  Prudence  Crovrther.  Harry  Maurer  (Deputy  chiefs).  Marc 
Miller.  Jim  Taibi  (Asst  chiefs).  Tim  Belknap.  Aleta  Davies.  Jack 
Robbins.  Doug  Royalty  (Sr,  copy  editors).  Giles  EBIunt.  Cynthia  McClean, 
Joseph  Mandel,  Anne  Newman,  David  Pengilly,  Malka  Percal,  Lourdes 
Valeriano  (Copy  editors),  Gail  Fowler,  Maria  Chapin,  Aida  Rosario, 
Oluwabunmi  Shabi  (Researchers) 

PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief),  Hallberg  Hall- 
mundsson,  Celine  Keating,  B.  Kite,  Robert  S.  Norman,  Robert  J. 
Rosenberg,  Victoria  Rubin 

ART:  Jay  Petrow,  Steven  Taylor  (Deputy  directors),  Don  Besom,  Alice 
Cheung,  Andree  Kahlmorgan,  Christine  Silver  (Assoc  directors)  Graphics 
&  New  Media;  Arthur  Eves  (Creative  director),  Joan  Danaher  (Graphics 
director),  Rob  Doyle  (Assoc  graphics  director),  Alan  Baseden,  Lisa 
Knouse  Braiman.  Alberto  Mena,  Ray  Veila  (Graphics  illustrators),  Jaime 
Beauchamp  (New  Media  artist).  Matt  Kopit  (New  Media  producer) 
Imaging;  Annette  Farrell  (Mgr.),  Alan  Bomzer  (Asst  manager),  Joseph 
Rhames  (Coordinator) 

PHOTOS;  Scott  Mlyn  (Deputy  Picture  editor),  Anne  Murray,  Andrew  Popper, 
Ronnie  Weil  (Assoc  Picture  editors);  Bettina  Baudoin,  Michael  Hirsch, 
Kathleen  Moore  (Asst  Picture  editors),  M  Margarita  Eiroa  (Traffic  Mgr ), 
Lawrence  Crowe  (Librarian),  Sarah  Greenberg  Morse  (Photo  researcher) 
EDITORIAL  OPERATIONS;  Yvonne  F  Rodriguez  (Production  director).  Wally 
Baudin,  Nicholas  M  White  (Production  managers).  Bruce  M  Arnold 
Karen  Butcher,  Thomas  R  Dowd,  Stephen  R  Lebron,  Fidel  Lee,  Jody  A 
LoGrasso,  Jose  L  Martin,  Jane  M  Perkinson,  Laura  Reissman,  Edgardo 
Torres,  Karen  Turok,  Use  V  Walton,  Barbara  Wilhelm  (Makeup  editors), 
Donald  C  Pearson  (Traffic  manager),  Guillermo  Ortiz  (Traffic  clerk) 
SYSTEMS;  Thomas  L  Morgan  (Director),  Richard  Balestrino,  Mane 
Brown-Bryant,  Stephanie  Rossi,  Marta  Skrelja,  Craig  Sturgis 
BUSINESS  WEEK  ONLINE:  Michael  Mercuric  (Managing  editor),  A  Peter 
.nJuction  manager),  John  A  Dierdorff  (Consulting  editor) 
CORRESPONDENTS; Atlanta;  David  Greismg  (Mgr),  Nicole  Hams  Boston; 
Paul  C  Judge,  Geoffrey  Smith  Chicago;  Richard  A,  Melcher  (Mgr ),  Greg 
Burns,  Su'en  Chandler.  Cleveland;  Peter  Galuszka  (Mgr.).  Connecticut;  Tim 
Smart  (Mgr.).  Susan  Jackson  Dallas:  Wendy  Zellner  (Mgr ).  Stephanie 
Anderson  Forest.  Detroit;  Kathleen  Kenwin  (Mgr ).  Keith  Naughton.  Bill 
Vlasic.  Houston:  Gary  McWilliams  (Mgr )  Los  Angeles;  Ronald  Grover 
(Mgr ),  Larry  Armstrong  (Sr  Correspondent),  Kathleen  Mon-is,  Eric  Schine 
Miami:  Gail  DeGeorge  (Mgr  )  Philadelphia;  Joseph  Weber  (Mgr.) 
Pittsburgh;  Stephen  Baker  (Mgr )  San  Francisco;  Joan  O'C  Hamilton 
(Mgr ).  Peter  Burrows.  Linda  Himelstein.  Robert  D.  Hot.  Andy  Reinhardt 
Washington:  Owen  Ullmann  (Sr.  News  Editor).  Douglas  Harbrecht  (News 
Editor).  Amy  Barrett.  Amy  Borrus,  John  Carey  (Sr  correspondent),  Stan 
Crock,  Christina  Del  Valle,  Richard  S  Dunham,  Paula  Dwyer  (Sr 
correspondent).  Dean  Foust,  Susan  B  Garland,  Howard  Gleckman  (Sr. 
correspondent).  Paul  Magnusson.  Mike  McNamee.  Mary  Beth  Regan. 
Michael  Schroeder,  Stephen  H  Wildstrom  (Technology  &  You),  Catherine 
Yang  Frankfurt;  Thane  Peterson  (Mgr ),  Karen  Lowry  Miller,  David 
Woodruff  Hong  Kong:  Joyce  Barnathan  (Mgr ),  Mark  L  Clifford,  Bruce 
Einhorn  London;  Stanley  Reed  (Mgr ),  Julia  Flynn  Mexico  City;  Geri  Smith 
(Mgr ).  Moscow;  Patricia  Kranz  (Mgr.)  Pans;  Bill  Javetski  (Mgr.),  Gail 
Edmondson.  Rome:  John  Rossant  (Mgr )  Sao  Paulo;  Ian  Katz  (Mgr.) 
Tokyo;  Brian  Bremner  (Mgr ),  Robert  Neff  (Contributing  editor),  Steven  V 
Brull,  Emily  Thornton  Toronto;  William  C  Symonds  (Mgr.) 
EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager; 
Barbara  Boynton  Information  Services:  Jamie  B,  Russell  (Director). 
Karen  Stevens  (Mgr ).  Judi  Crowe  (Asst  editor).  Debra  Dreskin.  Fred 
Katzenberg.  Robert  Roeker.  Barbara  Siiverbush  Office  Manager;  Roselyn 
Kopit.  Public  Relations;  Christine  Summerson  Readers  Report:  Yvette 
Hernandez  Repnnt  Permission;  Janet  Gonzalez 

PUBLISHER;  David  G  Perm 

SR.  VP,  OPERATIONS;  Gary  B.  Hopkins 

SR,  VP,  U  S  SALES:  William  P  Kupper  Jr 

SR.  VP,  MARKETING  &  BRAND  DEVELOPMENT:  Harold  K.  Somerdyk 

VP,  CONSUMER  MARKETING/CIRCULATION:  Steven  R  Aster 

VP,  STRATEGIC  PUNNING  &  PRODUCT  DEVELOPMENT;  Kimberly  Greer 

VPs.  SALES:  Constance  E  Bennett  (International),  Joanne  K.  Bradford 

(Western  Region),  Dan  Dunn  (Midwestern  Region),  Robert  H.  Kelly 

(Northeast  Region),  Louis  R  Mohn  (Southeast  Region) 

VP,  STRATEGIC  PROGRAMS;  James  H  McGraw  IV 

VP,  SALES  DEVELOPMENT;  Mark  A  Flinn 

VP,  MANAGING  DIRECTOR/ASIA:  Harold  J  Berry  III 

VP,  MANAGING  DIRECTOR/EUROPE;  Fritz  Krusebecker 

VP,  TECHNOLOGY:  Thomas  J  Reed 

CONTROLLER:  Gary  M  Singer 

DIRECTOR,  ADVERTISING  BUSINESS;  Linda  F  Can/alho 

DIRECTOR,  PRODUCTION  &  SALES  SERVICES;  Mario  J  Talluto 


Readers  Report 


THE  GOOD  NEWS 

FROM  SILICON  GRAPHICS  

It  is  ii-onic  that  "The  sad  saga  of  Sili- 
con Graphics"  (Cover  Story,  Augoist  4) 
hit  the  stands  the  day  after  the  company 
announced  the  best  quarter  in  its  histo- 
ry: well  over  $1  billion  in  revenue  and 
strong  profitability. 

Most  of  the  stoiy  missed  the  point  of 
where  Silicon  Graphics  is  today.  Yes,  Sil- 
icon Graphics  has  had  problems  over  the 
past  couple  of  year's.  We  recognized  those 
problems,  accepted  responsibility,  and 
oiu'  management  team  has  been  working 
hard  to  address  them.  Very  strong  ac- 
tions have  been  taken,  and  we  are  be- 
ginning to  see  the  results,  as  evidenced 
by  oui'  outstanding  fourth  quarter. 

We  ai"e  veiy  optimistic  about  this  com- 
ing yeai-  and  beyond.  This  quarter  was  a 
reflection  of  the  new  Silicon  Graphics' 
abihty  to  execute.  Our  product  transi- 
tion is  complete.  We  are  shipping  our 
entire  product  line  without  significant 
constraints — and  most  importantly,  the 
new  products  are  finding  strong  accep- 
tance with  our  customers.  Oui'  entire  oi- 
ganization  is  aligned  to  build  on  this  suc- 
cess as  we  enter  the  new  fiscal  year. 

Never  underestimate  the  creativity 
and  deteiTTiination  of  the  employees  and 
loyal  customers  of  Silicon  Graphics.  There 
is  nothing  more  satisfying  to  us  than  to 
prove  the  remaining  skeptics  wi'ong. 

Gary  L.  Lauer 
Executive  Vice-President 
Silicon  Graphics  Inc. 
Mountain  View,  Calif. 

A  TIGHTROPE  CALLED 

THE  NEW  ECONOMY  

James  C.  Cooper's  prudent  warning 
about  inflation  is  well  taken  ("In  the 
New  Economy,  the  old  mles  still  live," 
News:  Analysis  &  Commentaiy,  July  28). 
We  risk  serious  trouble  if,  in  boom  times, 
we  dismiss  the  potential  threat  of  an  in- 
flated dollar.  But  for  the  foreseeable  fu- 
ture, inflation  is  dead.  Companies  are 
keeping  prices  low  because  of  the  reali- 
ties of  increased  domestic  and  interna- 
tional competition,  a  trend  that  increased 


CORRECTIONS  &  CLARIFICATIONS 

"It's  not  too  late  to  get  in  on  financial 
merger  mania"  (Personal  Business,  July! 
14)  misidentified  J.  Christoptier  Flowers:] 
He  is  a  managing  director  at  Goldman^. 
Sachs  &  Co. 

"Smile"  (In  Business  This  Week,  July  28, 
misstated  Total  toothpaste's  likely  impa 
on  future  earnings  at  Colgate-Palmolivf 
Analysts  expect  Total  to  contribute  H  a 
share  to  earnings  by  1999. 


demand  in  a  high-employment  econc 
is  imlikely  to  change. 

Fuithermore,  workers'  compensat 
is  no  longer  just  houi'ly  wages.  It 
also  include  ownership  of  stock,  med 
and  retirement  benefits,  and  pay-for-) 
formance  plans.  This  means  that  the 
creased  outflow  of  cash  to  worker; 
steady  but  not  burdensome,  thus 
abling  corporations  to  avoid  many  of 
liquidity  problems  of  the  past. 

I  am  as  reluctant  to  be  an  unguaii 
optimist  as  I  am  to  be  a  Cassandra,  't 
new  economy  merits  confidence  as  mh 
as  it  demands  caution.  An  undue  lurcl 
either  direction  could  cause  the  v 
tiling  we  should  most  strenuously  av 
the  cmelest  tax  of  all:  infiation. 

Jerry  J.  Jasinow 
Presid 

National  Association  of  Manufactui 
Washing 

COMPUTER  PROFESSIONALS 
SEEK  WORK-AND  RESPECT 

Neither  I  nor  any  of  my  colleag 
who  have  been  through  massive  cori- 
rate  downsizings  would  agi'ee  that  e 
labor  market  for  software  professior 
even  remotely  resembles  that  deseriL 
in  your  article  ("Forget  the  huddid 
masses:  Send  nerds,"  Information  F<- 
cessing,  July  21).  Spot  shortages  of  p- 
grammers  with  skills  in  rapidly 
panding     fields,     such     as  Jila 
programming,  do  occur.  However,  « 
requii-enients  for  these  job  openings  e 
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THE  $599 

N  ETWO  RK-  RE  ADY 

BUSINESS 

PARTNER 

[  MARTINIS  AND  GOLF  CLUBS  NOT  INCLUDED  ] 


Monitor 
Included! 


Recomputes  Business  Star  is  a  complete  system, 
network-ready  out  of  the  box.  Starting  at  just 
$599— with  Pentiums®  from  $899— these  Intel®- 
based  computers  fit  into  your  office  network 
effortlessly  Recompute  takes  commercial-grade 
systems   from   the   biggest  names 

in  computers — Dellf  IBMf  Compaq,® 

HP"'' — and  puts  them  through  our 

32-point  remanufacturing  regimen.  Pentium® 

Notebooks 
We   add   network   cards,   color  from 

monitors,  surge  protectors,  a  30-day 

$1049 

--  money-back  guarantee,  a  one-year  extendable 
warranty     next-day  on-site 
service  option  and  the  most 
heroic  tech  support  in  the  industry. 
So  call  us  today  for  desktops,  notebooks,  or  servers. 


We'll  do  lunch. 


Recompute™ 

To  order,  Call  toM-f  ree 

1-800-883-1749 

Mon-Fn;  8  ain-8  pm/Sat:  8  am -2  pm  CST 
Texas  residents  add  8  25%  sales  ux  WM 

www.re-compute.com 
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Intersection  of  Hamilton  U  Cou'per,  Palo  A/co,  California. 
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The  more  employees  who  telecommv^ 


There  are  26  million  cars  in  California.  Most  go  to  work  every  day.  But 
what  if  the  people  driving  them  had  ISDN  lines  at  home?  What  if  they 
were  hooked  into  their  company  LAN,  making  real'time  communication 
possible  through  e-mail  and  file-sharing?  They  could  access  data  from  their 
kitchens  as  fast  as  they  can  from  the  office.  Download,  fax  and  talk  on  the 
phone  simultaneously.  In  other  words,  they  could  do  as  much  work  at  home 
as  at  the  office.  Pacific  Bell  can  help  your  company  coordinate  and  implement 
a  remote  access  program,  whether  you  have  10  employees  or  10,000. 
Making  telecommuting  work.  It's  part  of  our  commitment  to  California 
business.  For  a  free  telecommuting  brochure,  call  l-888'327'8725  ext. 250. 


For  special  promotional  pricing,  call  between  now  and  August  31. 
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CHILI  FOR  CHILDREN 
COOK-OFF  IS  MISSING 
ONE  HOT  NAME. 


SSS3 


YOUR  NAME 
HERE 


YOURS. 


EXPLOITED 

.CHILDREN 


Add  extra  spice  to  this  year's  Micrografx  National  Center  for  Missing  and  Exploited 

Ctfiti  foJ? 

Chili  For  Children  Cook-Off  by  adding     CH'(fc^5*^     Children — a  worthy  evening  that  just  so 


your  name  to  a  hot  list  of  sponsors.  Then 
get  ready  for  Los  Vegas,  COMDEX  Fall,  and  the  premier  charity 
event  of  the  IT  Industry.  It's  the  single-largest  fundraiser  for  The  ARtcKFoeHOPE 


happens  to  be  one  sizzling  good  time.  Call  MICROGRAF 
for  a  sponsor  kit  to  find  out  about  corporate  sponsorships  rangir* 
from  $3,500  to  $30,000.  And  show  everyone  your  good  tcsl 


CALL    KATE    POTTS    AT    (9  7  2)    9  94-6  413    OR    VISIT  WWW.MICROGRAFX.COM/CHIL 

Companies  listed  above  are  1996  Cattle  Baron  sponsors 


aders  Report 


specific.  The  "critical  shortage  of 
ammei's"  desciibed  in  the  article  is 

an  indication  of  the  lengths  to 
I  companies  will  go  to  avoid  the 
associated  with  training  workers. 

James  Bonang 
Los  Angeles 

ly  is  it  deemed  editorially  coirect 
3INESS  WEEK  to  use  liberally  such 
ive  stereotypes  as  "nerd"  and 
"  when  refening  to  computer  pro- 
mers?  According  to  Webster's,  a 
is  "an  unstylish,  unattractive,  or 
y  inept  person;  especially  one  slav- 
devoted  to  intellectual  or  academ- 
suits."  And  a  geek  is  "a  person  of- 
)f  an  intellectual  bent  who  is 
Droved  of." 

you  bothered  to  do  some  investi- 
1,  you  would  find  that,  lo  and  be- 
there  are  actually  some  technical 
3  who  aren't  socially  inept  or  dis- 
ved  of! 

Chris  Toomey 
Sunnyvale,  Calif. 
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The  Strange  Case  of  the  World's  Biggest  Internet  Invasion 

By  David  H.  Freedman  and  Cfiarles  C.  Mann 
Simon  &  Schuster  •  315pp  •  $24 


A  HACKER'S  JOYRIDE 
THROUGH  THE  NET 


A computer  network  "isn't  like  a 
house  with  windows,  doors,  and 
locks,"  says  Open  Source  Sys- 
tems Chief  Executive  and  fonner  ciA 
analyst  Robert  David  Steele.  "It's  more 
like  a  gauze  tent  encircled  by  a  band  of 
dnmk  teenagers  with  lit  matches." 

Guess  what?  Some  of  those  kids  are 
packing  flamethrowers.  From  March, 
1991,  to  December,  1992,  a  hacker 
known  as  Phantomd,  a.k.a.  Phantom 
Dialer  and  Infomaster,  went  on  a  joyiide 
through  the  Internet,  hijacking  comput- 
ers at  the  Defense  Dept.'s 
Ballistic  Research  Labora- 
tory, Massachusetts  Insti- 
tute of  Technology,  the  Na- 
tional Institutes  of  Health 
(NIH),  and  hundreds,  per- 
haps thousands,  more.  He 
planted  password-grabbing 
programs  on  the  "back- 
bones" that  carry  the  Net's 
toiTents  of  data,  giving  him, 
in  the  words  of  David  H. 
Freedman  and  Charles  C. 
Mann,  "access  to  every- 
thing"— military  secrets, 
corporate  data,  your  E-mail,  the  works. 
After  a  nine-month  stakeout  in  cyber- 
space, the  feds  caught  the  culprit — but, 
weirdly  enough,  declined  to  prosecute. 

This  cyberfable  is  the  subject  of  the 
authors'  absorbing  page-flipper,  (S>Large: 
The  Strange  Case  of  the  World's  Biggest 
Internet  Invasion.  The  account  focuses 
on  the  FBI  National  Computer  Crime 
Squad's  fii'st  major  probe,  and  it's  an 
Internet  newbie's  nightmare.  The  elec- 
tronic fi'ontier,  as  dehneated  by  Freed- 
man and  Mann,  contributing  editors  at 
Discover  and  The  Atlantic  Monthhj,  re- 
spectively, is  a  borderland  too  sprawling 
to  police  and  populated  mostly  by 
smash-and-gTab  aitists  and  easy  marks. 
Internet  security  is  a  contradiction  in 
terms:  The  barricades  are  so  ill-defend- 
ed that  Phantomd,  a  third-rate  door- 


TH£  ST/MNGK  CASE  OF  THE  WORLD  S 


□AVID  H.  FREEDMAN 


knob-twister,  was  able  to  steal  an  oper- 
ating system  from  Sun  Microsystems 
Inc.  and  tunnel  into  NASA's  computers. 

The  "world's  biggest  Internet  inva- 
sion"— the  biggest  yet  known,  it  should 
be  noted — ch-ew  scant  media  attention.  It 
was  overshadowed  by  higher-profile 
tyjDes  such  as  Kevin  Mitnick,  the  super- 
ci'acker  who  broke  into  computer-seciui- 
ty  giun  Tteutomu  Sliimomiu"a's  files.  Some 
of  the  players  in  Takedown,  Shimomiu-a's 
account  of  that  case,  reappear  here,  but 
@Large  is  the  better  book.  Its  authors 
sketch  recognizably  human 
beings  caught  in  negotiating 
the  discontinuity  between 
cybei-space  and  "the  so-called 
real  world."  One  fearsome 
hacker,  for  example,  is  re- 
vealed as  a  school  janitor 
who  lives  with  his  parents, 
while  one  hackee  is  likened 
to  "a  convenience-store  own- 
er who  had  been  I'obbed  a 
dozen  times  by  the  same 
slow,  inei}t  criminal." 

The  inept  cnminal.  Phan- 
tom Dialer,  was  an  outcast 
even  among  his  fellow  nerds  of  prey. 
He  was  dismissed  as  "a  wannabe,  a 
lamer,  a  poser"  on  hacker  bulletin 
boaixls.  So  pathetic  were  his  attempts  to 
break  into  systems  that  they  were  de- 
tected almost  immediately.  But  Phan- 
tomd was  oblivious  to  threats  from  be- 
sieged systems  administrators,  who 
watched  in  awe  at  "the  weird,  bread- 
mold  tenacity  with  which  he  operated." 
He  was  like  cyber  kudzu,  a  prodigy  of 
persistence  who  spent  hours  "typing 
random  combinations  of  letters  in  what 
looked  like  an  attempt  to  learn  Unix 
[the  operating  system  underlying  the 

Net]  by  bnite  force  Crazily  resolute, 

the  cracker  managed  to  get  into  almost 
every  system  he  tried." 

And  what  did  he  want,  once  inside? 
Well,  nothing  really.  Behind  the  melo- 


THE  KID  WAS  AN  OUTCAST— 
"A  WANNABE,  A  LAMER,  A  POSER" 
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An  intranet      is  excellent  at  putting  information  at  the  fingertips  of  t/ie  people  who  need  it. 
An  intranet      will  take  monthly  sales  figures  and  publish  them— to  the  department  or  to  the  entire 
global  organization. 

An  intranet      can  walk  every  new  employee  through  the  company  benefits  package  and  sign  them  up 

for  a  dentist,  an  HMO  and  a  401(k). 
An  intranet      will  let  you  work  hand  in  hand  with  outside  vendors  and  still  keep  your  secrets  safe. 
An  intranet      can  deliver  a  video  seminar  or  briefing  or  training  program  to  any  desktop  on  demand. 
An  intranet      will  let  everyone  in  the  department  take  a  crack  at  the  business  plan  simultaneously. 

It  will  keep  them  on  track  and  working  together  until  they  get  it  right. 


In  other  words,  an  intranet  will  do  pretty  much  whatever  you  want  in  the  way  of  information 
wrangling.  And  it  will  do  it  quickly  and  efficiently,  providing  you  have  the  right  stuff. 
Windows  NT'' Server  and  Microsoft'  BackOffice"  is  that  stuff.  Windows  NT  gives  you  what  you 
need  to  build  an  intranet  right  now,  today.  And,  if  and  when  you  need  the  more  sophisticated 
stuff  Microsoft  BackOffice  server  applications  offer  a  complete  range  of  solutions  that  plug 
right  into  your  Windows  NT  system.  So  it's  sophisticated  but  still  simple. 


So  visit  our  Web  site,  read  the  case  studies  and  see  what  other  companies  have  done.  Microsoft  BackOffice 
server  applications  and  Windows  NT  Server  can  make  this  intranet  thing  a  lot  easier  than  you  might  think. 

My,  what  powerful  fingertips  you  have. 


www.microsoft.com/backoffice/  jfraitet  Where  do  you  want  to  go  today?  Microsoft 


©1997  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Where  do  you  want  (o  go  today?  and  Windows  NT  are  registered  trademarks  and  BackOffice  and  the  BackOffice  logo  are  trademarks  of  Microsoft  Corporation. 
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dramatic  Phantom  Dialer  and  Infomas- 
ter  monikers  was  a  human  catalog  of 
infb-mities  the  authors  call  Matt  Singei'. 
(Names  were  changed  at  the  family's 
request.)  He  was  variously  diagnosed 
as  schizophrenic,  mildly  retarded,  and 
learning  disabled,  and  he  was  effective- 
ly houseboimd  by  bad  eyes,  asthma,  and 
chronic  hepatitis.  In  one  of  @Large's 
odder  passages,  suggestive  of  two  alien 
species  trying  to  communicate.  Singer  is 
dragged  by  his  brother  to  Portland 
State  University  to  confront  a  computer 
honcho,  Janaka  Jayawaixlene,  whose  sys- 
tem he  had  crashed  the  day  before. 

"  'Why  do  you  do  this?'  Janaka  asked  

'Why  are  you  breaking  into  all  these 
systems?  What  do  you  want?' 

'Access,'  Matt  said  'I  want  access.' 

'If  we  give  you  an  account  for  free,' 
Janaka  said,  'an  account  with  total  In- 
ternet access,  will  you  stop  cracking?' 
Matt  turned  his  face  to  the  wall.  'No,' 
he  said." 

Such  a  "brain-damaged  twenty-year- 
old"  wasn't  exactly  the  Professor  Mori- 
arty  the  Justice  Dept.  lawyers  were 
looking  to  build  a  reputation  and  a 
precedent-setting  case  against,  the  au- 
thors suggest;  "He'd  last  all  of  fifteen 
minutes  behind  bars."  So  Phantomd  re- 
mains @large  but,  one  assumes,  on  a 
watch  list. 

Freedman  and  Mann  do  a  creditable 
job  of  hiding  the  arcana  of  Internet  pro- 
tocols behind  a  reader-friendly  inter- 
face. And  where  they  have  no  actual 
comi^uter  camage  to  report,  the  authors 
recount  the  potential  for  mayhem  in  ap- 
jjropriately  dropped-jaw  style.  A  break- 
in  at  an  NIH  computer  suggests  the  po- 
tential for  priceless  research  to  be 
destroyed  and  for  prescription-tamper- 
ing at  hospitals.  When  the  Bureau  of 
Land  Management's  dam-control  sys- 
tem for  Northern  California  is  invaded, 
an  FBI  agent  realizes  that  "the  Internet 
was  so  insecure  that  some  amateur 
could  create  one  of  the  biggest  calami- 
ties in  American  history  by  mistake." 

If  that's  not  enough  to  make  you 
want  to  rip  out  your  modem,  the  news 
gets  worse.  An  epilogue  notes  that 
where  Phantom  Dialer  had  to  rely  on 
persistence  and  dumb  luck,  mid-1990s 
vandals  have  heavier  artillery:  a  hack- 
ing-for-dummies  suite  of  point-anrl-click 
tools  that  sniff  out  network  vulnerabili- 
ties, snatch  passwords,  provide  othei' 
entity  points,  and  erase  all  tracks.  All  of 
these  tools  are  fi-eely  available  and  eas- 
ily downloaded  from  the  Internet. 
Where  do  you  want  to  go  today? 

BYJIMTAIBI 

Assistant  Cnp/j  Chief  Taibi  leaves  his 
PC  securely  unplugged  at  all  times. 


BY  BUSINESS 
WEEK  WRITERS 

THE  JUDAS  ECONOMY 

The  Triumph  of  Capital  and  the  Betrayal 

of  Work 

By  William  Wolman  and  Anne  Colamosca 
Addison-Wesley  •  240pp  •  $25 

BYE-BYE,  JOBS? 

Workers  of  the  world,  be 
scared.  That's  the  declai'ation 
ft-om  BUSINESS  WEEK  Chief  Econo- 
mist William  Wobnan  and  joumalist 
Anne  Colamosca  in  their  book.  The 
Judas  Economy:  The  Ttiumph  of 
Capital  ami  the  Betrayal  of  Work. 
In  the  authors'  view,  the  end  of  the 
cold  war  has  allowed  capital  to  fly 
all  over  the  woi'ld  and  land  where 
labor  is  cheapest  and  regulation  nil. 

Therefore,  labor- 
ers in  the  indus- 
triahzed  world 
will  find  them- 
selves marginal- 
ized by  rivals  in 
China,  India, 
and  Mexico,  who 
will  do  their 
jobs  for  less. 
The  authors 
argue  that  not  even  "elite  work- 
ers"— the  highly  skilled  profession- 
als in  the  U.  S.,  Europe,  Canada, 
and  Japan — can  assume  that  edu- 
cation will  save  them  fi'om  a  sharp 
dechne  in  living  standards.  The 
problem  with  knowledge,  the  au- 
thors say,  is  that  it  can  be  taught 
to  anyone.  If  medical  transcribers 
and  computer  programmers  in  Bei- 
jing can  do  the  job  for  one-third  of 
the  cost  of  U.  S.  workers,  then 
businesses  will  invest  their  capital 
in  China. 

The  authors  blame  weak  govern- 
ments and  strong  central  banks  for 
industrialized  economies'  woes.  In 
particulai;  central  banks  have  kow- 
towed to  global  bond  markets  by 
stressing  price  stability  over  gi'owth. 

So,  what  can  the  industrialized 
nations  do?  Become  more  produc- 
tive, the  authors  say,  by  using 
public  funds  for  more  education, 
infi'astructure,  and  research  and 
development.  Elite  workers  must 
create  more  and  better  products 
than  their  emerging-nation  coun- 
terparts if  they  are  to  justify  the 
higher  salaries  and  perks  that 
they've  grown  to  expect. 
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Technology  &  You 


BY  LARRY  ARMSTRONG  

FOR  THIS  PRINTER, 
SCANNING'S  A  SNAP 


With  one  cartridge 
change,  a  $239 
machine  turns  into 
a  color  scanner 

Just  when  I  think  that 
culor  inkjet  printers 
have  become  pretty 
much  alike  in  terms  of  price, 
print  quality,  and  features, 
along  comes  a  new  one  to 
prove  me  wrong.  For  the 
past  couple  of  weeks,  I've 
been  toying  around  with 
Canon  Inc.'s  just-introduced 
BJC-4304  model,  which  retails 
for  about  $240.  As  a  printer, 
it  works  fine.  The  major  dif- 
ference is  that  this  printer 
can  also  be  used  as  a  color 
scanner  for  documents, 
photographs,  and  other 
images. 

Converting  it  to  a 
scanner  is  a  snajj — lit- 
erally.  Canon  has 
come  up  with  a 
matchbox-size  opti- 
cal scanner  car- 
tridge that  snaps 
into  the  carrier  that 
usually  holds  the  ink 
cartridge.  The  scan 
cartridge  is  a  $99  op- 
tion, but  that's  about 
half  the  cost  of  other 
sheetfed  scanners. 
EASY  START.  Getting  started 
is  simple,  too.  It  involves 
nothing  more  than  loading 
the  scanner  driver  software 
into  the  computer.  You  don't 
have  to  open  the  computer 
to  add  a  board,  which  many 
scanners  require.  You  don't 
have  to  calibrate  colors  to 
match  the  scanner  to  your 
printer,  wliich  sometimes  can 
be  tricky. 

Such  a  hybrid  design  does 
have  some  limitations, 
though.  After  the  novelty 


wore  off,  I  found  it  awkward 
to  be  continually  swapping 
between  the  scan  cartridge 
and  an  ink  cartridge  to  print 
out  the  photographs  I  was 
scanning  in.  The  swapping 
also  means  that  it  can  be  in- 
convenient to  use  the  printer 
as  if  were  a  color  copier. 
Conventional  scanners  can  be 
set  to  scan  directly  to  a 
printer. 

But  Canon  didn't  really 
mean  for  this  to  be  a  serious 
productivity  tool.  It  only  ac- 
cepts documents  one  at  a 
time,  for  e.xample.  And  it 
doesn't  include  any  optical 
character  recognition  (OCR) 


software  for  converting  im- 
ages of  pages  into  text  files 
that  you  can  edit.  (A  simi- 
lar scanner  for  Canon's  up- 
coming B.JC-80  portable  print- 
er, popular  vrith  students  and 
road  warriors,  will  have  it.) 
Finally,  the  scanner  quality 
probably  won't  suit  photo  en- 
thusiasts who  insist  on  top- 
quality  prints.  This  machine 


is  more  for  the  home  user 
who  wants  to  put  color  pic- 
tures in  photo  albums,  school 
reports,  or  greeting  cards. 
You  could  also  use  it  for 
making  digital  copies  of  pho- 
tos that  can  be  attached  to 
E-mail  or  posted  on  Web 
pages. 

FAST  WORK.  For  that  kind  of 
casual  use,  it  works  ex- 
tremely well.  I  scanned  4-in. 
by  6-in.  snapshots  in  just 
over  four  minutes  in  the 
360  dots-per-inch  mode.  At 
180  dpi,  it  took  only  a  quar- 
ter as  long.  Full-page  mono- 
chrome scans — which  can  be 
used  in  PC  fax  programs — 
took  less  than  a  minute.  I 
printed  out  the  images  on 
plain,  coated,  and  high-gloss 
paper,  which  took  about  five 
minutes  each  in  the  printer's 
highest-resolution  mode  with 
a  photo  ink  cartridge.  It  was 
hard  to  tell  the  difference 
between  the  180-  and  360- 
dpi  scans.  On  high-gloss  pa- 
per, which  costs  50(?  a  page, 
they  looked  like  the  original 
photos. 

A  few  tips.  Canon's  man- 
ual says  to  always  use  the 
scan  holder,  a  clear  plastic 
envelope,  to  scan  things. 
Don't  bother.  I  recom- 
mend it  only  when  you 
scan  heirloom  photos 
or  flimsy,  irregularly 
sized  newspaper  clips. 
I  suspect  Canon  is 
womed  about  lawsuits 
over  ruined  originals. 
Also,  while  Canon  says 
the  software  provided 
with  the  scanning  car- 
tridge is  an  all-jDiuiDose  pho- 
to editor,  it  can't  compress 
images  into  the  newer,  pre- 
ferred JPEG  format,  which 
compresses  files  to  save 
space  on  your  hard  drive. 
For  that  you  will  need  to 
use  the  ColorDesk  Photo 
software  included  with  the 
printer. 

Given  its  limitations,  this 
double-duty  machine  isn't  the 
be-all  and  end-all  as  a  scan- 
ner. But  it's  enough  for  what 
most  people  want  to  do. 
And,  most  importantly,  the 
price  is  right. 


BULLETIN  BOARE 


TELECOM 
A  NEW  BABYSIHER 

In  their  brightly  colored  cas( 
the  new  Talk  About  two-way 
radios  from  Motorola  ln( 
(800  353-2729)  look  III 
fun.  But  these  radios 
which  start  at  $149  f 
a  base  model  with  ni 
LCD  display,  are  no 
toys.  Using  a  piece 
of  the  UHF  band 
recently  freed  for 
no-license- 
required  family 
radio  service,  the 
Talk  Abouts  have  a  range  of 
up  to  two  miles.  That 
them  ideal  for  par- 
ents to  go  off  on 
their  own  and  still 
keep  in  touch 
with  the  kids 
while  on  vaca- 
tion, at  the 
shopping  mall,  or 
at  an  amusement  park.  Each 
Talk  About  radio  is  4K  in.  lori 
and  weighs  7  oz.  Three  aa  ba 
teries  provide  enough  power 
for  three  hours  of  talk  and  2 
hours  while  idle. 

MONITORS 
GOODBYE  GLARE? 

In  recent  studies,  eye  doctor!' 
report  that  about  12%  of  the 
patients  complain  of  comput 
er-related  eye  strain.  Most 
recommend  that  their 
patients  shield  computer 
screens  from  overhead  light 
and  light  from  adjacent  win- 
dows. A  California  company 
has  come  up  with  a  practica 
way  to  solve  the  problem,  daf 
Enterprises  (818  786-3295) 
sells  a  $5.99  black  cardboan 
shield  that  fits  14-,  15-.  and 
17-inch  monitors,  depending 
on  where  you  fold  the  scores 
on  the  cardboard.  Adhesive 
tabs  hold  it  m  place.  For  $2 
more,  there's  a  version  for 
laptop  computers. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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For  the  industrious  Filipinos,  power  losses  were  so  common  that  work  shifts  were  planned 
^  around  them.  So  they  acted.  By  breaking  tradition  and  creating  an  electricity  grid  fit  for  a  global 
competitor.  Together  we  built  two  power  stations,  which  are  now  generating  a  steady  flow  of 
electricity  and  foreign  Investors.  What's  on  your  energy  wish  list?  1-888-55'ENRON,  www;enron.com. 

Natural  gas.  Electricity.  Endless  ROssibUitiesr 
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As  the  industry  leader,  we're  used  to 
making  big  announcerhents. 


This  one  is  under  2  lbs. 


■^1 1997  Toshiba  America  .Information  Systems.  Inc.  All  specificatiohs  and  availability  are  subject  to  change.  All  products  indicated  by  trademark  symbols  are  trademarked  arid/or  registered  by  their  respective  companies. 
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Introducing  the  new  Libretto. 
The  1.85  lb.  phenomenon. 

Don't  let  the  size  fool  you.  What  you're 
looking  at  is  the  innovation  that  wiU  set  the 
highest  of  industry  standards  m  the  tmiest 
of  places.  Capable  of  mnning  Windows"  95, 
yet  compact  and  light  enough  to  fit  in  the 
palm  of  your  hand.  There  is  no  other  computer 
like  it.  Introducing  the  Libretto'-'  50CT.  The 
first  portable  of  its  kind.  A  mini-notebook 
that  allows  you  to  access  e-mail,  work  on 
spreadsheets  or  even  update  your  handicap 
from  just  about  any  fairway.  So  light  and 
small  it's  the  perfect  communication  and 
information  manager.  With  the  Libretto 
you'll  definitely  improve  your  game.  And 
everything  we  do  is  designed  to  piovide  you 
with  the  tools  to  do  just  that.  After  all,  we 
share  a  simple  philosophy.  Always  Lead™ 


SIZE  AND  WEIGHT 

At  8  3"  X  4  5"  X  13"  and  only  1  8b  lbs  , 
the  Libretto  is  so  small  and  light  it's 
the  perfect  companion. 


Pentium 


PENTIUM  PROCESSOR 

A  powerful  Pentium"  processor 
delivers  all  the  performance  you  need 


3(111 


mm 


CONNECTIVITY 

With  the  PC  card  slot  you  can  stay 
connected  with  a  modem  and  hook 
up  to  a  floppy  disk  drive  or  CD-ROM 
Expenence  wireless  connectivity  wilti 
brult-m  mfraied  capabilities 

Designed  for 

Microsoft' 
Windows''95 

WINDOWS  95  PERFORMANCE 

The  only  mini-notebook  to  run 
Windows  95 


Libretto  50CT 


•  6 1 "  dia  active-matnx  TFT  color 
display,  640  x  480  resolution 

■  75MHz  (2  9v)  Pentium* 
processor,  16KB  internal  cache 

•  810  n-ullion  byte  (-772MB)  HDD 

•  16MB  EDO  DRAM 
(expandable  to  32MB) 


•  Built-in  16-bit  audio  with 
internal  speaker 

•  External  floppy  disk  drive 

•  One  Type  il  PC  Caid  slot 
supports  modem,  floppy  disk 
drive  or  optional  CD-ROM  dtive 

•  Lithium  Ion  battery 


■  Serial  Inliaied  It  DA 
compliant  port 

•  Libretto  Accupoinl" 
pointing  device 

■  Optional  Enhanced  Port 
Replicator  or  optional 
Port  Expander 


1  8b  lbs 

8  3-  X  4  5-  X  1  3" 

Windows  95  .st,andard 

1-year  limited  watianty 

Toll-free  technical  suppoit 
7  days  a  week.  24  houis  a  day 


For  more  information,  visit  http://computers.toshiba.com,  or  call  1-800-457-7777. 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


WHY  THIS  RECOVERY  WONT 
FALL  OFF  THE  TRACK  SOON 


NEW  WORLD: 

Once  you 
could  count  on 
the  wage-price 
spiral  to  bust 
every  boom. 
But  today's 
global  economy 
is  helping  to 
keep  inflation 
in  check 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massactiusetts  Institute  of  Tectinology 


It  feels  as  if  the  U.  S.  ecunomic  expansion 
has  gone  on  far  longer  and  cut  far  deeper 
into  unemployment  than  the  standards  of 
postwar  macroeconomic  performance  would 
have  suggested.  We  may  well  be  in  a  new 
woi'ld  in  which  the  traditional  economic  time 
limits  don't  apply.  So  far,  this  expansion  has 
more  than  two  years  to  go  to  beat  the 
longest,  but  it  still  could  set  a  record. 

The  nine  postwar  expansions  identified  by 
the  National  Bureau  of  Economic  Research, 
measui'ed  from  trough  to  peak,  have  aver- 
aged 50  months.  The  longest  ones  lasted  106 
months  (in  the  1960s)  and  91  months  (in  the 
1980s).  The  present  expansion,  which  stalled 
in  March,  1991,  is  in  its  77th  month. 

How  much  of  this  expansion  is  real  and 
will  last,  and  how  much  is  just  exuberance 
and  numbers  on  computers?  The  stock  market 
is  roaring.  Consumer  confidence  is  at  its  liigh- 
est  level  in  more  than  a  decade  and  may  well 
reach  the  postwar  high  recorded  in  the  1960s. 
The  good  feelings  come  from  sustained 
growth,  record  low  levels  of  imemployment,  a 
vast  creation  of  paper  and  real  wealth,  a 
decade  without  inflation,  the  most  sound  bud- 
get in  80  years,  and  relatively  peaceful  times. 
Coi-porate  profits  have  doubled  in  10  years, 
and  stocks,  even  adjusted  for  infiation,  are 
at  their  highest  levels  in  histoiy.  Median  real 
family  income,  adjusted  with  a  realistic  mea- 
sure of  infiation,  is  also  at  its  highest  record- 
ed level.  True,  CEOs  and  blue-collar  workers 
shai'e  a  sense  of  insecuiity  about  jobs.  But  the 
former  have  platinum  parachutes,  while  the 
latter  often  have  their  pick  of  new  jobs  from 
which  to  choose. 

UNNATURAL  CAUSES.  Is  all  this  real?  Yes, 
wealth  has  been  created  by  massive  restruc- 
turing of  government  and  business,  dramatic 
innovations  in  technology  and  organization, 
the  opening  of  the  world  economy,  and  the 
lengthening  of  economic  horizons — the  pay- 
off from  a  noninfiationary  environment.  And 
the  absence  of  inflation  is  probably  the  single 
most  important  factor.  It  cost  a  lot  to  get  to 
this  point — the  1982  recession  was  the  biggest 
dent  in  the  economy  since  the  Great  Depres- 
sion— but  the  journey  was  worth  it.  The  mas- 
sive restructuring  of  the  U.  S.  economy  could 
not  have  occuri-ed  without  the  long  and  vig- 
orous expansion  made  possible  by  lasting  low 
inflation.  So,  is  infiation  gone  for  good? 

No  postwar  recovery  has  died  in  bed  of 
old  age — the  Federal  Reserve  has  murdered 


every  one  of  them.  The  typical  patten 
that  a  few  years  into  a  recovery,  as  un^ 
ployment  drops  and  the  labor  and  prodI 
markets  tighten,  wage  and  price  inflat' 
picks  up,  the  wage-price  spiral  gets  mov 
and  soon  the  Fed  steps  in  to  douse  wage 
mands  with  a  good  old-fashioned  recess 
And  the  whole  cycle  starts  all  over  again 

That  pi'ocess  has  changed  in  two  crit 
ways.  First,  companies  compete  more  t 
ever  in  the  world  economy:  They  can  prod 
anywhere,  source  from  anywhere,  and  1 
competition  eveiywhere.  With  goods  cominj 
resemble  commodities,  manufactiu"ei"s  ai-e  p 
sured  by  customers  for  the  best  prices  and 
stockholders  for  the  best  results. 

Those  pressures  push  down  into  the  la 
market.  Wor'kers  can  be  made  redundant 
the  past,  they  were  laid  off  in  a  recess 
then  recalled  as  recoveries  began.  A  mom 
of  wage  discipline  would  occiu',  and  then,  v 
the  upswing,  pay  packets  would  quickly 
cover.  Today,  employment  in  an  individual 
cility  depends  far  more  on  the  global  C( 
petitive  position  of  the  plant  than  on  the  I 
cyclical  position.  So  good  economic  times 
not  remove  the  pressure  for  companies 
perform,  or  the  insecurity  of  their  worket 
STICK  AROUND.  Second,  v/e  no  longer  h 
unions  that  organize  cyclical  raiding  paities 
corporate  profits.  They  are  largely  gone 
have  shifted  their  focus  to  jobs  and  av 
from  wages.  As  a  result,  the  U.  S.  busin 
cycle  has  gained  far  more  room  to  gr 
Without  wage  inflation  that's  passed  on 
the  product  mai-ket,  the  economy  can  go  m 
further  toward  reaching  full  employment. 

So  we  have  a  high-pressure  economy 
two  ways:  high  pressure  of  demand,  wl 
creates  jobs  for  more  and  more  people,  . 
high  pressm"e  of  competition,  which  combi 
higher  output  with  cost  control.  We  c; 
shing  off  the  fact  that  there  is  such  a  tliinj; 
full  employment — even  though  we  may  not 
sure  at  what  jobless  rate  full  employm 
has  been  reached.  But  unlike  duiing  the  !( 
expansion  of  the  1960s,  we  have  the  e.\ 
factor  of  global  competition,  and  hence  can 
pect  to  do  a  better  job  of  keeping  inflation 
der  control  than  we  did  then. 

The  Fed  can  shut  off  growth  and  prosf 
ity  in  no  time.  But  don't  wony.  Fed  Chaim 
Alan  Greenspan  is  a  great  host.  He  won't  - 
move  the  refreshments  until  inflation  tr- 
bles  really  start.  The  boom  is  far  fi-om  ov 
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■*Kr„t  too  tong         ,v,eY  stored  w 

aware       ''^^^^p^ouses  are  ^( 
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Data  warehouses  are  becoming 
strategically  vital  to  a  business's 
success.  But  the  truth  is,  many  are 
outgrown  right  after  they're  delivered. 
They're  simply  overwhelmed  by 
ever-increasing  amounts 
you  have  EMC  Enterprise  Storage 
It's  the  only  solution  that  ke 
mission-critical  inlormation 
protected  and  timely, 
face  of  explosive 


of  data.  Unless 
Enterprise 


Not  Without 
EMC  Enterprise 
Storage  p 
They  Aren't. 

r-^U  1 


eps 
available, 
even  m  the 
growth.  And 
refresh  data 
sources  without  sacrificing 
performance.   To  find  out  how 
a   data   warehouse    with  EMC 


the 
multipli 


only  way  to 
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can 
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you  instantly 


respond  to  the  ever-changing 


needs  ol  your  business. 


call  f-800-424-EMC2,  ext.  121, 
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we'll  send  you  an  interactive  CD-ROM, 


Or  visit  us  at  www.emc.com. 
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The  planet  Jupiter 

h  so  massKie  lyoi/  could all l/ie  dlJiei- planels 
m  oiif  solar  Mj  •i/e/n  i/iside  il  a/iJ s//JJ /jaiie /)lentij 
oj-  room  U'f/ oae/:  ^/upile/- is  made  almost  enlirelij 
of  passes  and  is  //jerefore  not  a/jle  to 
sii/)/}oi  t  life  as  ive  Ano/v  it. 


The   Chevy    Suburban,  nn  I  fie  ot/ier  Iiancj,  iv/iic/i  is  t/ie 

farces/  sport  u/jJi/y  vehicle  on  t/iis  plane  I,  is  well  able  la  support  as  manij  as  nine 
oj'  (Liai^th  J  most  intelligent  tjein^s  in  comj-ort  and  stifle.  J'or  stelloj-  inj^oi-mation 
calf  I -<S00-9J0-243S  or  visit  us  at  tvivtv.  c/ievrolel.  com 
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Economic  Trends 


BY  GENE  KORETZ 

DEBUNKING  A 
CRASH  SCENARIO 

Could  fund  outflows  sink  stocks? 

The  stock  mai'ket  vaults  ever  higher, 
and  cash  continues  to  pour  into  eq- 
uity mutual  funds.  It  doesn't  take  a  ge- 
nius to  figure  out  that  these  trends  may 
be  connected.  And  therein,  notes  a 
study  in  the  Federal  Reserve  Bank  of 
New  York's  current  Economic  Policy 
Review,  lies  the  basis  of  a  recurrent 
nightmare  haunting  Wall  Street. 

For,  as  authoi-s  Eli  M.  Ftemolona, 
Paul  Kleiman,  and  Debbie  Gruenstein 
point  out,  if  surging  stock  prices  are 
spai'king  sti'ong  mutual-fimd  inflows  that 
tend  to  push  up  prices  even  more,  then 
it's  possible  that  a  sharp  drop  in  prices 
could  reverse  the  process,  setting  off  a 
cascade  of  redemptions  by  fund  in- 
vestors that  could  escalate  into  a  market 
crash.  To  assess  the  likelihood  of  such  a 
scenario,  the  reseaix-her's  review  the  his- 
torical record — and  particularly  the  in- 
fluence of  short-term  shifts  in  stock 
prices  on  fund  flows. 

The  study  comes  up  with  several  re- 
assuring omens.  One  is  that  directly 
owned  stock  funds  represent  only  5.5% 
or  so  of  household  financial  assets  (an  ad- 

EQUITY  FUNDS  ARE 
RIDING  THE  BULL  MARKET 


■91     '92  '93 
▲  BILLIONS  OF  DOLLARS 

♦ANNUAL  RATE  BASED  ON  $1 1 1  BILLION  THROUGH  JUNE 
DATA,  INVESTMENT  COMPANY  INSTITUTE,  BW 

ditional  2.4%  is  held  in  pension  plans, 
which  tend  to  take  a  long  view  of  stock 
market  performance).  Moreover,  over 
half  of  equity-fund  assets  are  held  in 
funds  charging  an  up-front  sales  fee,  and 
such  "loads"  inhibit  short-run  selling. 
And  since  mutual  flmds  still  account  for 
only  14.9%  of  equity  market  capitaliza- 
tion, outflows  alone  seem  unlikely  to 
cause  a  .sharp  market  decline. 

But  the  key  question  is  whether  sud- 
den shifts  in  market  returns  significant- 
ly affect  ftind  flows.  And  here  the  econ- 
omists' statistical  analysis  of  data  from  i 


1986  thi'ough  early  1996  indicates  that 
the  impact  is  extremely  weak.  Further, 
they  find  that  ftmds  investing  in  growth 
stocks,  which  usually  lead  the  pack  in 
market  swings,  are  less  sensitive  to 
price  shifts  than  income  ftmds,  suggest- 
ing that  growth  fund  investors  aren't 
spooked  by  price  volatility. 

What  of  the  big  market  declines  in 
October,  1987,  and  Octobei;  1989?  In  the 
fii-st,  as  gTowth  stock  piices  plunged  by 
an  average  87.7%,  net  outflows  from 
growth  funds  hit  4.6%  of  assets,  com- 
pared with  average  fund  liquidity  levels 
of  9.4%.  In  the  second,  gTowth  stocks 
fell  by  6.2%  and  growth  ftmds  suffered 
outflows  of  just  1.3%'  of  assets. 

"At  least  up  to  now,"  says  Remolona, 
"the  evidence  suggests  that  the  impact 
of  stock-price  movements  on  equity-ftmd 
flows  is  not  strong  enough  to  sustain  a 
downward  market  spiral." 


THE  CLASS  OF 
BOXCUTTER  HIGH 

Violent  schools  mean  fewer  grads 

Studies  of  the  effect  of  school  chai'ac- 
teristics  on  students'  educational 
progress  have  traditionally  focused  on 
such  things  as  class  size,  per-pupil  ex- 
penditures, and  teacher  education.  In  a 
new  research  paper,  economist  Jeffi'ey 
Grogger  of  the  University  of  California 
at  Los  Angeles  looks  at  a  factor  that 
has  received  relatively  little  attention: 
school  violence. 

Using  nationwide  public  high  school 
survey  data  from  the  1980s,  Grogger 
finds  that  minor  levels  of  violence — a 
problem  faced  by  nearly  two-thirds  of 
public  school  students — lowered  the 
chances  of  students'  graduating  from 
high  school  by  about  a  percentage  point 
to  78%<  and  their  chance  of  going  to  a 
four-year  college  by  four  percentage 
points  to  27%'.  And  moderate  levels  of 
violence  (faced  by  9%  of  students  in  the 
sample)  reduced  the  likelihood  of  high 
school  gi"aduation  by  about  5  j^ercentage 
points  and  of  college  attendance  by  7 
percentage  points.  The  effects  of  serious 
violence  were  even  gi^eater. 

It's  no  secret  that  school  violence  can 
impede  education  in  a  variety  of  ways — 
by  disrupting  classrooms,  for  example, 
or  causing  students  who  fear  attack  at 
school  to  stay  at  home  and  lisk  falling 
behind,  or  interfering  with  student  con- 
centration. Groggei''s  findings  underscore 
the  negative  impact  on  students'  future 
educational  attainment  and  thus  on  their 
lifetime  earnings  potential. 


STILL  NO  GLUT 
OF  NEW  WHEELS 

U.  S.  auto  sales  should  stay  stroi 


NOT  EVERYONI 
HAS  A  NEW  C« 


With  sales  of  new  cars  and  oi 
light  vehicles  averaging  closi 
15  million  units  a  year  in  recent  yc 
some  experts  think  the  U.  S.  new 
market  is  finally  b—ib 
approaching  satu- 
ration and  an  in- 
evitable downturn 
lies  ahead. 

Not  analysts  at 
DRi/McGraw  Hill, 
who  predict  sales 
will  escalate  from 
15.2  million  units 
this  year  to  a  15.5 
million-unit  clip 
from  1998  through 
2001.  For  one 
thing,  DRi  econo- 
mist Ezra  Green- 
berg  points  out 
that  relatively  new  cars  (three  yi 
old  or  less)  currently  account  for  ( 
about  30.3%'  of  vehicles  on  the 
That's  significantly  below  the  37%  { 
reached  a  decade  ago  (chart). 

Moreover,  notes  Greenberg,  eve: 
the  wake  of  strong  sales  since  1994, 
share  of  such  nearly  new  vehicles 
started  slipping  recently.  And  des 
the  15.5  million-unit  sales  pace  that 
sees  ahead,  it  expects  the  percent 
of  vehicles  in  the  three-years-old-or- 
age  group  to  ease  dovra  to  29%  by  2 
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DOING  TIME 
IN  THE  USA 

It's  in  the  cards  for  5%  of  Americ-s 

What  are  the  odds  of  an  Ai  i 
born  today  winding  up  in 
sometime  during  his  or  her  hfeti 
According  to  a  Justice  Dept.  st 
based  on  1991  incaix-eration  rates  in 
eral  and  state  prisons,  the  answe 
about  one  in  twenty  or  5.1%. 

The  risks  of  jail  time  are  gi'eater 
men  than  for  women  (9%  vs.  1.1%) 
particulaiiy  high  for  black  and  Hisp 
men:  28.5%  and  16%  vs.  4.4%  for  w 
men.  These  odds  are  undoubtedly  i 
derstated,  since  the  study  doesn'ti- 
elude  the  likelihood  of  being  incarcet- 
ed  in  a  local  jail  or  juvenile  facility, 
the  annual  rate  of  admissions  to  1; 
jails  is  nearly  30  times  the  pace  ofi- 
missions  to  state  and  federal  priso: 
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iGHER  WAGES  GIVE 
)NSUMERS  MONEY  TO  BURN 

,  ever-tighter  labor  markets  may  start  to  squeeze  profit  margins 


TBWtfSfSiSfSr^SIM  A  week  before  the  July  29  re- 

'IrBWrtWl/f  port  on  labor  costs,  Federal 
rve  Chairaian  Alan  Greenspan  told  Congress:  "In- 
es  in  the  employment  cost  index  still  trail  behind 
previous  relationships  to  tight  labor  markets 
1  have  suggested."  Well,  after  the  latest  report, 
,  still  true.  For  now,  the  bottom  hues  of  business- 
d  households  are  all  the  better  for  it,  but  the  fu- 
still  demands  caution. 

Tie  labor  costs  are  not  only  good  news  for  infla- 
ind  interest  rates.  They  also  suggest  that  corpo- 
profit  margins  are  not  under  any  great  pressure, 
over,  with  inflation  already  so  submissive,  work- 
re  enjoying  increases  in  their  real  wages,  a  key 
m  why  second-half  consumer  spending  is  set  to 
ind  from  the  second-quarter  slowdown.  That  ex- 
uying  power,  amid  abundant  employment  oppor- 
ies,  also  explains  why  household  attitudes  re- 
upbeat  (charts),  and  why  housing  is  likely  to 
md  later  this  summer. 

The  second-quarter  employ- 
RKERS  ARE  SEEING  ment  cost  index  (ECi)  for  pri- 
lEAL  WAGE  GAINS  vate-sector  workers  rose  0.8% 
from  the  first  quarter,  a  sUght 
acceleration  from  the  first- 
quarter  increase  of  0.6%.  Over 
WAGES  AND  -  the  year,  however,  the  cost  of 
ADfusTEo'roR  -  wages  and  benefits  last  quar- 
iNFLATioN-  ter  inched  up  only  2.9%-,  the 

same  annual  pace  as  in  each  of 
the  previous  four  quarters. 
As  for  profits,  productivity 
th  through  the  first  quarter  appears  to  have  offset 
I  of  the  rise  in  labor  costs.  That  means  unit  labor 
grew  slower  than  prices,  a  precondition  for  rising 
,  margins.  Of  course,  for  that  pattern  to  continue  in 
second  half,  employment  costs  vidll  have  to  stay 
I,  and  productivity  must  stay  up. 


QUARTERLY 
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LE  THE  SECOND-QUARTER  ECI  offers  hope  on 

front,  history  suggests  that  the  way  from  here 
not  be  easy.  First,  productivity  growth  typically 
i  as  labor  markets  approach  "full  employment," 
ise  the  least  productive  workers  are  the  only  ones 
.0  hire.  It  would  appear  that  second-quarter  pro- 
vity  was  weak,  given  that  real  gross  domestic 
act  and  hours  worked  appear  to  have  grown  at 
ily  similar  rates.  And  second,  amid  such  tight  labor 
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markets,  there  is  no  guarantee  that  employment  costs 
vdll  remain  as  tame  as  they  have,  especially  vdth  the 
wage  component  of  the  ECi  already  creeping  up. 

Straight  pay  from  wages  and  salaries  rose  0.9%,  the 
same  as  in  the  first  quaiter.  But  in  the  fii'st  half  of  1997, 
wages  increased  at  a  3.6%  annual  rate,  up  from  3.4%  for 
all  of  1996  and  2.8%-  in  1995.  That  acceleration  is  consis- 
tent with  what  most  economic  models  would  predict, 
given  that  the  jobless  rate  has  fallen  to  only  5%  or  less. 

However,  slow  growth  in 
employee  benefits  continues  to      JULY  OPTIMISM  DIPS, 
offset  faster  wage  growth,       BUT  REMAINS  HIGH 
holding  down  overall  costs. 
Benefits  rose  0.7%  last  quar- 
ter, after  almost  no  gi-owth  in  "o- 
the  first  quarter.  Businesses 
have  profited  from  the  mild 
gi'owth  of  benefits.  Indeed,  it 
was  the  cost  containment  in     " jan;95  Iulyw 
benefits  from  1993  until  eariy     ^  index  1985=100 

ir\r\r>  j-U   j.  11         j-     11  4-u'  DATA  CONFERENCE  BOARD 

1996  that  caused  almost  all  the 
slowdown  in  total  compensation. 

That  downtrend,  though,  may  go  into  reverse,  and 
health  cai-e  is  a  big  reason  why.  In  the  1990s,  the  slow- 
down in  medical-insurance  premiums  trimmed  the 
grovrth  in  overall  bennies.  Companies  squeezed  costs  by 
pushing  workers  into  health-maintenance  organizations 
or  bargaining  with  hospitals  for  discounts.  But  those 
cost-cutting  methods  are  about  played  out,  as  suggest- 
ed by  the  second-quarter  speedup  in  the  medical-care 
component  of  the  consumer  price  index.  So  unless  they 
drop  health  insurance  altogether,  businesses  are  likely 
to  face  rising  premiums  in  the  future. 

Moreover,  many  employee  benefits — including  paid  va- 
cations, pension  contributions,  and  hoKday  pay — ai'e  tied 
to  wages.  So  as  salaries  rise,  so  vrill  the  cost  of  benefits. 

THE  GOOD  NEWS  FOR  WORKERS  is  that  even  as 

benefits  have  held  down  overall  employment  costs,  the 
upward  creep  in  wages,  combined  with  declining  inflation, 
have  generated  the  fastest  annual  gi-ovrth  in  real  wages 
since  1983.  Using  the  wage  component  of  the  ECi  and  the 
core  consumer  price  index,  which  excludes  the  ups  and 
downs  of  energy  and  food  that  can  distort  inflation's 
underlying  trend,  real  wages  in  the  second  quarter  were 
up  0.8%  fi:'om  a  year  ago.  Before  early  1996,  this  measure 
of  real  wages  had  not  risen  in  ten  years. 

Rising  purchasing  power  helps  explain  the  cheery 
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mood  of  consumers.  The  Conference  Board's  index  of 
consumer  confidence  slipped  to  126.5  in  July,  but  that's 
coming  off  of  a  28-year  high  of  129.9  in  June. 

The  index  covering  consumers'  assessments  of  the 
economy's  present  condition  and  the  measure  of  ex- 
pectations for  the  next  six  months  each  fell  a  bit  in 
July  from  June's  vei-y  high  levels.  However,  consumers 
remained  convinced  that  labor  markets  are  tight.  The 
board  said  36%  of  consumers  thought  jobs  were  plen- 
tiful in  July,  the  same  high  percentage  as  in  June, 
which  was  the  most  since  1969. 

MORE  BUYING  POWER  and  confidence  about  the  fu- 
tui'e  are  always  key  ingr-edients  in  a  healthy  outlook  for 
housing.  Thi-ow  in  the  recent  fall  in  mortgage  rates,  and 
it  is  easy  to  see  why  housing  will  perform  better  this 
quarter  than  it  did  in  the  second. 

Sales  of  new  single-family  homes  rose  6.1%  in  June, 
to  an  annual  rate  of  819,000.  Sales  for  the  second 
quarter  averaged  785,000  per  month,  down  from  the 
nearly  20-year  high  of  824,000  hit  in  the  first  quarter, 
although  that  level  was  probably  exaggerated  by  the 
government's  new  data-collection  method.  Thanks  to 
the  summer  bond  rally,  however,  housing  demand 
picked  up  considerably  heading  into  the  third  quarter 
and  builders'  inventories  are  already  low. 

The  average  30-year  fixed  mortgage  rate  slipped 
to  7.65%  in  mid-July,  from  8.3%  in  early  April.  As  a 
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MORTGAGE  APPLICATIOli 
ARE  ON  THE  RISE 
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result,  house  hunters  are  making  offers,  and  hoj 
owners  are  flocking  to  refinance  existing  loans 
four-week  average  of  mortgage  applications  for  he 
purchases  is  running  at  their  highest  pace  since 
Mortgage  Bankers  Assn.  started  keeping  records 
1990  (chart).  Given  the  lag  between  applications  j 
closings,  those  loan  requests  should  show  up  as 
creased  home  sales  in  August  and  September. 

Low  rates  also  have  touched 
off  anothei'  round  of  refi  mad- 
ness. Refinancing  applications 
in  the  week  ended  July  18 
were  double  their  pace  of 
April.  That  refi  money  is  like- 
ly to  join  income  growth  as 
additional  fuel  for  consumer 
spending. 

For  now,  overall  labor  costs 
continue  to  defy  those  past 
relationships  that  Greenspan 
discussed.  And  rising  profit  mai'gins,  high  I'eadingsi 
confidence,  and  the  spread  of  home  ownership  sj 
gest  that  businesses  and  consumers  are  sharini 
the  benefits.  The  danger  is  that  rising  real  w; 
could  propel  sti'onger-than-expected  consumer-led 
mand  in  the  second  half.  If  so,  look  for  a  further  tii 
ening  in  the  labor  markets  and  bigger  additioni 
wage  growth. 
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BRITAIN 


ROBUST  GROWTH  SETS  UP  A  POLICY  DILEMMA 


The  British  economy  has 
chalked  up  another  quarter  of 
robust  growth.  Real  gross  domes- 
tic product  grew  0.9%  in  the  sec- 
ond quarter  from  the  fii'st,  and  it 
is  up  a  solid  3.4%  fi'om  year-ago 
levels.  However,  that 
pace  is  well  above  the 
Ti-easury's  2.25%  esti- 
mate of  the  economy's 
maximum  noninflation- 
ary  trend  I'ate,  putting 
policymakers  in  a  bind. 

That's  because 
growth  is  uneven,  re- 
flecting the  strong 
British  pound.  Domes- 
tic demand  for  busi- 
ness and  financial  services  and 
communications  led  the  second- 
quarter  rise,  and  consumer  spend- 
ing was  veiy  strong.  Real  retail 
sales  grew  at  an  annual  rate  of 
7.2%  last  quarter.  Household 
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spending  is  being  fueled  in  pail 
by  stronger  labor  markets.  The 
number  of  unemployed  fell  by  a 
substantial  36,500  in  June. 

Manufacturing,  however,  is 
stmggHng.  Industrial  production, 
down  0.9%  in  May,  is 
growing  roughly  simi- 
lar to  its  year-ago 
pace,  as  a  strong  ster- 
ling hammers  exports. 
Low  inflation,  a 
strong  economy,  and 
rising  interest  rates 
have  lifted  the  ti'ade- 
weighted  pound  by 
25%  over  the  past 
year,  and  exports 
have  fallen  in  five  out  of  the  last 
seven  months.  The  Confederation 
of  Biitish  Industry's  quarterly 
survey  showed  that  export  orders 
in  the  second  quarter  fell  by  the 
largest  amount  in  six  yeai's.  The 


plunge,  along  with  prospects  for 
higher  interest  I'ates,  brought 
down  the  overall  business  confi- 
dence index  by  sLx  points. 

The  pound  should  strengthen 
fuithei'  as  the  Bank  of  England 
hikes  rates  to  head  off  inflation. 
The  newly  independent  boe  has 
lifted  base  rates  three  times  in  as 
many  months,  including  a  quarter- 
point  hike  in  July.  The  dilemma  foi- 
policymakers:  how  to  blunt  infla 
tion  without  killing  manufacturing. 
"Wliat  we  have  is  veiy  bubbly 
consumer  demand  and  house-price 
inflation  which  is  little  affected  by 
a  liigh  exchange  rate,"  says  BOE 
Deputy  Goveraor  Howard  Davies. 

But  with  the  consensus  forecast 
expecting  robust  gdp  gi'owth  of 
3.2%  in  the  second  half,  and  with 
inflation  already  drifting  above 
the  Ti'easury's  target  rate  of  2.5% 
further  hikes  seem  likely. 
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WITH 
GOODIES 
FOR  ALL 

The  budget  deal  erases  the  deficit,  but 
only  for  as  long  as  the  economy  booms 


Only  in  Washington  could  anyone 
promise  to  balance  a  budget  by 
I'aising  spending  and  cutting  tax- 
es. And  only  in  this  economic  cy- 
cle of  strong  gi'owth  and  low  inflation 
could  it  work. 

That,  in  essence,  is  the  story  of  the 
Great  Balanced  Budget  Agreement  of 
1997.  This  is  not  to  say  the  deal  is  fake. 
Indeed,  not  only  will  the  budget  come 
into  balance  by  2002,  but  the  deficit 
could  disappear  as  early  as  next  yeai' — 
so  long  as  gi-owth  remains  robust. 

But  even  the  buoyant  U.  S.  economy 
won't  solve  the  pi'oblems  that  Wasliing- 
ton  took  a  jmss  on  this  time  around — an 
overhaul  of  Medicare,  the  federal  health 
program;  and  Social  Security.  Unless 
Washington  follows  through  with  major 
refonns  in  these  entitlements  and  looks 
for  other  domestic  spending  cuts,  the 
budget  won't  stay  in  balance  for-  moi'e 
than  a  year  or  two. 

Alas,  when  President  Clinton  and 
congressional  Republicans  announced 
their  deal  on  July  29,  such  grim  undei'- 
takings  were  the  last  things  on  their 
minds.  Instead,  they  jubilantly  dispensed 
tax  and  spending  goodies  to  the  many 
and  called  for  sacrifice  from  the  few. 


Indeed,  the  budget  deal  came  to- 
gether so  easily  after  years  of  partisan 
fighting  only  because  it  contained  so 
many  gifts — and  ducked  so  many  hard 
choices.  "It's  Santa  Glaus  in  July," 
grouses  Senator  Ernest  F.  Hollings  (D- 
S.  C),  a  longtime  deficit  hawk.  Adds 
David  H.  Resler,  chief  economist  of  No- 
mura Securities  International  Inc.:  "I'd 
love  to  negotiate  with  these  guys.  Their 
idea  of  compromise  is  to  say,  'If  you 
give  me  more,  I'll  give  you  more.' " 
QUICK  TURN?  The  pols  can  be  so  gener- 
ous only  because  the  economy  keeps 
outperforming  expectations.  If  that  con- 
tinues and  the  economy  grows  3%  a 
year — about  half  a  percentage  point 
higher  than  Administration  forecasts — 
Washington  could  have  $100  billion  in 
2002  for  still  more  tax  cuts  oi'  spending. 
On  the  other  hand,  the  economy  could 
slip  into  r-ecession  during  the  next  five 
years.  A  '98  downturn  would  quickly 
turn  the  2002  balanced  budget  into  a 
deficit  approaching  $75  billion. 

That's  how  the  overall  economy  will 
make  or  break  the  budget.  But  how  vrill 
the  budget  pact  affect  growth?  The  gop 
insists  that  slashing  capital-gains  tax 
rates  and  expanding  individual  retire- 


ment accounts  will 
spur  investment  and 
growth.  Clinton  argues 
that  education  incentives 
will  do  the  same.  And  both 
sides  insist  that  fiscal  balance 
alone  will  produce  a  big  payoff. 

But  mainstream  economists  are  I 
underwhelmed.  They  figure  that  mo: 
of  the  interest-rate  benefit  of  shrink 
federal  deficits  has  been  priced  into  ' 
markets.  The  deficit  has  been  falling 
five  years,  and  this  deal  had  been  > 
pected.  Although  the  benchmark  30-y( 
Ti-easury  bond  fell  to  6.33%  on  July 
Roger  E.  Brinner,  chief  economist 
DKi/McGraw  HiU,  expects  rates  to  fall 
more  than  another  half-point. 

For  a  longer-tenn  impact,  many  ec( 
omists  and  business  leaders  still  lo 
for  action  on  entitlements.  Medica 
which  got  trimmed  by  $115  billion 
the  deal,  still  needs  major  reform 
keep  it  solvent  once  baby  boomer's  be; 
retiring.  And  the  pact  didn't  even  toi 
Social  Security.  "These  issues  must 
dealt  with,"  says  ConAgra  Inc.  ('ha 
man  Philip  B.  Fletcher-.  "If  you  do 
find  a  way  tlu-ough  in  this  kind  of  boo 
ing  economy,  politicians  will  just  pi 
their  same  games  later." 

In  this  deal  thei-e  wer-e  some  lose 
Smokers  and  some  airiine  travelers  fn 
higher  taxes.  Senior's  will  see  fast 
incr-eases  in  Medicare  premiums,  a 
Medicare  payments  to  doctors  a; 
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hospitals    will    rise    more  slowly. 

But  there  are  far  more  winners. 
Savers,  investors,  and  families  with  chil- 
dren get  sweet  new  tax  breaks  (page 
30).  Broadcasters  will  get  billions'  worth 
of  public  airwaves  for  free.  Tobacco 
growers  will  continue  to  get  millions  in 
crop  insurance.  And  colleges  will  get 
new  constniction  subsidies.  "Spending 
increases  too  much,"  complains  Repre- 
sentative Matt  Salmon  (R-Ai-iz.). 

In  total,  outlays  will  gi-ow  from  $1.63 
trillion  this  year  to  more  than  $1.8  tril- 
lion in  2002.  Over  the  next  five 
years,  the  government  will  spend 
$275  billion  less  than  it  would 
have  without  a  deal.  But  85% 
y\.  of  those  savings  won't  come 
until  2000  or  later.  And  half 
will  come  from  future  cuts  in  do- 
mestic progi'ams. 

Taxes  will  be  slashed  by  $94  bil- 
hon  over  the  next  five  yeai's,  paitly 
from  the  capital-gains  cut  that 
delights  investors  and  entre- 
preneiu-s  vrith  big  paper  gains. 
"It's  not  a  trickle-down  effect," 
says  Cisco  Systems  ceo  John 
T.  Chambers.  "It's  a  waterfall." 
But  another  high-tech  chieftain 
wonies  about  the  overall  size  of 
the  tax  bill.  "Cutting  taxes  now  is 
a  httle  short-sighted,"  says  James 
H.  Clai'ke,  Netscape  Communications 
Corp.'s  chief  executive.  In  fact,  over 
the  next  decade,  the  cuts  will  divert 
more  than  $250  billion  from  the  trea- 
smy,  putting  more  pressiu-e  on  the  bud- 
get just  when  spending  on  seniors  is 
expected  to  take  off. 

Even  some  conservatives  doubt  that 
cutting  capital  gains  will  encourage 
long-term  investment.  They  are  even 
more  skeptical  about  the  $500  child 
credit  and  the  education  tax  breaks. 
"It's  stupid  tax  policy,"  says  Resler. 
"This  takes  a  tax  code  that  didn't  make 
a  gi*eat  deal  of  sense  and  makes  it  even 
worse." 


OUT  OF  BALANCE? 

Efforts  to  balance  the  budget 
Mve  taken  a  back  seat  to  tax 
cuts  and  spending  hikes. 

TAXES  Would  be  cut  by  $94 

billion  over  five  years,  and  $250 
billion  over  10.  Investors,  fami- 
lies with  children,  and  heirs  to 
large  estates  are  big  winners. 
Much  of  the  cut  will  be  paid  for 
by  extending  the  tax  on  airline 
tickets. 

MEDICARE  Unwilling  to  make 
many  fundamental  changes  in 
the  program,  Congress  and  the 
President  agreed  only  to  trim 
payments  to  doctors,  hospitals 
and  HMOs  by  $115  billion  over 
five  years. 

CHILD  HEALTH  Budgeteers 
talked  about  curbing  entitle- 
ments but  wound  up  creating  a 
new  one:  guaranteed  health  care 
for  5  million  low-income  kids 
ineligible  for  Medicaid. 

CORPORATE  WELFARE 

Lawmakers  failed  to  get  rid  of 
any  big  tax  and  spending  give- 
aways. They  added  some.  Among 
the  biggest:  TV  stations  will  get 
free  use  of  an  additional  $5  bil- 
lion in  public  airwaves. 

DOMESTIC  SPENDING  It  will 

actually  go  up  a  bit  in  the  com- 
ing fiscal  year.  The  deal  promises 
cuts  in  the  growth  of  domestic 
programs,  but  not  until  2000 
and  beyond. 


FEDERAL 

BUDGET 

DEFICIT 

BILLIONS  OF  DOLLARS 


In  the  end,  the  Administration 
and  Hill  Republicans  will  claim  credit 
for  budget  balance — despite  their  tax 
cuts  and  spending  deals.  But  the  vast 
bulk  of  deficit  reduction  came  between 
1992,  when  the  deficit  hit  a  record  $290 
billion,  and  this  year,  when  it  could  fall 
as  low  as  $25  billion.  The  biggest  single 
reason:  the  cold  war  s  end.  Defense 
spending  fell  fi-om  6.4%  of  gi'oss  domes- 
tic product  a  decade  ago  to  3.4%  now. 
Adjusted  for  inflation,  the  1997  militaiy 
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budget  is  $100  billion  less  than  in  1987. 

The  rest  of  the  credit  goes  to  two  of 
the  most  maligned  budgets  in  recent 
memory — George  Bush's  "Read  My 
Lips"  plan  in  1990  and  Clinton's  1998 
fiscal  blueprint.  Bush  pushed  though  a 
tax  hike  and  arcane  budget  mles  that 
froze  most  spending — except  for  Social 
Seciuity  and  Medicare.  Clinton  followed 
with  a  tax  increase  of  his  own  and  con- 
tinued the  spending  restraint.  As  a  re- 
sult, Washington  has  slashed  cumula- 
tive deficits  by  $2  trillion  since  1990. 
The  new  deal'would  cut  the  last  $200 
billion.  Says  Budget  Director  Franklin 
D.  Raines:  "We're  just  doing  cleanup." 

It's  not  even  a  messy  job.  Apart  fi-om 
Medicare,  there  aren't  many  spending 
cuts.  Indeed,  many  programs  will  gi-ow. 
House  Minority  Whip  David  E.  Bonior 
(D-Mich.),  a  liberal  firebrand,  backs  the 
deal  because  it  expands  the  entitlement 
to  medical  care  to  5  million  low-income 
kids.  "It's  the  largest  health-care  bill 
for  children  in  35  years,"  he  brags. 

TV  broadcasters,  who  gave  moi"e  than 
$4  million  in  the  1996  congi'essional  elec- 
tions, love  the  deal,  too.  They  get  fi-ee 
use  of  an  extra  channel  for  the  next 
decade — a  gift  worth  about  $5  billion. 
Tobacco  interests  get  a  goodie  to  help 
offset  a  15(Z-a-pack  liike  in  cigarette  tax- 
es: The  budget  i-etains  a  ci"op-insurance 
program  worth  $34  million  a  year  to 
tobacco  fanners.  "There's  something  in 
this  for  eveiybody,"  says  Cato  Institute 
budget  analyst  Steven  Moore. 
NEW  CHANCES.  But  despite  the  pork, 
the  news  isn't  bad.  What  really  mat- 
ters is  that,  after  20  years  of  fighting, 
Washington  has  managed  to  get  a  bud- 
get that  balances.  Michael  J.  Durham, 
CEO  of  Sabre  Group,  an  information- 
technology  unit  of  AMR  Corp.,  praises 
the  ])act:  "It's  a  very  significant  step  in 
reducing  uncertainty  and  volatility.  We 
should  applaud  our  politicians." 

Don't  count  on  that.  For  now,  the 
deal  ends  Washington's  obsession  with 
the  deficit.  That  gives  lawmakers  the 
chance  to  move  on  to  new  domestic  pol- 
icy fights:  repaiiing  Medicare  and  Social 
Security  and  restmcturing  the  tax  sys- 
tem. Those  disputes  will  be  just  as  con- 
tentious as  the  battle  of  the  budget. 

Or  worse.  While  the  strong  econo- 
my made  the  final  round  of  budget-cut- 
ting a  breeze,  the  pols  may  not  be  so 
lucky  when  they  get  around  to  the  en- 
titlements. The  retirement  of  the 
boomers  is  one  problem  America  can't 
gi'ow  its  way  out  of.  The  tough  choices 
still  lie  ahead. 

By  Howard  Gleckman,  with  Amy 
Borms  and  Mike  McNamee  in  Wash- 
ington and  bureau  reports 


THE  TAX  DEAL: 

AND  THE  BIG  WINNERS  ARE.. I 


Calculating 
Your  New 
Tax  Bill  _ 


For  years.  Republicans  have  stumped 
for  a  thorough  overhaul  of  the  tax 
code.  But  given  their  first  chance  in 
16  years  to  cut  taxes,  they're  delivering 
nothing  more  than  a  tune-up.  The  mes- 
sage for  taxpayers:  Use  the  new  tax-cut 
bill  to  tweak  the  family  finances  but 
don't  worry  about  radically  restructur- 
ing investments  or  estate  plans. 

For  starters,  the  biggest  benefits  in 
the  $94  billion,  five-year  tax  cut  involve 
activities  that  aren't 
much  affected  by  tax 
planning.  Parents  in 
most  income  brackets 
will  snag  a  $400-per- 
child  tax  credit  next 
year,  rising  to  $500  in 
1999.  College  students 
and  their  parents  can 
reap  up  to  $1,500  in 
tax  credits  to  help  pay 
for  tuition.  Homeowners  will  get  some 
relief  fi-om  both  taxes  and  paper-work: 
The  bill  will  exempt  up  to  $500,000  in 
home-sale  profits  from  tax. 
SMOKERS  WILL  FUME.  But  tax-savvy 
households  will  need  to  review  their  fi- 
nancial plans  to  take  the  best  advantage 
of  the  new  bill's  provisions  (table).  In- 
vestors will  enjoy  a  substantial  cut  in 
capital-gains  taxes  paid  on  profits  from 
the  sale  of  stocks  and  other  assets. 
Savers  will  get  new  tax-exempt  ac- 
counts for  college  tuition  and  retire- 


ment. And  estate  planning  will  g( 
er — especially  for  small-business  > 
and  farmers.  They'll  enjoy  an  imi 
doubling  of  the  amount  they  can 
cjueath  fi-ee  of  estate  and  gift  tax 
$1.3  million. 

With  the  (iOP  and  President  Cli 
targeting  relief  to  individual  taxp; 
coi-porate  taxes  weren't  changed  i 
by  the  deal.  But  House  Republica 
a  major  cutback  in  the  hated  Alte ; 


CAPITAL  GAINS 

The  top  tax  rate  on  profits 
the  sale  of  assets  will  be  c 
20%,  if  an  asset  is  held  1 
months  (up  from  one  year 
under  current  law).  This  w 
boost  growth  stocks  and  h* 
investments  that  pay  inter 
and  dividends. 


Minimum  Tax,  a  parallel  code  desi  > 
to  ensiu-e  that  all  profitable  compa 
ante  up  at  least  some  share  of  the 
come  to  the  Intei-nal  Revenue  Ser 
The  AMT  will  be  abolished  for  smai 
nesses  with  gi-oss  receipts  of  less  i  • 
$5  million— roughly  90%  of  all  inci 
rated  businesses.  Bigger  compani( 
get  an  effective  exemption  fi-om  tl 
minimum  tax's  added  paperwork. 

Who  loses?  Smokers  will  shell  (> 
other  dime  a  pack  in  federal  taxes  i 
2000  and  an  additional  nickel  com€|f 
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rial  fliers  and  those  who  take 
will  pay  a  bigger  share  of 
ed  $38  billion  air-travel  ticket 
.5%  tax  will  apply  for  the 
to  credit-card  companies  that 
mt-flier  miles  to  award  cus- 
ad  some  companies  have  been 
t  as  part  of  $10  billion  in 
ilosers." 

5t  individuals,  the  biggest 
the  cut  in  the  capital-gains 
tax  will  fall  from  its  current 
ite  to  20%  for  joint  filers  re- 
ore  than  $41,200  in  income.  To 
■  that  rate,  though,  assets 
eld  longer — 18  months,  up 
onths  under  cuiTent  law.  (As- 
)etween  May  7  and  July  28, 
jnjoy  both  the  20%  rate  and 
;ar  holding  period.)  The  rate 


rent  income,  taxed  at  rates  up  to  39.6%, 
in  favor  of  those  that  yield  capital 
gains.  That's  bad  news  for  bonds  and 
utilities  but  a  boost  for  small-cap  and 
gi'owth  stocks. 

Individual  retirement  accounts  will 
also  get  a  new  lease  on  life.  The  agree- 
ment would  double  the  income  limit  for 
deducting  ira  contributions  by  2007,  to 
$80,000  for  couples  and  $50,000  for  sin- 
gle filers.  The  bill  also  creates  a  new 
"backloaded"  ira,  called  "ira  Plus." 
Deposits  in  the  new  plan  aren't  de- 
ductible, but  earnings  are  never  taxed 
if  withdrawals  are  postponed  until 
retirement.  These  accounts  will  be 
available  to  single  taxpayers  earning 
up  to  $95,000  and  couples  earning  as 
much  as  $1.50,000. 

Another  bennie:  First-time  homebuv- 


will  shun,  while  theii'  luster  as  savings 
vehicles  will  be  dulled  by  moi-e  generous 
IRA  rules.  Mutual  fimds,  on  the  other 
hand,  will  ride  even  higher  Funds  now 
hold  38%  of  IRA  assets — a  larger  share 
than  brokerages  command — and  could 
get  more  as  iras  expand. 
NEW  ESTATE  PLANS.  Investors  will  want 
to  pay  more  attention  to  "asset  place- 
ment," notes  Joel  M.  Dickson,  an  in- 
vestment analyst  foi'  Vanguai-d  Group. 
Income-producing  investments,  like 
bonds,  should  be  held  in  tax-favored  ac- 
counts such  as  401(k)s  and  iras. 
Growth-oriented  investments  should  be 
held  outside  iras,  so  they'll  enjoy  the 
lower  capital-gains  tax  rate. 

Famihes  should  also  review  their  es- 
tate planning.  By  2007,  estates  of  $1 
milUon  can  be  passed  on  without  facing 


TAX 

(empt  portion  of 
li  gradually  be 
om  $600,000  to 
1.  Heirs  of  small- 
Dwners  and  farm- 
immediate  $1.3 
emption  and  can 
it  payments. 


PARENTS'  BREAKS 

Most  couples  earning  up  to 
$110,000  will  get  a  $400- 
per-child  credit  in  1998, 
rising  to  $500  in  1999. 
College  tuition:  a  credit  of 
$1,500  in  the  first  two 
years,  dropping  to  $1,000 
in  later  years. 


SAVINGS  PLANS 

Couples  with  incomes  up  to 
$150,000  can  put  up  to 
$4,000  a  year  into  new 
"IRA  Plus"  and  up  to  $500 
per  child  into  education 
accounts.  Deposits  aren't 
tax-deductible,  but  earnings 
are  tax-exempt. 


MINIMUM  TAX 

The  Alternative  Minimum 
Tax  is  eliminated  for  small 
companies  and  eased  for 
other  businesses.  But  more 
individuals  may  be  subject 
to  the  AMT,  wiping  out 
some  advantages  of  their 
lower  capital-gains  rate. 


%  in  2006  for  assets  bought  in 
ter  and  held  five  years, 
mediate  result:  Many  in- 
ay  sell  stocks  they've  been 
I  unload  once  the  tax  bill 
iiat  could  push  the  market 
fly — but  "most  of  that  money 
right  back  into  stocks,"  pre- 
k  M.  Zandi,  chief  economist 
nal  Financial  Associates  Inc.,  a 
ster  (Pa.)  economic  forecasting 
Iting  fii'm.  Longer  temn,  in- 
ill  shun  holdings  that  pay  cur- 


ers  can  withdraw  funds  for  a  downpay- 
ment  from  their  iras  or  those  of  their 
parents  or  grandparents  vdthout  penal- 
ty. And  the  bill  lets  parents  put  $500  a 
year  per  child  in  education  accounts 
that  function  like  the  backloaded  iras 
and  \vith  the  same  income  caps. 

Combined  with  the  lower  capital-gains 
rate,  the  new  ira  provisions  should  lead 
some  investors  to  rethink  their-  invest- 
ment strategy.  Variable  annuities  could 
be  doubly  hmt.  These  instalments  pay 
out  ordinarv  income,  which  investors 


the  estate  tax,  up  from  today's  $600,000 
hmit.  (The  exemption  for  family-owned 
businesses  and  farms  rises  to  $1.3  mil- 
Uon in  1998  and  stays  there.)  So  there's 
one  gi-oup  that's  sui'e  to  get  a  boost 
from  the  new  tax  bill:  the  accountants, 
lawyers,  and  planners  who  thrive  on 
complexity  in  the  tax  code.  Says  John 
H.  (Gardner,  of  accountants  kpmg  Peat 
Mai-wick,  vdth  a  giin:  "Change  is  al- 
ways good  for  us." 

By  Mike  McNamee  in  Washington, 
urith  Jejfrey  M.  Ladennan  in  New  York 
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News:  Analysis  &  Commentary  I 


HEALTH  CARE 


GUESS  WHO'S 

IN  THE  WAITING  ROOM 

The  feds  widen  their  craclcdown  on  Medicare  overbilling 


The  letter  from  the  Justice  Dept. 
shocked  President  James  W.  Var- 
num  of  Mary  Hitchcock  Memorial 
Hospital.  Alleging  that  his  Lebanon 
(N.  H.)  hospital  committed  fraud  in  the 
way  it  billed  Medicare  in  the  early 
1990s,  the  feds  demanded  $1  million  in 
theii'  Januaiy  letter,  mostly  in  civil  fraud 
penalties.  Varnum  says  that  the  over- 
payments resulted  from 
a  mistake-prone  billing 
system.  Still,  in  May, 
rather  than  litigate,  he 
settled  with  Justice  by 
paying  $100,000.  "When- 
ever there  is  any  error, 
the  government  says  it's 
fraud  and  abuse,"  Var- 
num fumes.  "It's  not 
right." 

Health-care  pi'ovidei's 
such  as  Varnum  had 
better  get  used  to  it.  In 
the  past  10  months.  Jus- 
tice and  the  Inspector 
General  of  the  Health  & 
Human  Services  Dept. 
recouped  $1.1  billion 
fi-om  Medicare  provid- 
ers, compared  with  $250 
million  collected  over  the 
previous  12  months. 
MORE  GUMSHOES.  That's 
just  the  beginning.  A 
new  report  by  the  HHS 
inspector  general  gives 
investigators  a  huge 
new  target:  an  estimat- 
ed $23  billion  in 
Medicare  overpay- 
ments— through  fraud 
or  error.  On  July  28, 
HHS  released  another 
audit  in  which  analysts 
estimate  that  40%  of  all 
home  health-care  pay- 
ments by  Medicare  may 
be  unjustified.  Two  days 
later,  a  federal  gi'and  jury  unsealed  in- 
dictments! against  three  Columbia/HCA 
Healthcare  Corp.  executives  as  part  of 
a  sweeping  probe  of  the  chain.  They're 
accused  of  filing  inflated  Medicare 
billings  that  led  to  $1.8  million  in  over- 
payments to  one  hospital. 

Expect  more  of  the  same.  Congi-ess 


has  inci'eased  funding  for  health-care 
investigators.  And  thanks  to  new 
and  more  sophisticated  auditing  sys- 
tems, the  probers  are  finding  it  easier 
to  spot  unusual  billing  patterns.  Health- 
care probes  by  the  Federal  Bureau 

of  Investigation,  mean-   

while,  are  rising  fast—  GROWING  CLAIMS:  T/ie/eds 
t(i  2,;!00  in  the  first  half  face  a  mountain  of  paper 
SI 


THE  MEDICARE  MONEY  TRAIL 

HOSPITALS  Federal  investigators  are  probing  4,600  hospitals  for 
possible  violation  of  a  Medicare  rule  barring  hospitals  from  submit- 
ting bills  for  outpatient  services  if  the  patient  is  admitted  for  inpa- 
tient care  within  three  days.  Feds  also  investigate  33  teaching  hos- 
pitals for  billing  Medicare  for  attending-physician  fees  when 


seeing  it  as  a  way  to  make  a  fast  buc 
says  Michael  F.  Mangano,  princi 
deputy  inspector  general  of  hhs. 

While  investigators  used  to  focus  ' 
small  operators,  they're  now  looking 
bigger-  players  in  all  Medicare  progra 
In  addition  to  the  Columbia/HCA  pro 
SmithKline  Beecham  Clinical  Labora  \i 
ries  Inc.,  accused  of  false  billings  s. 
laboratory  tests  in  a  crackdown  cal  e 
"Labscam,"  reached  a  $325  million  s  it 
tlement  with  Justice  earher  this  y(  i 
And  last  year,  the  University  of  Pe:  n 
sylvania  agi'eed  to  pay  $30  million  af  i 
being  accused  of  civil  fi-aud  by  bill  k 
Medicare  for  services  of  teaching  doct  4s 

  when    residents    p  ft 

formed  the  work.  w 
The  hospital  Indus  tn 
alone  is  under  thi  1!) 
sepai-ate  hhs  and  Just  pi 
civil-fraud  investigatio  iir 
In  the  largest,  enforo  i 
are  accusing  4,600  h  k 
pitals  of  violating  a  r  k 
banning  them  fr(  p 
billing  Medicare  for  o  ft 
patient  services  if  t  i\\ 
patient  is  admitted  i  n 
the  same  condition  wi  c 
in  three  days.  So  f  if 
2,000  hospitals,  includi  ei 
Varnum's  Mary  Hit(  ji 
cock,  have  paid  $47  n  on 
lion,  and  the  govemm«  u 
expects  to  collect 
million  more.  (m 

Hospitals  are  irlf 
by  the  probe.  "Our  follsi 
are  trying  to  take  ca  r 
of  people,  not  trying  | 
defraud  the  govei  it 
ment,"  says  Richa  i 
J.  Davidson,  preside  If. 
of  the  American  Hos]  ft 
tal  Assn.  But  prose(  iii 


[^^I'^^^^l  _^_^r^_'_^_^^L   tors  counter  that  hos  ; 


CLINICAL  LABS  "Labscam,"  a  multiyear  probe,  netted  $830  mil- 
lion. Abuses  included  running  specimens  through  equipment  that 
performs  numerous  tests  simultaneously,  then  billing  Medicare 
separately  for  each  test.  In  February,  SmithKline  Beecham  Clinical 
Laboratories  settled  with  the  feds  for  $325  million. 

HOME  HEALTH  CARE  Federal  investigators  estimate  40%  of  the 
$16.9  billion  spent  on  home  health  care  under  Medicare  is  unnec- 
essary. Medicare  places  no  limits  on  home  health-aide  visits,  and 
regulators  don't  check  backgrounds  of  home-care  agency  operators. 


of  1997.  up  from  591  in  all  of  1992. 

One  huge  target  is  home  health  care. 
Since  1990,  annual  Medicare  payments 
to  home-care  agencies  have  Cjuintupled, 
to  $16.9  billion.  Regulators  don't  check 
the  backgTOunds  of  home-care  agency 
operators,  and  Medicare  allows  unhmit- 
ed  home  health-aide  visits.  "People  are 


tals  have  long  ignorlie 
warnings  about  th<  \ 
billing  procedureir 
"They    were    put  jj 
notice,  and  they  did  n  i 
correct  their  systemi 
says  Donald  K.  Stei 
the  U.  S.  Attorney  : 
Massachusetts. 

The  feds'  next  tar] 
is  managed  care.  I 
spectors  will  look  at  whether  managi 
care  providers,  which  get  a  flat  p 
patient  fee,  are  providing  approprii 
care.  Their  advice  to  health-cs 
providers  of  all  kinds:  Take  two 
pirin,  antl  expect  a  house  call  ft'om  fe 
eral  agents  in  the  morning. 

By  Susan  B.  Garland  in  Washingti 
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COMIVIENTARY 

By  Catherine  Yang 

MEMO  TO  THE  FCC:  MAKE  DEREGULATION  WORK 

len  the  industry's  painful  lurch  to-      "■  - .  WiI^B^^^^BJ^B^^^m^I^   to  a  new  carrier. 

ird  opening  up  competition  appears         WK^Ba  '^  m^m  JKBl^^y   BULLY  PULPIT.  Meanwhile,  the  agency 

be  stalling.  'tsKSSII^^^    ly^H^^S^^^   f^^st  exercise  its  prerogative  under 

/en  broad  powers  to  carry  out  "the  •'f>^f^^^S^tii^^^^^^^^^r  "^^^       '''ho"'*^^  overrule  a 

1996,  a  measure  aimed  at  opening  Wra^W[S[K|jlSyyy|^K  three  long-distance  companies — AT&T, 

phone  markets  to  greater  compe-  IhBHH^^^^^^^^^^^^^^H  "^ci  Communications,  and  Sprint — to 

ion.  Long-distance  carriers  haven't  ^^HIlHjjjjj^^^^^^^^^^^^^r  b<^iil<^l  their  own  local-calling  faciUties. 

oken  into  local-calling,  and  the  ^^^^^^^B^BBP^^^B^r  J  '^^^  ^^^^       ^^^^  long-distance  com- 

iby  Bells  haven't  launched  long-dis-  ^^^^^^^^^^^^E^Z^^^^^MM  panies  needn't  lay  their  own  fiber  ca- 
ice  service.  Instead,  the  two  sides                             j(Jj5^||j,i,_J,lJj|||||  5''^^^^^^'  ^^^^ — ^  costly 

art.  Giants  such  as  Bell  Atlantic  WIRELESS:  Cha  nging  technology  and  these  components  at  a  reasonable 

trp.  and  Nynex  Corp.  have  decided  new  products  challenge  the  FCC  price  from  the  Bells  to  get  started  in 

merge  rather  than  compete  with  local  business. 

e  another.  And  on  July  18,  a  feder-  Bells  entiy  into  the  long-distance  Kennard,  if  confu-med,  should  use 

appeals  court  stripped  the  FCC  of  market  until  they  open  up  their  local  his  bully  pulpit,  too.  Pubhcly  naming 

e  important  tool:  its  authority  to  monopohes  to  rivals.  companies  that  stymie  competition  or 

^late  the  prices  chai"ged  by  local  Taking  that  kind  of  action  is  just  threaten  to  is  an  effective  way  of 

one  companies  for  "interconnec-  what  the  Fcx:  should  now  do.  A  use-  keeping  telecom  deregxilation  on  the 

ins"  to  their  networks.  ful  precedent:  holding  the  Bells  to  right  track.  Outgoing  FCC  Chairman 

<OSE  RULES?  That's  why  the  next  the  same  conditions  imposed  on  July  Reed  Hundt  decried  the  very  idea  of 

airman,  most  hkely  William  Ken-  19  in  the  FCc's  approval  of  the  Bell  at&t's  merging  with  SBC  Communica- 

rd,  now  the  FCC's  general  counsel,  Atlantic-Nynex  merger.  There,  the  tions  Inc.  instead  of  tiying  to  com- 

ist  move  veiy  quickly  to  prevent  two  companies  agreed  to  refrain  pete  with  the  Baby  Bell  in  local  ser- 

regulation  from  devolving  into  a  fi'om  some  of  the  games  monopoUsts  vice,  at&t  and  SBC  scotched  the  plan. 

Ikanization  of  the  U.  S.  telephone  play  to  block  new  entrants.  They  While  Kennard  will  stay  busy 

stem.  Under  the  appeals  court  rul-  also  agreed  to  help  local-service  ri-  tackling  a  large  agenda — it  will  span 

each  state  can  fashion  its  own  vals  by  granting  access  to  phone-  wii-eless  services,  digital  television, 

les  to  set  the  speed  at  which  com-  company  computers  so  that  the  up-  and  cable  tv — the  fh-st  order  of  the 

tition  comes  to  local  calling.  That  starts  can  easily  svritch  service  for  day  is  the  phone  system.  He  will  be 

uld  create  an  inefficient  patchwork  new  customers.  judged  on  his  ability  to  restore  the 

50  different  rules  rather  than  one  The  FCC  could  codify  these  and  promise  of  the  Telecom  Act.  Ameri- 

ieral  standaixl.  other  standards  in  across-the-board  can  consumers  are  counting  on  just 

The  FCC  still  has  ways  to  pry  open  rules.  It  should  set  up  federal  stan-  that — and  should  expect  nothing  less, 

jrkets  across  the  U.  S.,  despite  the  dards  and  deadlines  by  which  the 

ly  18  ruling.  Under  the  Telecom  Bells  would  have  to  provide  new  ri-         Yang  covers  telecom/munications 

•t,  it  has  the  power  to  deny  the  vals  with  electronic  ordering  systems  policy  from^  Washington. 

THE  FCC'S  FULL  PUTE 

As  chairman,  Kennard  would  face  a  daunting  must-do  list. 

DEREGULATION  The  FCC  must  find  the  wireless  spectrum.  Auction  winners 

*  ^  creative  ways  to  open  up  competition  in  who  are  facing  default  are  looking  for  debt 

the  local  exchange  market,  or  face  forgiveness. 

criticism  that  the  1996  Telecommunica-  nr^irt^x,^^,t^»^'T\.^'cnr\',,~,u  'v^-^.^r^ a^^i 
4.-  „^  A^t     f^w.r.^  TELEVISION  The  FCC  will  have  to  deal 
tions  Act  IS  failing.  „  i    4.    i,    *  u  u 
 °   with  consumer  complaints  about  high 

WIRELESS  The  agency  has  yet  to  overhaul    cable  bills.  And  it  will  have  to  write  rules 

the  botched  results  of  last  year's  auction  of    governing  the  budding  digital-TV  industry. 


KENNARD 
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COMPUTERS 


BAHLE  STATIONS! 
BAHLE  STATIONS! 


PC  makers  gain  ground  in  the  $15  billion  workstation  market 


For  years,  personal-computer  makers 
could  only  envy  the  lofty  margins 
and  deep  loyalty  that  makers  of 
engineering  workstations  earned  from 
their  corporate  customers.  Despite 
constantly  improving  technology,  PC 
makers  could  never  quite  catch  up  to 
workstation  companies,  which  kept  in- 
troducing new  generations  of  powerful 
RISC  chips  and  improvements  to  Unix, 
the  operating  system  for  the  most  so- 
phisticated programs — for  designing 
cars,  creating  film  animations,  or  draft- 
ing computer  circuits. 

Now,  PC  makers  are 
finally  getting  some- 
where in  the  $15  billion 
workstation  market. 
The  reason:  Intel  and 
Microsoft  have  made 
improvements  in  their 
chips  and  software  that 
are  specifically  aimed  at 
giving  PCS  the  capabili- 
ties of  workstations — 
but  in  machines  costing 
50%  to  75%  less  than 
those  made  by  Sun  Mi- 
crosystems or  Silicon 
Graphics.  "We  have  the 


15- 


1.2- 
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capabiUty  to  change  the  market  dynam- 
ic," says  Les  Cindele,  vice-president  of 
the  workstation  division  at  Compaq 
Computer  Corp. 

Compaq,  which  aims  to  ship  100,000 
workstations  this  year,  is  one  of  several 
I'C  makers  that  are  chewing  off  a  chunk 
of  the  low  end  of  the  market:  Unit  sMp- 
ments  of  $4,000-and-up  Pt:  workstations 
will  be  double  those  of  traditional  Rise/ 
Unix  machines  this  yeai;  prechcts  Inter- 
national Data  Corp.  The  latest  entry  is 
mail-order  king  Dell  Computer  Corp., 
which  introduced  its  fii-st  workstations 
on  July  28.  The  ma- 
chines, starting  at 
$3,700,  are  based  on 
an  Intel-supplied  de- 
sign and  run  Mi- 
crosoft's Windows  NT 
operating  system. 
"We've  worked  hand- 
in-glove  with  Intel," 
says  Dell  workstation 
mai'keting  vice-presi- 
dent Linda  Hai'gi'ove. 
"Our  intent  is  to  be 
one  of  the  top  two 
workstation  vendors 
— if  not  the  top." 


COMING  ON  STRONG 

■  PC  WORKSTATIONS  I 

■  RISC  WORKSTATIONS  -■- — 

_  ..L 


r 


Workstations  represent  niuiv  tha 
fresh  market  opportunity  for  PC  mak 
Even  while  undercutting  the  works 
tion  leaders  on  price,  they  hope  to 
ten  their  bottom  lines.  PC  workstat 
margins  are  only  about  30% — low 
the  standards  of  Sun  or  S(;i  but  aboi 
third  higher  than  in  conventional  PC 
KEY  DEVELOPERS.  Two  years  ago,  Ir 
and  Microsoft  began  clearing  the  v 
into  workstations  for  the  P(^  make 
The  chip  and  software  giants  began  ( 
tivating  key  softwaie  developers  such 
Parametric  Technology  Corp.  and  S( 
Image  Inc.,  encouraging  them  to  rewi 
workstation  programs  for  the  PC-bai 
machines. 

PC  makers  quickly  jumped  in. 
and  Compaq  created  workstation  di 
sions.  Compaq,  Intel,  and  Micros 
teamed  up  to  design  multiprocess!' 


E 


SILICON  GRAPHICS:  IS  THE  TURNAROUND  HERE? 


Silicon  Graphics  Inc.  pulled  off  a  bit 
of  its  old  magic  on  July  24.  The 
workstation  maker — famous  for 
machines  that  helped  create  films  such 
as  Jurassic  Park,  but  stumbling 
recently  (BW — Aug.  4) — posted  June- 
quarter  earnings  that  blew  past  ana- 
lysts' expectations.  The  company 
reversed  last  year's  loss  with  a  profit 
of  $102  million  on  a  19%^  sales  rise,  to 
$1.2  billion.  The  stock  shot  up  35% 
over  two  days,  to  25/ii  on  July  25,  and 
on  July  30  closed  at  'lA'A. 

Has  SGI  solved  its  problems  and 
turned  back  the  personal-computer  up- 
starts? Not  yet.  But  it  has  proved  it 
has  good  nmning  shoes.  Chased  by  PC 
workstations  at  the  low  end,  soi  is  scur- 
rying to  sell  bigger  workstations  and 


large-scale  "servers"  for  corporate  net- 
works— the  type  of  machines  PC  makers 
can't  match.  Sei"ver  sales  jumped  30% 
from  the  third  fiscal 
quai'ter  to  the  fourth, 
ended  June  30.  That 
and  big  shipments  of 
$20,000-and-up  Octane 
workstations  boosted 
gross  margins  six 
points,  to  49%. 

Even  so,  Windows 
NT  workstations  are 
giving  the  Mountain 
View  (Calif)  company 
a  run  for  its  money. 
Sales  of  its  low-end  02 
model  fell  in  the  fourth 
quarter — even  though 


BOUNGE-BAGK 
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SGI  had  solved  earlier  shipment 
Whether  SGi  can  sustain  the  i 
momentum  is  unclear.  Wliile  sali 
some  $150  millio: 
expectations,  SGI 
backlog  fell  by  $ 
hon — indicating 
sales  boost  camq 
shipping  product 
tomei's  ordered  ( 
this  year  And 
Kelly,  senior  vi 
dent  for  corpora^ 
ations,  says  the  \ 
quarter  could  shj 
"much  larger"  SJj 
than  the  usual  1( 
mer  dip,  thanks 
strong  fourth  qui 
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SOLIDWORKS:  Dassault  boaght 
the  startup  for  $S20  million 

workstations.  PC  makers  Hewlett 
Packard,  IBM,  and  Digital  Equip- 
ment— all  of  which  also  make 
Unix  workstations — have  added 
PC  workstations.  Microsoft  even 
makes  sales  calls  with  HP  to  pro- 
mote PC  workstations. 

Traditional  workstations  won't 
fade  away,  though.  Hundreds  of 
customers  rely  heavily  on  Rise/ 
Unix  machines  and  the  software 
that  runs  on  them.  Ed  Mehalick, 
'  director  of  engineering  systems 
!  at  Lockheed  Maitin  Coi"p.,  which 
has  30,000  Unix  workstations, 
'  says  the  cost  of  retraining  engi- 
!  on  PCS  would  overshadow  any 
vare  savings.  "We've  standardized 
nechanical  CAD,  electronic  design, 
oftwai'e  engineering  on  Unix,"  says 
ilick.  "We're  not  moving  off  that 
me  soon." 

11.  the  low  prices  of  PC  worksta- 
mean  that  companies  such  as  Lock- 
Martin  will  have  to  consider  them. 
;d,  the  defense  giant  is  evaluating 
C  workstation  for  future  buys.  One 
Df  how  hot  PC  workstations  are  be- 
ig:  On  July  29,  French  mainframe 
-am  supplier  Dassault  Systemes 
lased  SolidWorks  for  $320  million 
ock — a  whopping  44  times  last 
5  revenue  for  the  PC  workstation 
ai'e  company.  With  momentum  like 
it's  the  PC  workstation  crew  that's 
the  envy  of  the  industry. 
By  Gary  McWilliams  in  Houston 


plans  to  keep  its  comeback 
'e  are  veiy  optimistic  about  this 
ar  and  beyond,"  Executive  Vice- 
Gary  L.  Lauer  declares  in  a  let- 
(NESS  WEEK  (page  10).  Soui-ces 
;t  200  SGI  engineers  are  design- 
station  using  Intel's  Pentium 
and  Windows  NT  to  counter  the 
ition  crowd.  The  new  machines 
ppear  for  six  months,  but  cus- 
i  eager  foi'  them.  Says  Michael 
a  technology  manager  at  Texaco 
leeds  to  spend  a  lot  more  atten- 
i  low  end." 

I  has  to  fend  off  rivals  like  Sun 
ims  Inc.  Sun  has  four  times  SGl's 
are  and  regularly  posts  strong 
3Uch  consistency  is  key  for  cap- 
commercial  buyers  SGi  craves, 
lan  Selz  analyst  Martin  Pyykko- 
1  take  more  than  one  good  quar- 
to prove  itself. 

'ohert  D.  Hof  in  San  Francisco 


MARKETING 

TWO  FOR  ME. 
NONE  FOR  YOU' 

An  edgy  crop  of  Gen  X  ads 
rudely  pushes  the  envelope 

What  ever  happened  to  those  smil- 
ing young  folks  who  wanted  to 
teach  the  world  to  sing  in  perfect 
harmony  and  buy  eveiybody  a  Coke? 

They're  history.  In  Coca-Cola's  latest 
campaign,  Gen  Xers  are  battling  one 
another  in  a  race  to  the  top  of  a  muddy 
hill.  The  prize:  a  single  bottle  of  Coke's 
latest  carbonated  beverage.  Surge. 

Advertisers  are  trying  to  push  a  new 
button — and  not  just  for  Coca-Cola  Co. 
Instead  of  creating  ads  around  situa- 
tions most  people  want  to  identify  with, 
some  of  the  more  successful  new  ads 
stress  the  world's 
limited  resoiu-ces  and 
the  need  to  move 
quickly  and  aggres- 
sively if  you  want  to 
get  yours. 

Kids  and  young 
adults,  who  absorb 
an  average  of  20,000 
TV  commercials  a 
year,  are  all  but  im- 
mune to  softer  ap- 
peals, advertisers 
say.  To  reach  this 
much  sought-after 
demographic  group, 
pitchmen  are  willing 
to  get  a  little  rude 
and  risk  making  oth- 
er consumers  squiiTn. 
"If  you  go  out  with 
the  idea  that  you're  not  going  to  offend 
anybody,  you  probably  won't  make  an 
impression,"  says  Jamie  BaiTett,  a  cre- 
ative director  at  Wieden  &  Kennedy 
Inc.  in  Portland,  Ore.,  which  recently 
did  a  campaign  aimed  at  Gen  Xers  for 
Miller  Genuine  Draft  beer  The  tag  line 
on  the  ad:  "It's  time  to  shut  up  and 
drink  some  beer" 

GOODBYE  CIVILITY.  Consider  the  new 
campaign  for  M&M/Mars's  Twix  snack 
foods  by  D'Arcy  Masius  Benton  & 
Bowles  Inc.  Mom  may  have  taught  you 
to  share,  but  Twix's  new  slogan — "Two 
for  me,  none  for  you" — advises  con- 
sumers to  wolf  down  both  chocolate 
wafers  themselves.  An  M&M/Mars 
spokesperson  describes  the  campaign  as 
a  "fun,  tongue-in-cheek  thing." 

But  beneath  the  humor  is  a  some- 
what hostile  message,  says  Robert  Gold- 
man, a  sociology  professor  at  Portland's 
Lewis  &  Clark  College  and  co-author  of 


Sign  Wars,  a  book  about  the  cluttered 
landscape  of  advertising.  Goldman  wor- 
ries about  what  the  new  ads  say  about 
society.  "The  big  issue  is  that  they  segm 
to  reflect  a  loss  of  civility,"  he  says.  "In 
this  kind  of  world,  jokes  about  person- 
alism  and  materialism  are  funny." 

Not  even  references  to  death  are  off 
limits.  A  new  commercial  launched  in 
Jime  for  Nabisco  Inc.'s  Ah-  Crisps  crack- 
ers shows  a  young  man  ostensibly  com- 
forting a  giieving  widow.  His  real  goal, 
though,  is  to  get  his  hands  on  a  nearby 
bowl  of  Air  Crisps.  The  punch  line: 
"[The  deceased]  would  have  wanted  me 
to  have  these." 

HELLO  SALES.  Similarly,  in  Infiniti  com- 
mercials that  began  airing  in  May,  one 
setting  is  a  biuial  service  where  a  man's 
coipse  is  being  lowered  into  the  gi'ave — 
inside  his  luxmy  sedan.  His  wife  sobs  as 
one  mourner  leans  over  to  another  and 
delivers  the  kicker:  "She  really  loved 
that  car" 

Tasteless?  Sure.  But  the  ads  seem  to 


SURGE  TV  SPOT:  Nowadays,  the  winner  takes  all 


be  working.  Infiniti  sales  for  June  were 
up  56%  fi'om  a  year  ago,  and  a  spokes- 
woman for  Infiniti  says  the  ads  were  a 
factor  Siu'ge  has  grabbed  a  1%  share  of 
the  soft-drink  markets  where  it  was 
launched  in  Januaiy.  That  puts  it  on  a 
par  with  caffeine-free  Diet  Pepsi,  the 
No.  10  soft  drink,  according  to  Bever- 
age Digest.  And  June  sales  of  Ah*  Crisps 
were  twice  the  May  levels. 

That's  why,  despite  the  negative  mes- 
sage in  many  of  the  new  spots,  ad  execs 
are  proud  of  the  campaigns.  "If  you 
have  to  sci'eam  louder  or  whatever,  then 
so  what?"  says  William  Oberlander,  ex- 
ecutive creative  director  at  Kirshen- 
baum  Bond  &  Partners  in  New  York. 
"No  one's  really  worrying  about  what 
it's  teaching  impressionable  youth.  Hey, 
I'm  in  the  business  of  convincing  people 
to  buy  things  they  don't  need."  By  any 
possible  means. 

By  Thomas  Bartlett  in  New  York 
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EXPERIENCE  THE  ULTIMATE  IN  POWER,  PERFORMANCE  AND  CONTRO 

(RADIO  NOT  INCLUDED),  imagine  your  whole  company  as  responsive  as  a  high-performance  automobi 
That's  the  advantage  of  Tivoli  enterprise  systems  management  software.  Tivoli  gives  you  the  power  to  manage  all  yoi 
systems,  networks  and  applications  from  a  central  point.  So  you  can  roll  out  new  apps,  configure  desktops  and  mainta 


I J  / 1  The  Power  to  Manage.  Anything.  Anywhere. 


resources  —  all  through  one  truly  open,  highly  scalable  technology  that  works  across  diverse  platforms.  Over  350 
■dware  and  software  vendors  work  with  us.  Which  gives  you  more  "best  of  class"  choices  now,  and  down  the  road, 
nk  about  it. Technology  choices  from  350  vendors.  Single-point  control  by  Tivoli.  Worldwide  support  from  IBM.  All 
rking  together  to  give  you  the  power  to  manage  anything.  Anywhere.  Visit  www.tivoli.com.  Or  call  1  800  2TIV0LI. 


Tivoli  Systems  Inc.  www.tivoli.com 


News:  Analysis  &  Commentary 


SPORTS  BUSINESS 


IS  GREG  MURPHY 

HEADED  FOR  THE  SHOWERS? 

Support  for  Major  League  Baseball's  marketing  czar  is  slipping 


STEINBRENNER:  Renegade  deal 


Mi 


Iajor  League  Baseball's  em- 
battled marketing  chief, 
Gregory  B.  Miuphy,  is 
getting  kicked  out  of  his 
office — literally.  Now  the 
only  question  is  whether 
he  will  be  kicked  out  of 
the  organization,  too. 

The  foimer  Ki-aft  Foods 
Bakery  Cos.  ceo  will  soon 
vacate  the  corner  office  at 
baseball's  Park  Ave.  head- 
quarters—once reserved  for 
the  commissionei'.  There's  still  ' 
no  full-time  commissioner,  but 
on  July  22,  the  organization 
named  former  Toronto  Blue  Jays 
chief  executive  Paul  Beeston  chief 
operating  officer,  its  first  in  five 
years.  He'll  be  the  top  exec  in  New 
York,  while  Acting  Commissioner  Al- 
lan H.  (Bud)  Selig  will  keep  running 
the  game  from  Milwaukee. 

The  naming  of  Beeston,  a  friend  of 
Selig's  who  is  respected  by  both  own- 
ers and  players,  increases  the  likeli- 
hood that  Selig  will  one  day  become 
commissioner,  observers  say.  And  it 
has  reignited  long-simmering  rumors 
that  Murphy  is  on  his  way  out.  "The 
sun  will  come  up  tomorrow.  You  will 
pay  taxes  this  year.  And  Greg  Mur- 
phy is  history,"  says  an  associate  of 
Selig.  "I  absolutely  flat  guarantee  it — 
because  Bud  told  me  so." 
LOST  GROUND.  Of  course,  that's  what 
unnamed  baseball  executives  have  been 
saying  for  months.  Murphy  remains  un- 
moved. And,  he  asserts,  his  prospects 
have  improved  with  the  arrival  of  Bee- 
ston, who  he  predicts  will  end  the  snip- 
ing. "That  will  stop  all  the  sideshows 
and  get  eveiyone  focused  on  what's  im- 
portant," Murphy  says. 

But  if  Muiphy  is  ousted,  it  would  sig- 
nal the  owners'  retreat  ft'om  the  mar- 
keting initiative  they  hired  Murphy  to 
launch  after  Major  League  Baseball's 
disastrous  1994  stiike — and  to  take  back 
ground  lost  to  basketball  and  football 
over  the  course  of  decades.  The  plan 
was  to  lift  a  page  from  pro  basketball's 
book  and  convince  owners  to  band  to- 
gether to  market  the  game,  not  just 
their  teams. 

From  the  outset.  Murphy  clashed 


SQUEEZE  PLAY:  Former  Ki*aft 
CEO  Murphy  is  an  outsider. 
Beeston,  a  former  Blue  Jay 
chief,  is  a  friend  of  Acting 
Commissioner  Selig 

with  owners.  In  November,  they  reject- 
ed a  proposed  pact  with  Nike  Inc.  and 
Reebok  International  Inc.,  furious  that 
Murphy  hadn't  consulted  with  them,  on 
its  tenns  and  unhappy  with  what  their 
take  would  have  been.  Then,  on  the 
same  day  in  March  that  Murphy  un- 
veiled his  marketing  plan,  New  York 
Yankees  owner  George  Stein- 
brenner  upstaged  him  with  a 
renegade  Adidas- Yankees  deal. 

If  nothing  else.  Murphy 
clearly  underestimated  what 
it  would  take  to  get  Major 
League  Baseball — a  collec- 
tion of  30  clubs — to  agree 
on  a  single  marketing  ef- 
fort. Now,  he  concedes, 
meeting  his  goals  "will  take 
longer  than  I  naively  ex- 
pected when  I  fii'st  start- 


ed." Indeed,  he  didn't  come  close  to 
tai'get  of  snagging  $100  million  in  anit 
al  sponsorships  by  the  end  of  last  yej 
But  deals  are  now  pending  with  A\ 
heuser-Busch,  Visa,  and  Quaker  Oa' 
Gatorade  that  would  bring  Murp 
close  to  that  figiu'e. 

Murphy  has  had  some  success*. 
All  his  hawking  has  increased  otH' 
mai'keters'  interest  in  the  game  ai 
boosted  the  fees  that  local  clu; 
have  been  able  to  get  for  theu'  o^. 
deals.  "There's  a  newfound  sphit ' 
cooperation  and  level  of  importar* 
put  on  marketing  of  the  indust! 
versus  individual  teams,"  sa 
Florida  Marlins  President  Don  Sr? 
ley,  a  director  of  Major  Leag: 
Baseball  Enterprises,  of  which  Mi 
phy  is  CEO. 

None  of  that  has  stopped  the  bac 
biting,  though.  And  Selig's  public  su 
port  for  Murphy  couldn't  be  m.o 
tepid.  Asked  about  Murphy  during 
conference  call  with  Beeston  and  i 
porters  on  July  24,  Selig  noted  that  ci 
ating  a  separate  division  for  basebal 
mai'keting  aim  was  the  correct  mo\ 
adding,  "Greg  has  been  its  first  pre 
dent,  and  other  than  that,  there  is 
appropriate  comment." 

Meanwhile,  baseball's  comeback  fro 
the  nadir  of  '94  seems  well  in  hand.  A 
tendance  is  nearing  the  record  levels 
reached  before  the  stiike,  and  stai"s  su^ 
as  Seattle's  Ken  Griffey  Jr.  and  Tore 
to's  Roger  Clemens  are  electrifyii 
crowds  aroimd  the  country.  At  the  san 
time,  an  owners'  committee,  led  by  Je 
ry  McMorris  of  the  Colorado  Rockie 
has  hired  headhunters  Heidrick 
Stniggles  Inc.  to  cobble  together  a  li 
of  roughly  25  candidates  for  commi 
sioner,  according  to  oii 
owner.  Dependir 
.  on  whom  they  pici 
f  Beeston's  tenui 
in  that  Park  Av 
corner  office  cou 
turn  out  to  be  shor 
hved,  too.  ' 

By  David  Leoi 
liardt  in  New  Yor. 
with  Gail  DeGeon 
in  Miami  and  Mai, 
Hijman  /w  Baltimor 


SAVIN  JUST  WON  OVER 
SOME  OF  THE  TOUGHEST  JUDGES  AROUND. 


THE  MNAL  ASSOCIM  OF  LEGAL  SECREIARIES. 

If  there's  one  organization  whose  members  generate  and  duplicate  more  documents  than 
just  about  anyone  else,  its  the  National  Association  ot  Legal  Secretanes.  Because  to  these  legal 
eagles,  documentation  is  crucial. 

So  when  NALS  named  Sa\in  the  Official  Copier  of  NALS,  we  were  justifiably  thrilled.  Alter 
all,  to  be  endorsed  by  NALS  is  like  getting  a  high  court  stamp  of  approval. 

For  infomiation  about  Savin  document  handling  solutions  that  v^ll  win  you  over,  contact 
us  at  1-800-234-1900  or  www.sa\in.com.  And  reach  your  own  verdict. 


sai/in 

WRB  GOING  TO  WIN  YOU  OVER 


SAVIN  CORPORATION,  333  LUDLOW  ST.,  STAMFORD, CT  O6904 


IT'S  ALMOST  IMPOSSIBLE  TO 
TAKE  IT  OUT  TOR  A  SPIN. 


INTRODUCING  SEVILLE  STS  WITH  STABILITRAK. 

THE  MOST  ADVANCED  INTEGIUTED  STABILITY  CONTROL  SYSTEM  IN  THE  WOR] 

On  a  perfect  I  ij  paved,  perfectly  straight  rood  on  a  perfectly  dry  day  almc 
any  car  will  feel  stable,  poised  and  confident.  But  in  the  real  world,  thin 
are  rarely  so  perfect.  Roads  con  be  wet,  snowy  or  icy.  They  c\ 
be  lightly  coated  with  sand.  Or  filled  with  unexpected  twists 
turns.  >^  Under  these  conditions,  even  the  world's  best- 
handling  cars  can  lose  their  composure.  They  can 
suddenly  feel  lihe  they're  no  longer 
firmly  planted  to  the  road 
Turn  your  hnucHles 
white 


with  tensio 
Or  simply  refuse  to  t 
where  you  point  them,  taking  yc 
off  course  and  into  danger.       That's  wl 
Cadillac  has  developed  StabiliTrah.  the  most  advanct 
integrated  stability  control  system  in  the  world.  Employir 


zrediblij  sophisticated  sensors,  StabiliTrol^  constantlLj  compares 
lere  you  want  ttie  new  Seville  STS  to  go  with  where  it's^ 
tuallij  going.  -J^  If  StabiliTroH  determines 

STS  isn't  following  your  intended 
?ering  path,  it  sends 


Ignals  to  the 


traction 
control  and 
anti-locH  brahe  systems  to 
help  you  keep  the  car  on  course.  It  all 
happens  in  microseconds.  And  it  feels  natural  and 
unobtrusive.  >^  StabiliTrah  maizes  STS  with  the  Northstar 
System  an  even  better-handling  car  when  you  find  yourself  in  a 
'.manding  driving  situation.  >^  Experience  STS  with  StablllTrah  for 
wrself.  You'll  see  how  easy  it  is  to  go  out  for  an  exhilarating  drive. 

And  how  hard  it  is  to  go  out 


thout 

JbiliTrak  \ 

His  situation,  the    \  \ 
r  is  going  too  fast  i  \ 
n  icy,  wet  road.  The 
T  tries  to  bring  the  i 
;le  bacl(  into  control 
the  vehicle  spins  out  ) 
strikes  a  guardrail.    ,  / 


Seville  STS 

with  StabiliTrak        \  \ 

In  the  same  situation,  the  driver  of    \  \ 
an  STS  with  StabiliTrak  experiences    |  '\ 
the  vehicle  beginning  to  fishtail,  f 
StabiliTrak  senses  the  discrepancy  j 
between  the  steering  angle  and  the 
actual  direction  of  the  car  and  pre-    .  , 
cisely  applies  the  front  brakes  to  .'J 
I      help  guide  the  vehicle  back  onto 
its  intended  path. 


for  a  spin. 

SEVILLE  STS 

THE  POWER  IS  YOURS 


In  Business  This  Week 
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IMPASSE  OVER  THE 
AMERICAN-BADEAL 

FRESH  FROM  JOUSTING  WITH 

Boeing  and  McDonnell  Doug- 
las, the  European  Union  may 
take  on  the  deal  between 
American  Airlines  and 
British  Airways.  EU  regula- 
tors have  drafted  a  tough  list 
of  conditions,  including  de- 
mands that  the  airlines  give 
up  353  Heathrow  slots — 
more  than  double  what 
British  regulators  had  rec- 
ommended— before  it  will 
approve  the  alliance.  The 
slots  would  be  given  away 
free  to  rivals.  The  EU  also 
may  insist  that  aa  and  ba 
halve  the  number  of  flights 
on  many  routes  between 
Britain  and  the  U.  S.  Worse, 
the  EU  says  it  won't  rule  on 
the  deal  until  September  at 


CLOSING  BELL 


A  SLIMMER  CIGNA 

CIGNA  shareholders  cheered  on 
July  28  when  the  Philadelphia 
insurer  said  it  would  sell  its 
life-insurance  business  for 
$1.4  billion  to  New  York  Life. 
The  news  sent  CIGNA  stock  up 
by  ^%  to  196%.  The  sale  is 
part  of  a  move  by  CIGNA  to  cut 
its  consumer  business  while 
expanding  corporate  health- 
care and  property  insurance 
operations.  In  June,  it  bought 
Healthsource,  a  managed- 
care  msurer,  for  $1.7  billion. 
Analysts  figure  cash  from  the 
life-insurance  sale  could  fund 
more  buys  or  a  share  buyback. 


JULY  21, '9/  JULY  29 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


the  earliest,  ba  ceo  Robert 
Ayling  has  threatened  to  pull 
out  of  the  deal  if  it's  not 
approved  by  November. 

MORGAN  DISCOVERS 
MUTUAL  FUNDS 

FOLLOW  THE  MONEY:  .1.  P. 
Morgan  is  expanding  beyond 
its  longtime  focus  on  institu- 
tions and  the  wealthy, 
announcing  on  July  30  that  it 
would  be  taking  a  45%  stake 
in  no-load  fund  manager 
American  Century  for  $900 
million.  "Demogi-aphics  is  des- 
tiny," says  Ned  Kelly,  a  man- 
aging director  of  Morgan.  "As 
the  population  ages,  asset 
management  will  continue  to 
gi'ow."  American  Century's 
focus  on  growth  stocks  con- 
trasts with  Morgan's  more 
conservative  investing  style. 
But  Morgan  won't  change  its 
stripes,  says  Kelly.  "It's  stnic- 
tured  so  each  of  us  preserves 
autonomy.  We'll  work  to  build 
value  together." 

YAHOO!  AND  VISA, 
TOGETHER  AGAIN  

it's  as  if  they  got  re- 
married  before  the  ink  on  the 
divorce  decree  dried.  Yahoo! 
and  Visa  International  on 
July  29  ended  a  16-month-old 
joint  venture  to  create  an 
electronic-commerce  Web 
site.  So  Yahoo!  will  hand  over 
$21  million  in  stock  to  Visa  in 
e.xchange  for  its  45%  share  of 
the  joint  venture  and  take  a 
$21.2  million  pretax  charge 
against  second-quarter  earn- 
ings. But  the  romance  con- 
tinues. The  companies  simul- 
taneously announced  a  raft  of 
new  projects,  including  a  co- 
branded  Yahoo!  Visa  card. 


ALGOAS 
SPANISH  BRIDE 

ALCOA    (;H  AIRMAN  PAUL 

O'Neill  is  making  good  on  his 
promise  to  create  the  world's 
largest  aluminum  company 


HEADLINER:  BRIAN  HALLA 


POISED  TO  PUMP  OUT  INFO  APPLIANCES 


Brian  Halla  has  been  a 
whirlwind  at  National 
Semiconductor.  Since 
becoming  CEO  in  May, 
1996,  he  has  reposi- 
tioned the  $2.5 
billion  chipmak- 
er  to  become  a 
key  supplier  of 
chips  for 
"information 
appliances"  such 
as  handheld  PCs. 

On  July  25,  Halla 
worked  through  his  51st 
birthday  to  put  the  finish 
ing  touches  on  the  one 
missing  element  in  his 
plan:  an  Intel-compatible 
microprocessoi'.  Three 
days  later,  he  sewed  up 
a  $550  million  deal  to 
buy  Intel  doner  Cyrix 
of  Richardson,  Tex.  "I 
couldn't  think  of  a  better 


present,"  says  Halla. 

The  Cyrix  buy  puts 
National  in  pole  position 
the  race  against  Intel, 
SGS-Thomson,  and 
others  to  shrink 
the  parts  of  a  f 
onto  a  single 
chip.  Cyrix 
already  sup- 
plies Compaq 
Computer  with 
the  chip  for  a  $7£ 
PC.  Now,  Halla  musi 
meld  Cyrix*  processors 
with  National's  low-powe; 
circuits  and  video  chips  tc 
make  the  plan  work.  "We 
have  all  the  pieces  to  put 
together  a  complete  PC 
system  on  a  chip,"  boasts 
Halla.  He  promises  that 
the  first  products  will  be 
available  by  next  May. 
By  Gary  McWilliam 


fi-om  $13  billion  to  $20  billion 
by  the  end  of  the  decade.  On 
July  29,  Alcoa  shelled  out 
$410  million  for  Spain's 
state-run  Inespal.  The  deal 
should  add  $1.1  billion  in 
revenue,  but  wringing  prof- 
its from  Inespal  will  be  a 
challenge:  It  has  lost  money 
for  years.  Still,  with  the 
price  of  aluminum  near  a 
five-month  high,  making 
money  should  get  easier. 
Alcoa  stock  rose  on  the  news 
to  a  new  one-year  high  of 
$88.50  a  share." 


BT-MCI CLEARS 
AN  FCC  HURDLE 

BRITISH  TELECOMMUNICATIONS 
and  MCI  Communications 
may  soon  get  a  blessing  for 
their  impending  union  from 
the  Federal  Communications 
Commission.  Now  that  FCC 
Chairman  Reed  Hundt  gave 
his  personal  0.  K.  to  the  deal 
on  July  28,  the  FCC  could 
approve  the  $20  billion  merg- 


er in  late  August.  The  t  i 
companies  had  agreed  to  sf- 
eral  conditions  to  satii- 
Hundt,  including  a  promi 
that  the  fcc  can  stop  m 
from  accepting  bt  long-d 
tance  traffic  if  bt  fails 
comply  with  expected  i 
rules  to  open  long-distan 
markets,  mci  could  use  sot 
good  news:  On  July  30, 
reported  $280  million  in  st 
ond-quarter  earnings,  a  6.1^ 
drop  because  of  slower  lonj 
distance  growth  and  losses ' 
its  local  business. 

ETCETERA... 

■  Fujitsu  announced  a  tend 
offer  to  buy  the  58% 
Amdahl  it  does  not  yet  ow 

■  Donna  Karan  named  Jol 
Idol  to  succeed  her  as  CEO 
her  clothing  company. 

■  Modem  maker  Hayd 
Microcomputer  will  merj 
with  Access  Beyond. 

■  Western  Resources  an 
Protection  One  will  combir 
their  security  businesses. 
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'ashington  Outlook 


:i  FED  BY  OWEN  ULLMANN 


OW  THE  GOP  GOULD  BRAWL 
SELF  OUT  OF  POWER 


j  lese  should  be  glorious  days  for  Capitol  Hill  Republicans, 
rhey  just  engineered  a  balanced-budget  pact  with  a  fam- 

ly  tax  credit  and  lower  capital-gains  rates.  They've 
ed  President  Clinton  to  reform  the  welfare  system.  And 
)ublic  buys  their  less-govemment  mantra.  But  victoiy  has 
J  at  a  cost:  bloody  infighting  between  center-right  prag- 
sts  willing  to  cut  deals  with  Clinton  and  consei-vative 
sts  bent  on  radical  change.  The  warfare  raises  fresh 
)ts  about  the  GOP's  ability  to  keep  its  coalition  intact, 
nriboldened  by  the  failed  right-wing 
)  against  an  increasingly  flexible 
se  Speaker  Newt  Gingiich  (R-Ga.), 
compromisers  are  on  the  offensive, 
erate  William  F.  Weld  quit  as  Massa- 
ietts  governor  on  July  29  to  wage 

with  conservative  icon  Jesse  A. 
ns  (R-N.  C),  the  Senate  Foreign  Re- 
ns  Conunittee  chairman  who  is  block- 
Weld  from  becoming  Ambassador  to 
ico.  At  stake  is  not  just  a  diplomatic 
;  but  the  gop's  long-term  appeal  to 
.rist  swing  voters  turned  off  by  the 
it's  ideological  zeal. 
ING  IN?  To  his  backers,  Weld  is  stand- 
up  to  Helms  and  other  extremists  to 
D  them  ft'om  shoving  moderates  out  of  the  GOP  tent.  To 
1-right  activists,  Helms  is  a  hero  and  Weld  is  emblematic 
he  "collaborators"  who  sell  out  to  CHnton.  Even  Senate 
ority  Leader  Trent  Lott  (R-Miss.),  a  staunch  consei-vative, 
come  under  fii"e  for  questioning  sexism  in  the  militaiy  and 
dng  a  chemical-weapons  ban.  "We  should  change  our 
le  to  the  Cave-In  Party,"  huffs  a  House  right-winger 
Tiat  view  is  shared  by  a  powerful  bloc  of  activists — rang- 
from  religious  conservatives  to  supply-side  purists.  Such 
'logical  fei-vor — combined  with  widespread  voter  discontent 
r  the  economy — helped  the  gop  capture  Congi-ess  in  1994. 
now,  with  the  good  times  rolhng,  complacent  voters  see 


WELD  dives  into  the 
year.  This  summer, 


little  need  for  revolutionaries.  "We're  getting  things  done 
because  we're  making  accommodations,"  says  Representa- 
tive Shemood  L.  Boehlert  (R-N.  Y.),  a  leading  House  mod- 
erate. "The  problem  with  the  [hard-liners]  is  that  they  think 
it's  a  cardinal  sin  to  make  any  accommodation." 

The  intensifying  discord  could  imperil  the  gop's  11-seat 
House  majority  in  1998.  Faced  with  a  tough  campaign.  Re- 
publicans can't  afford  to  look  as  though  they're  hostage  to  the 
Far  Right.  But  neither  can  they  snub  the  religious  conser- 
vatives who've  helped  them  capture  for- 
mer Democratic  seats  in  the  South  and 
Midwest.  "None  of  this  is  good  for  Re- 
publicans in  '98,"  concedes  consei"vative 
activist  Karen  Kerrigan,  president  of  the 
Small  Business  Survival  Committee. 
NICE  TILT.  For  now,  the  balanced-budget 
deal  is  a  rallying  point  for  all  gop  fac- 
tions. Budget  hawks  are  pleased  that  it 
will  erase  decades  of  red  ink.  Supply 
siders  extol  its  capital-gains  tax  cut.  Social 
conservatives  like  the  "pro-family"  tilt. 
And  moderates  hail  new  spending  on  ed- 
ucation, health  care,  and  the  envii'onment. 

But  the  imity  wiH  dissolve  in  the  scram- 
ble  for  the  2000  Presidential  nomination. 
Weld — or  another  moderate,  such  as  New  Jersey  Governor 
Chiistine  Whitman — may  battle  a  Religious  Right  favorite, 
such  as  fonner  Vice-President  Dan  Quayle.  And  the  champion 
of  another  faction,  supply  sider  Steve  Forbes,  looks  hke  he's 
going  to  thi'ow  his  checkbook  into  the  ring  again. 

Democrats  may  face  sphts  within  their  own  party,  too,  as 
New  Democrats  vie  against  traditional  liberals.  But  for  now, 
Dems  ai'e  managing  to  keep  their  differences  under  control.  If 
the  Republican  purists  don't  listen  to  the  voters  and  make 
peace  with  the  pragmatists,  they  may  fijid  themselves  waging 
theii'  revolution  again — as  the  minority  party. 

By  Richard  S.  Dunham 


Charles  last 
it's  the  Potomac 


CAPITAL  WRAPUP 


INDING  A  COPE  FOR  COMPROMISE 

A  long-running  battle  between 
ashington  and  Silicon  Valley  over  a 
tal  high-tech  issue — how  to  keep 
iline  information  secure — may  finally 
ime  to  a  peaceful  resolution  this  fall. 
The  dispute  is  over  encryption  soft- 
are  that  scrambles  electronic  data  to 
otect  it  from  piying  eyes.  Business 
ieds  it  to  conduct  confidential  transac- 
ons  on  the  Internet.  But  the  fbi  and 
le  CIA  fear  they  will  be  hampered  by 
38  of  secret  codes.  So  the  feds  are  re- 
ricting  exports  of  encryption  software 


and  want  makers  to  create  codes  that 
law  enforcement  will  be  able  to  break. 

In  September,  the  House  will  vote  on 
an  industry-backed  bill  that  would  re- 
move most  export  hmits,  a  move  that 
could  mean  up  to  $9  biUion  a  year  in 
overseas  sales.  The  Senate  is  moving  in 
the  opposite  direction:  It's  considering 
an  Administration-backed  measui'e  that 
ensui'es  gover-nment  access  to  the 
codes.  But  Senator  John  McCain  (R- 
Aiiz.),  a  chief  sponsor',  says  he'll  explore 
a  middle  gi'ound  vdth  industry  reps. 
Senate  JucUciaiy  Committee  Chairman 
Orrin  G.  Hatch  (R-Utah)  and  ranking 


Democrat  Patrick  J.  Leahy  (Vt.)  may 
write  a  more  pro-industry  bill. 

If  business  is  willing  to  deal,  a  com- 
promise could  be  forged  around  the 
idea  of  giving  the  feds  limited  control 
over  decoders.  A  big  impetus  for  a  set- 
tlement: Both  House  Speaker  Nevrt 
Gmgrich  (R-Ga.)  and  Senate  Majority 
Leader  Ti-ent  Lott  (R-Miss.)  have  Sili- 
con Valley  connections  that  make  them 
sympathetic  to  the  industry.  "The  score 
is  tied  now,"  says  Commerce  Under 
Secretary  William  A.  Reinsch.  "But 
we're  going  to  get  it  done." 

By  Catheriyie  Yang 
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Borne  till  the  4th  of  Ju 
product  began  its  life  ( 


Hoechst  AG  D-65926  Frankfurt  http://www.hoechst.com 


down-to-earth 


This  Independence  Day,  we  were 
pleased  to  be  part  of  a  safer,  gentler 
Martian  landing. 

Pathfinder  has  landed  - 
on  airbags  with  fibers 
made  by  Celanese. 

Seconds  before  touchdown,  the  airbags 
were  inflated  in  order  to  cushion  Path- 
finder's landing  on  the  surface  of  Mars. 
Thanks  to  Vectran®,  a  stellar-strength  fiber 
from  Celanese,  a  member  of  the  Hoechst 
Group,  the  airbags  didn't  burst  under  the 
spacecraft's  impact. 

Of  course,  you  can  experience  the 
advantages  of  Vectran  right  here  on  planet 
Earth. 

In  high-performance  yacht  sails  and 
seismic  arrays  on  ships  that  map  the  ocean 
floor.  Or  in  teimis  rackets  and  golf  clubs 
to  help  you  make  your  best  shots.  It's 
even  found  in  identified  flying  objects  - 
Uke  airships. 

We  keep  on  finding  new  ways  to  make 
life  better. 

Here,  there  and  everywhere. 


Hoechst  is  an  international  group  of 
companies  spearheading  innovation  in 
Life  Sciences  and  Industry.  With  more 
than  140,000 people  worldwide,  last 
year's  sales  totalled  $  34  billion. 


Finding  new  ways. 


Hoechst 


International  Business 


INDIA 


INVESTING  IN  INDIA: 
NOTFORIHE  FAINTHEARTED 


Foreign  companies  see  vast 
potential.  But  pitfalls,  like 
finicky  consumers,  abound. 
Here  are  some  lessons 

It  looked  like  a  can't-lose  proposition. 
In  1995,  Mercedes-Benz  opened  a 
plant  in  India  to  manufacture  its  E- 
class  sedan  and  win  over  India's  new 
i-ich  business  class.  Two  years  later,  the 
plant  is  using  only  10%  of  its  20,000- 
car  capacity.  Indians  turned  up  their 
noses  at  the  car— a  model  older  than 
those  sold  in  Europe.  Now,  Mercedes 
has  to  reassess  its  mistakes  and  start 
e.xporting  extra  cars  to  Africa. 

As  Mercedes  found,  doing  business 
in  India  can  be  gut-wr-enching.  India's 
demanding  consumers  can  be  difficult 
to  read.  Political  squabbles,  bureaucrat- 
ic delays,  infrastructure  headaches,  and 
unprofessional  business  practices  ci-eate 
one  obstacle  after  another.  Foreign  com- 
panies are  often  viewed  with  suspicion. 
For  most  of  its  postcolonial  life,  India 
has  shut  out  the  world,  adhering  to  a 
socialist  ideal  of  self-reliance.  The  na- 
tion's fragile  unity  came  with  the  de- 
parture of  Britain  in  1947  and  at  the 
expense  of  partition  with  Pakistan.  As 
India  celebrates  its  .50th  anniversary  of 
independence  on  Aug.  15,  many  remain 
wary  of  anything  that  might  "pull  the 
nation  apart— even  foreign  funds. 
WIDE  DIVERSITY.  Yet  policymakers  have 
been  stniggling  for  the  past  .six  yeai-s  tu 
lure  capital  and  ignite  gi-owth.  In  1991, 
New  Delhi  dramatically  rejected  social- 
ism and  admitted  foreign  investors. 
Now,  the  companies  that  ventured  in 
are  tallying  theij-  profits  and  losses  and 
wondering  what  the  future  holds  for 
this  market  of  9-50  million  people. 

What  they  have  learned  is  that  Inflia, 
so  far,  has  fallen  short  of  its  promise 
and  that,  the  task  of  refonning  the  econ- 
omy is  half-finished.  Companies  have 
been  bur-ned  by  their  own  optimistic  as- 
sumptions. Othei's,  after  researching  the 
Indian  market,  have  decided  not  to  in- 
vest at  all— at  least  for  now.  Only  $2.*i 
billion  was  dii*ectly  invested  in  India  last 
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■91  '92  '93  '94 
A  BILLIONS  OF  DOLLARS 

DATA:  DRI/McGRAW-HILL 


a  figure  dwarfed  by  investment  in 
I,  which  attracted  $42  billion, 
t  there  is  a  positive  story  to  tell. 
'  itors  can  make  money  if  they're 
JUS  and  choose  local  partners  care- 

The  goveiTiment,  despite  its  po- 
l  turmoil,  presses  on  with  reform, 
ign  investment  is  rising  by  double 
;.  And  the  Indian  stock  mai'ket  has 
;d  35%  on  hopes  that  New  Delhi 
keep  its  pledge  to 

India  more  attrac- 
,0  business.  Foreign 
lanies    can  learn 

the  first  wave  of 
tors  and  find  keys 
iw  this  tricky  mar- 
eally  works. 

primary  lesson  is 

0  be  dazzled  by  In- 
size.  The  Indian 

rnment  used  to 
,  of  250  million  mid- 
ass  consumers.  But 
■ent  sui'vey  says  they  number  100 
)n  at  best— anci  there's  much  strati- 
Dn  among  them.  India  has  17  official 
aages  and  an  ethnic  diversity  as 
as  all  of  Europe.  People  in  Madi-as 
tastes  vastly  different  from  people 
mjab. 

IS  BLAZING."  Entrenched  players 
a  big  advantage.  Anglo-Dutch  con- 
erate  Unilever,  for  example,  began 
ig  soap  and  toothpaste  in  India  in 
,  the  heyday  of  the  British  Raj.  It 
the  distribution  muscle  of  3,500 
esalers  selhng  to  10  million  small 
s  in  rural  India — figures  to  give 
competitor  pause.  "Multinational 
orations  must  not  start  with  the 
mption  that  this  is  a  ban-en  field," 
C.  K.  Prahalad,  business  professor 
he  University  of  Michigan.  "The 
.  is  not  to  bet  too  big." 
Dnsumer-products  giants  such  as 
ogg  Co.,  based  in  Battle  Creek, 
1.,  have  seen  their  brand  power  se- 
ly  tested  in  India.  Kellogg  dreamed 
')0  milHon  cereal-eating  Indians.  So 
(94,  with  a  $65  million  investment,  it 
ehed  Corn  Flakes  in  India.  The 
!S  did  well  initially,  helping  to  double 
market  for  breakfast  cereals.  But 
5  soon  plummeted  because  a  500- 

1  box  of  Kellogg^'s  product  costs  33% 
3  than  its  nearest  competitor.  And  in 
untry  where  breakfast  is  usually  a 
1  of  hot  vegetables,  cold  cereal  is  a 
ilty — a  one-time  purchase.  "It  was 
isy  cultural  homewoi"k,"  says  Titoo 
iwalia,  head  of  market  researcher 
■MARG  in  Bombay.  A  Kellogg 
;esman  says  the  company  still  has 

of  the  cereal  market  and  remains 
mitted  to  India. 

he  same  elusive  dream  of  tapping 
;y  millions  of  consumers  also  lured 
auto  makers.  After  1991,  Ford,  Gen- 


FOREIGN  INVESTMENT 
IN  INDIA 


eral  Motors,  Daewoo,  Mercedes  and  Peu- 
geot all  teamed  with  domestic  caiTnakers 
but  were  blocked  out  of  the  low-cost 
segment  by  Japan's  Suzuki  Motor,  which, 
in  collaboration  with  the  government, 
has  80%  of  the  passenger-car  market. 
So  the  new  entrants  all  launched  midsize 
cars  priced  too  high  for  India — around 
$22,000.  So  many  plants  have  been  built 
that  capacity  will  be  1  million  vehicles, 
way  over  the  600,000  es- 
timated buyers,  by  2000. 
Auto  makers  are  now 
making  fewer  cars  than 
planned  and  exporting 
the  extras. 

In  other  cases,  a  lo- 
cal partner  turns  out  to 
be  a  liabihty.  Germany's 
Lufthansa  learned  the 
hard  way  with  the  $2 
billion  Modi  Group, 
wliich  has  joint  ventiu'es 
with  such  blue  chips  as 
Walt  Disney,  Rank  Xerox,  and  Revlon. 
Lufthansa  signed  an  agreement  in  1993 
with  Modi  brother  S.  K.  Modi  to  launch 
domestic  private  airline  ModiLuft.  But 
execs  soon  realized  the  gi'oup  was  not  a 
smoothly  functioning  entity:  The  five 
brothers  were  feuding  bitterly.  The  air- 
line went  bust  in  1996.  And  Lufthansa 
claims — in  a  lawsuit  filed  in  Bombay  last 
year — that  S.  K.  Modi  reneged  on  pay- 


court  cases.  "We've  learned  a  lot  of  pa- 
tience," says  Sanjay  Bhatnagar,  Enron's 
country  manager.  And  now  the  Indian 
government  cites  Em-on's  victory  in  all  of 
its  24  lawsuits  as  proof  that  foreign  in- 
vestment is  backed  by  the  rale  of  law. 

Other  power  companies  have  learned 
fi'om  Em-on  and  staged  lower-profile  en- 
tries into  India.  Oil-and-gas  giants  such 
as  Royal  Dutch/Shell  Group,  have  been 
painstakingly  building  alliances  with  In- 
dia's pubhc-sector  oil-and-gas  companies. 
Says  Shell's  chairman  in  India,  Viki-am 
Singh  Mehta,  who  has  a  joint  venture 
with  government-owned  Bharat  Petro- 
leum Co.:  "Only  mutual  interest  will 
survive  the  long  ran." 
SURPRISES.  General  Electric  Co.,  has 
shared  tliis  cautious  approach,  with  pos- 
itive results.  The  U.  S.  giant  arrived  in 
'91,  when  Indian  law  started  letting  for- 
eigners set  up  whoUy  owned  subsidiaries 
rather  than  have  to  fuid  local  joint-ven- 
tiu-e  partner's.  Still,  CE  chose  Indian  ap- 
pliance maker  Godrej  and  sent  over  a 
crack  team  to  make  siu-e  it  could  deliv- 
er Then,  ge  hired  local  managers  and 
made  them  meet  U.  S.  standards.  The 
tie-up  aided  both  companies:  Godrej  got 
GE  technology  to  upgi'ade  its  appliances; 
GE  got  Goch'ej's  good  reputation  and  dis- 
tribution system.  Godrej-GE  now  has  a 
40%'  mai'ket  share,  and  GE  uses  India  as 
a  low-cost  manufacturing  base  for  light- 


SIZING  UP  THE  SUBCONTINENT 

The  Good...  ...And  the  Bad 


GROWING  MARKET  Middle-class 
consumers  number  100  million, 
and  the  group  is  growing 

PROMISING  LABOR  FORCE 

Wages  are  low,  and  many 

workers  and  midlevel  managers  are 

well  educated  and  speak  English 

SURGING  STOCKS  Investors  are 
showing  their  optimism  by  bidding 
up  local  stocks  35%  this  year 


INEFFICIENT  BUREAUCRACY 

Corruption,  red  tape,  and  special 
interests  keep  a  lid  on  growth. 

INFRASTRUCTURE  Inadequate 
roads,  harbors,  and  airports,  as  wel 
as  poor  telecommunications,  limit 
export  potential 

POLITICS  Constant  changes  in 
government,  and  party  strife,  hold 
back  further  economic  reform 
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ments  and  used  the  German  company's 
funds  in  other  new  ventui'es.  Lufthansa 
is  seeking  $18.6  million  plus  the  return 
of  tlu-ee  planes  it  says  Modi  kept.  S.  K. 
Modi,  despite  I'epeated  attempts  by  busi- 
ness WEEK,  could  not  be  reached. 

The  mother  of  all  investment  lessons 
comes  fi"om  Houston's  Enron  Corp.  Be- 
fore it  finally  prevailed  in  plowing  In- 
dia's first  private  power  project  thi-ough 
a  shifting  pohtical  climate,  Em-on  proba- 
bly made  things  worse  for  itself.  It  came 
in  with  "both  gims  blazing,"  says  one 
foreign  exec — and  ahenated  many.  The 
project  was  dogged  by  controvei-sy  and 
got  bogged  down  in  two  years'  worth  of 


birlbs  and  X-ray  equipment.  "We'r-e  her'e 
for  the  long  ter-m,"  says  Scott  Bayman, 
head  of  GE-India.  "Thei-e'll  be  bumps 
along  the  way,  but  these  mar'kets  are 
not  for  the  faint  of  heart." 

Above  all,  companies  must  be  pre- 
par'ed  for  surprises.  Coca-Cola  Co.,  for 
example,  bought  the  local  maker  of  a 
popular  soda,  Thums  Up,  and  wanted 
to  use  its  distribution  system  to  build 
Coke's  dominance.  But  Tliums  Up  holds 
the  No.  1  spot:  Indians  think  Coke 
doesn't  have  enough  fizz.  That's  how  it 
can  be  in  India — a  surprise,  but  also  an 
unexpected  reward. 

By  Manjeet  Kripalani  in  Bombay 
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COMMENTARY 


By  Pete  Engardio 


WESTERN  DEVILS  AREN'T  THE  PROBLEM  IN  EAST  ASIA 


East  Asia's  leaders  hardly  knew 
what  hit  them.  Early  last  year, 
the  region's  ^Figer  economies 
were  cruising  along  as  they  had  for  a 
decade,  the  envy  of  the  world.  The 
end  of  the  party  was  shockingly 
swift.  In  the  past  two  months,  cur- 
rencies from  the  Malaysian  ringgit  to 
the  Indonesian  rupiah  have  been 
pummeled.  Thailand,  a  World  Bank 
darling  just  four 
years  ago,  is  now  at 
the  mercy  of  the 
International  Mon- 
etai'y  Fund.  In 
South  Korea,  the 
huge  Kia  Group 
and  four  othei' 
chaebol  have  col- 
lapsed under  moun- 
tains of  bad  debt. 

But  even  as  the 
economic  damage 
spreads  across  the 
region,  Asian  lead- 
ers still  seem  to  be 
in  denial,  unable  to 
admit  that  anything 
is  fimdamentally 
flawed  in  the  old 
strategies  that  brought  go-go  gi'owth. 
When  Asian  economies  started  sput- 
tei^ing  last  year,  the  slowdown  was 
fii'st  blamed  on  cyclical  blips  in  over- 
seas export  markets.  When  cm-rencies 
came  under  attack,  Asian  central 
bankers  pointed  to  speculator's.  Even 
today,  Malaysian  Piime  Minister  Ma- 
hathir Mohamad  claims,  absurdly,  that 
Southeast  Asia  would  be  humming 
along  fine  were  it  not  for  a  politically 
motivated  Western  "conspiracy." 
ASLEEP  AT  THE  SWITCH.  Cun  ency 
traders  may  be  greedy  and  insensitive 
to  the  plight  of  a  developing  nation. 
But  pinning  the  blame  for  East  Asia's 
financial  mess  on  George  Soros  is 
cheap  political  cover  for  the  mistakes 
of  its  leaders.  The  hard  tnith  is  that 
speculators  recognized  that  many 
East  Asian  econoinies  were  locked  on 
a  course  that  was  unsustainable. 
Asian  policymakers  should  have  awak- 
ened to  the  danger  signals  long  ago. 
Despite  their  nations'  yawning  cur- 
rent account  deficits  and  heavy  depen- 
dence on  exports,  many  Asian  coun- 
tries refused  to  let  their  cui'rencies 


adjust  to  the  yen's  40%  decline 
against  the  dollar  since  1995.  And  de- 
si5ite  persistently  poor  coi-porate  earn- 
ings and  an  alanning  rise  in  bad 
debts,  leaders  continued  to  let  their 
banks  subsidize  ill-conceived,  reckless 
investments  in  property  developments 
and  industrial  complexes  of  powerful 
business  interests  and  corrupt  cronies. 
Now,  policymakers  are  in  a  serious 


IN  DENIAL 


The 

Tigers  must  face  the 
fact  that  their  woes 
stem  from  mistakes 
made  right  at  home 

bind.  Banking  systems,  especially  in 
Thailand  and  South  Korea,  don't  have 
the  fimds  to  bail  everyone  out.  And 
thi'oughout  the  region,  there  is  a  glut 
of  cajjacity  in  evei-ything  from  auto- 
mobiles to  chemicals.  The  heat  is  only 
getting  moi'e  intense  as  China  contin- 
ues to  come  on  strong.  Having  al- 
ready displaced  many  of  its  neighbors 
in  garments,  toys,  and  watches,  Cliina 
is  a  rising  power  in  such  sectors  as 
consumer  appliances,  auto  parts,  and 
telecommunications  equipment.  While 
its  neighbors'  exports  were  fiat,  Chi- 
na's soared  by  26%  in  the  fu-st  half  of 
1996.  And  that  happened  despite  ca- 


pacity utilization  averaging  just  60% 
How  can  Asia's  Tigers  get  out  of 
this  jam?  Bailouts  won't  be  a  ciu'e  un 
less  accompanied  by  a  restructuring  c 
the  region's  industrial  and  financial 
landscape,  however  painful.  Thanks  tc 
the  ciurency  meltdown,  the  first  stagi 
of  a  shakeout  is  under  way.  Thailand 
has  begim  shelving  plans  for  new 
chemical  plants.  In  Malaysia  and  In- 
donesia, investors 
are  halting  steel 
and  paper  miUs. 
THINK  BIG.  A  r  eal 
cleanup  will  requir( 
mergers  in  every- 
thing from  cars  an( 
telecoms  to  banks. 
And  longer  tenn, 
regionwide  consoli- 
dation is  needed.  Ii 
Southeast  Asia,  few 
l^roducers  of  chemi- 
cals, electronics, 
and  air'craft,  to 
name  a  few  sectors 
can  compete  out- 
side their  own  pro- 
tected markets. 
However,  if  they 
had  access  to  all  of  Southeast  Asia's 
500  million  consumers,  companies  effi- 
cient  enough  to  compete  globally 
should  emerge.  That's  one  concept  be- 
hind the  ASKAN  Free  Trade  Area  pad 
to  cut  tariffs  on  most  goods  traded 
within  the  region  to  near  zero  by 
2000.  Several  countries  are  backslid- 
ing to  shelter  their  steel,  chemical, 
and  telecom  industries.  This  fi'ee- 
trade  agenda  needs  to  stay  on  track. 

But  revamping  industry  will  be 
wTenchingly  difficult  for  East  Asia's 
politicians.  In  the  fledgling  democra- 
cies of  South  Korea  and  Thailand, 
they  must  somehow  face  down  power 
fill  tycoons  who  ftmd  their  political 
empii'es.  Elsewhere,  autocrats  who 
have  based  their  legitimacy  on  perpet 
ually  high  gTowth  have  to  let  go  of 
white-elephant  projects.  For  public 
consumption,  leaders  still  will  try  to 
blame  foreigners.  But  as  they  do,  they 
also  should  start  preparing  their  citi- 
zens for  tougher  times. 

Sen  ior  News  Editor  Engardio 
tracks  Asian  economic  trends. 
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Network  computing  without  scalability  just  doesn't  compute.  That's  why,  at  Sun,  we've  developed  a  complete  rar 
of  scalable  servers  and  storage  systems,  with  seamless  integration  from  PCs  to  the  desktop  to  global  computfer  environmcr 
A  single  Sun  system  can  manage  an  entire  enterprise,  providing  superior  price/performance,  uptime,  and  reliability  Our  ei 
lo-end  security  allows  you  to  confidently  run  your  decision-support,  resource  planning,  and  intranet  appUcations.  Our  Solar 
opcraling  environment  runs  large-scale  applications  better  than  any  other  platform,  accommodating  one  to  thousands  of  us 
And  our  Java  computing  techirologies  offer  a  smooth  transition  to  open  computing  in  the  next  millennium.  Netwc 
computnif-  w.ihoul  limitations.  Thai's  why  all  those  global  companies  are  growing  with  Sun.  And  that's  why  you  should,  t. 


We  have  the  plan,  the  products,  the  people.  We  have  over  fifteen 'years  of  focused 
enterprise  network  computing  experience.  We  offer  proven  technologies,  global  solutions, 
and  clear  competitive  advantages.  We  offer  you  a  future  without  limits.  If  that's  what 
you're  looking  for,  look  no  further.  We're  here.  THE  NETWORK  IS  THE  COMPUTER™ 
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I  NEW  BROOM  FOR 
{fE  CITY 

financial  services  will  come  under  the  eye  of  one  supercop 


is  a  hot  summer  aftemoon  in  Lon- 
jn,  and  the  spacious  office  in  the 
ank  of  England  is  sweltering.  But 
lieat  doesn't  seem  to  bother  Deputy 
3mor  Howai-d  Davies.  While  waiting 
;  summoned  to  a  meeting  with  bank 
3rnor  Eddie  George,  he  thinks  over 
weekly  soccer  match  fi'om  which  he 
just  returned.  "This  is  hard,  com- 
;ive  stuff,"  he  says  of  the  game, 
e  might  as  well  be  talking  about 
lext  job.  Tony  Blair's  Labour  gov- 
nent  has  tapped  the  46-year-old 
ies  to  help  keep  its  promise  to  clean 
Jritain's  scandal-plagued  financial  in- 
,ry  and  beef  up  protection  of  in- 
ors.  Beginning  on  Aug.  1,  Davies 
head  the  Securities  &  Investments 
rd,  Britain's  top  secu- 
s  regulator 
e  will  oversee  a  re- 
)ing  of  the  way 
ain's  financial  industiy, 
.'h  contributes  an  esti- 
3d  $250  biUion  a  year 
le  economy,  is  pohced. 
our  wants  to  expand 
SIB  to  monitor  virtu- 
the  entire  sector.  The 
lUed  self-regulatoiy  or- 
zations  (sROs),  which 
industry-funded  and 
?r  discrete  activities, 
be  dissolved,  and  the 
k  of  England  will  lose 
:ey  role  in  bank  super- 
m.  Davies  will  moni- 
everything  from  mu- 
funds  to  commodities 
ling  to  insui'ance. 
his  redesign  of 
ain's  regulatoiy  system 
big  opportunities 
big  risks.  If  Davies 
lages  the  task  success- 
i,  London  could  set  a 
paradigm  for  central- 
reg-ulation  in  a  world 
re  financial  disciphnes 
increasingly  integrat- 
And  one-stop  regula- 
could  make  it  easier 
watchdogs  in  one  fi- 
cial  capital  to  coordi- 
3  with  their  counter- 
;s  in  another. 


For  example,  in  the  events  leading 
to  the  1995  collapse  of  Barings  PLC, 
Bank  of  England  supervisors  were  un- 
aware of  the  wild  futures  trading  oc- 
curring at  the  Singapore  branch  of  the 
bank's  securities  arm,  which  fell  more 
under  the  jurisdiction  of  an  SRO.  Al- 
though lax  management  was  the  prima- 
ly  cause  of  the  crisis,  a  more  centralized 
regulator  might  have  spotted  the 
improprieties. 

BIG  BASKET.  But  some  experts  ask 
whether  it  makes  sense  to  consolidate 
supervision  of  such  different  industries 
as  insui'ance,  commodities  trading,  and 
investment  banking.  "Fitting  all  that 
under  one  roof  is  going  to  be  a  chal- 
lenge," says  U.  S.  Federal  Reserve 


LONDON'S  WATCHDOG,  HOWARD  DAVIES 


AGE  46 


EDUCATION 

Merton  College, 
Oxford;  Stanford 
Business  School 

PERSONAL 

Married,  two  sons 

CAREER 

McKinsey  &  Co., 
1982-87.  Adviser 
to  Chancellor  of 
the  Exchequer, 
1985-86.  Director 
General,  Confeder- 
ation of  British 
Industry,  1992- 
95.  Deputy  Gover- 
nor, Bank  of  Eng- 
land, 1995-97 


OFF  TO  THE  SALT  MINES  IN  THE  CITY 


Board  Governor  Susan  Phillips.  "I'm  not 
sure  all  of  the  ramifications  have  been 
thought  out." 

There  also  is  controversy  over  what 
the  governing  philosophy  should  be  in 
the  new  system.  British  prosecutors 
want  it  to  resemble  the  U.  S.  Securi- 
ties &  Exchange  Commission,  where  in- 
vestigators actively  track  down  fraud- 
sters. But  the  attitude  toward  financial 
crime  has  traditionally  been  softer  in 
London,  where  banks  fear  losing  cHents 
to  offshore  rivals.  Warns  one  senior 
banker:  "If  you  impose  a  strict  regime 
in  a  free  market,  other  centers  that 
aren't  so  inhibited  will  draw  away  busi- 
ness." So  Davies  must  walk  a  fine  hne 
between  reassiu^ing  industiy  players  and 
delivering  the  clean  markets  his  Labour 
bosses  demand. 

Davies  believes  that  speaking  with 
one  regulatory  voice  will  help  Britain 
advance  its  interests  in  Biussels  and  in 
international  financial  circles.  He  has  al- 
ready gone  on  the  road  to  explain  the 
new  system  to  the  U.  S.  Federal  Re- 
serve, the  Bundesbank,  and  the  Hong 
Kong  Monetary  Authority,  to  make  sure 
that  hues  of  communica- 
tion stay  open  during  the 
transition.  And  he  says  he 
finds  "a  huge  amount  of 
interest"  in  the  experi- 
ment. 

QUICK  STUDY.  The  choice 
of  Davies  to  cairy  it  out 
could  make  Blair  and 
Chancellor  of  the  Exche- 
quer Gordon  Brown  look 
smart.  Well-connected  po- 
litically, Davies  is  consid- 
ered one  of  Britain's  most 
flexible  managers.  "He  is 
extremely  quick  at  pick- 
ing up  a  new  situation," 
says  Sir  David  Lees,  chair- 
man of  GKN  PLC,  a  big  in- 
dustrial company  on  whose 
board  Davies  served. 

Davies  intends  to  have 
most  of  the  new  organiza- 
tion in  place  by  next 
spring  even  though  the 
enabling  legislation  won't 
come  until  1999.  But  all 
the  planning  in  the  world 
won't  shield  Davies  if  an- 
other Barings  materializes 
in  the  razzle-dazzle  City. 
He  has  led  a  chamned  life 
so  far.  But  he  will  need  all 
his  skill  and  not  a  little 
luck  to  keep  it  going. 

By  Stanley  Reed  in 
London,  with  Dean  Foust 
in  Washington 
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STATE  OF  WEST  VIRGINIA 

DEPARTMENT  OF  ADMINISTRATION 

BOARD  OF  RISK  AND  INSURANCE  MANAGEMENT 


4501  MACCORKLE  AVENUE  SW.  300  GHANNAMBLDG-  (304)  76d-2646  ADMINISTRATION 

SOUTH  CHARLESTON,  WV  25309  (304  )  766-2653  FAX 

CECIL     UNDERWOOD  (8°°'  345-4569    TOLL  FREE  WV 

GOVERNOR 

June  3.  1997 


Mr  Anthony  Galioto,  President 
AIG  Claim  Services 
70  Pine  Street,  21st  Floor 
New  York,  NY  10270 


Dear  Mr  Galioto: 


1  have  wanted  to  write  this  letter  for  some  time  But,  just  as  1  would  begin  to  write, 
AIGCS  would  again  do  something  to  impress  me.  Nonetheless,  1  did  want  to  stop  for  just  a 
moment  and  let  you  know  how  much  we  appreciate  the  outstanding  service  and  cost  savings 
AIGCS  provides  its  clients. 

Every  encounter  1  have  had  with  an  AJGCS  employee  has  left  the  impression  that  he  or 
she  is  fidly  committed  to  the  needs  of  their  cUeiit's  expectations  In  today's  business  world,  this 
should  be  a  standard,  but  often,  it  is  not. 

Additionally,  your  commitment  to  continuous  improvement  enables  your  staff  to  work 
with  chents  to  build  relationships  that  support  both  parties  in  developing  goals  and  objectives  As 
far  as  the  West  Virguiia  Board  of  Risk  and  Insurance  Management  (BRIM)  is  concerned.  AIGCS 
is  the  standard  by  which  we  measure  the  other  companies  for  service 

I  hope  you  share  this  correspondence  with  your  staff  and  with  any  prospective  chent  who 
would  be  interested  in  an  outside  opinion  of  your  service.  Again,  your  professionalism  and 
competence  are  very  much  appreciated. 


RLAslb 


wm 


WHO  SAYS  PEOPLE  DON'T  WRITE  THANK-YOU  NOTES  ANYMORE? 


From  workers'  compensation  to  professional  liability  to  fire  and  theft,  the  AIG  Companies  paid  over  $6  billion  in 
U.S.  claims  last  year.  We  are  committed  to  meeting  the  needs  of  our  customers,  particularly  when  they  need  us  most. 
And  you  know  we'll  be  there,  considering  that  our  claims-paying  ability  has  been  rated  Triple-A  by  the  principal 
rating  services.  To  find  out  more,  have  your  agent  or  broker  call  us.  Or  write.  We  like  getting  letters. 


AIG 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Companies.  Dept  A,  70  Pine  Street,  New  York.  NY  102/0  www  a;g  com 
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lONG  KONG'S  DEMOCRATS 

iRE  BUCKING  TUNG'S  REFORMS  

ample,  when  Tung  tried  to  get  the  legislature  to  annul  five 
laws  protecting  labor  rights,  passed  in  the  final  session  of  the 
pre-handover  Legco,  opponents  organized  petitions  and  a 
hunger  strike.  Following  their  campaign,  several  of  the  old 
laws  were  upheld,  while  three  relating  to  the  right  to  organize 
were  simply  suspended  pending  furthei'  discussion. 

Significantly,  the  episode  prompted  many  Provisional  Leg- 
co members  to  distance  themselves  fr-om  Tung.  Legislators — 
from  the  pro-communist  trade  union  grouping,  the  Hong 
Kong  Federation  of  Trade  Unions  (ftu),  the  pro-Beijing  De- 
mocratic Alliance  foi-  the  Betterment  of  Hong  Kong  (dab),  and 
some  members  of  the  business  tycoon-dom- 
inated Liberal  Party — know  they  have  to 
face  the  voters  next  year  So  they  don't 
want  to  look  like  mere  rubber  stamps  in 
the  service  of  Tung  and  the  business  lead- 
ers in  his  Cabinet. 

Timg's  tendency  to  treat  the  legislature 
in  cavalier  fashion  is  helping  democracy 
groups  widen  the  nascent  split.  Since  as- 
suming office,  he  has  repeatedly  asked 
Legco  members  to  pass  bills  on  short  no- 
tice. Recently,  for  example,  he  gave  them 
just  one  day  to  consider  his  nomination  of 
15  Court  of  Appeal  judges. 

It's  a  big  turnaround  since  pre-handover  times  when 
Tung  regularly  admonished  critics  to  "respect  the  Basic 
Law,"  the  new  Hong  Kong's  constitution.  These  days,  op- 
ponents are  throwing  his  advice  back  in  his  teeth  as  Tung 
tries  to  limit  voting  rights,  repeal  pre-handovei-  laws,  and 
pass  restrictive  new  immigi-ation  laws.  "The  government 
has  no  respect  for  the  Basic  Law  or  even  the  rule  of  law, 
full  stop,"  says  ousted  Legco  democrat  Emily  Lau,  "but 
next  year  it  will  be  time  for  revenge."  If  voters  agree  with 
her,  Beijing's  promises  to  give  Hong  Kong  wide  autonomy 
will  be  put  to  a  severe  test  next  year. 

By  Dave  Lindorff  in  Hong  Kong 


|i-()-democracy  activists  looked  like  the  big  losers  in  Hong 
r Kong's  reversion  to  Chinese  sovereignty  on  July  I.  They 
were  shut  out  of  the  Beijing-appointed  Provisional  Leg- 
itive  Council  (Legco)  that  niles  the  newly  created  Special 
Iministrative  Region  (sar).  Then,  Hong  Kong  Chief  Exec- 
ve  C.  H.  Tung  began  chipping  away  at  old  laws  enshi-ining 
il  liberties.  And  on  July  28,  three  Court  of  Appeal  judges 
pped  down  a  challenge  to  Legco's  legality. 
But  Hong  Kong's  pro-democracy  critics  of  Beijing  and 
ng  ai'e  no  longer  in  retreat.  Indeed,  getting  thrown  out  of 
!  old  Legco  seems  to  have  energized  them.  They  have  re- 
covered the  street  smarts  that  helped 
im  wrest  concessions  from  the  British, 
iw  they  are  deploying  them  to  rally  pub- 
support  against  Provisional  Legco  bills. 
'ELY  CAMPAIGN.  The  campaign  for  Legco 
ctions,  due  next  May  or  June,  has  ef- 
tively  begun  and  will  be  a  fai"  livelier  and 
ire  open  affaii"  than  Beijing  planned.  "The 
vernment  is  trying  to  prevent  us  from 
ving  any  voice,  but  public  support  for 
keeps  growing,"  says  Democratic  Party 
le  Minky  Worden. 
Political  analysts  say  the  democrats  may 
3n  be  sufficiently  strong  to  win  more  than  20  of  Legco's  60 
its.  That  would  be  a  slap  in  the  face  for  the  government 
d  Beijing  and  could  cause  serious  headaches  next  year 
ng  is  tiying  to  avoid  such  pain  with  a  complicated  electoi'al 
1/  that  severely  crimps  opponents'  chances  of  winning  seats, 
ins  outlined  in  June  would  set  at  just  20  the  number  de- 
led by  universal  suf&'age.  Another  30  are  reserved  to  pro- 
iSional  and  coiporate  voters,  with  a  final  10  appointed  by  an 
action  Council.  The  scheme,  say  analysts,  is  designed  to  lim- 
opponents  to  as  few  as  12  seats. 

Already,  the  democrats  and  their  labor  union  allies  are 
^cessfully  driving  a  wedge  into  the  pi'o-Beijing  monolith  in 
3  Provisional  Legco  by  picking  hot-button  issues.  For  ex- 


STYMIED:  Legco  rebuffed  the  boss 


GLOBAL  WRAPUP 


tOMBS  IMPERIL  MIDEAST  TALKS 

The  two  deadly  suicide  bombs  that 
ipped  through  West  Jerusalem's 
ilahane  Yehuda  market  July  30  will 
lelay — and  possibly  derail — the  metic- 
ilously  orchestrated  resumption  of 
sraeli-Palestinian  talks.  The  risk  now 
3  that  both  Israeli  Prime  Minister 
benjamin  Netanyahu  and  Palestinian 
eader  Yassir  Arafat  could  find  them- 
;elves  too  weakened  politically  to 
nove  ahead  with  the  peace  process. 

Netanyahu,  elected  14  months  ago  on 
I  security-fii'st  platform,  is  trapped  be- 


tween the  Palestinians'  mistrust  and 
gi'owing  pressiu-e  from  his  natural  con- 
stituency among  Israel's  political  and 
religious  right.  Within  hoiu's  of  the 
bombing,  light-wing  Israelis  demon- 
strated to  demand  Netanyahu's  resigna- 
tion. Ai-afat's  administration  is  under 
unprecedented  domestic  attack  for  al- 
leged widespread  conoiption.  Besides, 
the  Jerusalem  bombing  demonstrates 
that  Ai'afat  is  still  unable  to  control 
Palestinian  extremists. 

U.  S.  interests  in  the  region  could  be 
damaged  if  the  peace  process  went  into 
limbo  for  long.  Anti-AjTierican  rhetoric 


in  the  local  press  of  traditional  U.  S.  al- 
lies such  as  Egypt  and  Saudi  Arabia  is 
more  extreme  than  at  any  time  since 
the  mid-1970s.  Syiia,  once  a  part  of  the 
U.  S.-led  gulf  war  coalition,  is  mending 
fences  with  Saddam  Hussein's  Ii'aq.  Oil- 
rich  gulf  countries — until  recently  the 
principal  supporters  of  the  U.  S.'s  anti- 
Iran  ix»licy — have  similarly  been  mov- 
ing to  build  bridges  vrith  Telrran.  And 
almost  all  Ai"ab  states  have  pointedly 
refused  to  support  U.  S.-backed  plans  to 
convene  a  vast  Middle  East  economic 
conference  in  Qatar  in  November. 

By  John  Rossant  in  Rome 
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FILM  FINANCING 


MOVIE  CRAZY 


ALL  STREET 

Investors  are  lining  up  to  pay  first  and  get  paid 


FOX'S  TITANIC:  A  budget  c 
us  inHch  us  $300  million 


Like  Sandra  Bull(jck's  disaster-prune 
character  in  Speed  2,  Twentieth 
Centiuy  Fox  P^ilm  Coip.  has  spent 
the  summer  bouncing  from  one 
mishap  to  anotlier  The  stucho,  a  unit  of 
Rupert  Miu'doch's  News  Coip.,  released  a 
pair  of  big-budget  moneyk)sers  in  Vol- 
cano and  Speed  J.  To  make  matters 
worse.  Titanic,  with  a  budget  approacli- 
ing  $::>00  million,  has  been  delayed  fi-om 
July  2  to  around  Chilstmas.  Despite  the 
flops,  there's  an  eerie  calm  on  the  Fox 
lot.  "We're  not  i)ushing  any  alarm  bells 
ai'ound  here,"  says  one  studio  exec. 

Wliy  not?  Fox,  like  many  studios,  is 
refining  the  art  of  using  other  pecjj^le's 
money.  The  latest  gam- 
bit sweeping  through 
Tinseltown  is  "off-bal- 
ance-sheet financing."  In 
the  past  year,  studios 
have  raised  more  than  $2 
billion  by  bundling  up  as 
an  asset  three  years" 
worth  of  their  entire 
slate  of  mo\'ies  and  sliift- 
ing  ownersliip  of  these 
films  to  outside  investoi-s. 
After  five  years,  when 
revenues  from  overseas, 
video,  and  TV  sales  have 
been  collected  on  those 


releases,  the  studios  buy  the 
the  outside  investors. 

It's  a  sweet  deal  for  the  studios.  "We 
spend  the  largest  amount  of  our  re- 
sources on  [moviemaking],  the  ai-ea  that's 
liskiest,"  says  one  top  exec  of  a  major 
entertainment  company.  "That's  pretty 
stupid."  Now,  with  off-balance-sheet  fi- 
nancing, they  get  to  make  movies  at  little 
financial  risk  and  even  recover  most  of 
their  costs  and  collect  big  fees  from  the 
outside  investors  for  marketing  and  dis- 
tribution. And  if  any  of  the  movies  are 
hits,  the  studios  still  collect  the  li(jn's 
share  of  any  net  profits  (table). 

While  it's  clear  whv  studios  Wduld 


Sweet 
Deals? 


NEW  COMPANY'S 
CAPITAL  STRUCTURE 


NEW  COMPANY'S 
PAYOUT 


4%    of  equity  capital  is  provided  entirely  by 

outside  investors 
96%  of  debt  capital  is  guaranteed  by  banks 

4%    of  any  net  profits  go  to  outside 

investors,  after  paying  huge  studio  bills 
and  debt  service 

96%  of  any  net  profits  go  to  the  studios, 
which  don't  invest  any  capital 


jump  at  the  deals,  it's  less  e' 
why  outside  investore  ai'e  p< 
ing  money  into  them.  The 
biggest  securitizations  h 
been  arranged  for  Fox 
Universal  Studios  Inc.  by  C 
corp  Secmities,  Citibank's 
vestment-banking  unit.  0 
the  past  year,  it  has  hel] 
lioth  studios  create  paper  c( 
panies:  Fox's  is  New  Millei 
um  Investors  LLC,  and  Uni\|*' 
sal's  is  Galaxy  Investors 
Citicoip  found  wealthy  indi^  ^ 
ual  and  institutional  invest  ' 
to  contribute  all  of  the  pa  ^ 
companies'  equity  capital,  f' 
HAPPY  RETURNS?  Citicoip  tl  51 
arranged  for  New  Millenni  f 
and  Galaxy  to  borrow  h  ™ 
dreds  of  millions  against  t  ' 
equity  and  the  potential  as  »' 
value  of  all  the  movies  e;  - 
studio  will  release  for  a  thi'  ^ 
year  period.  Galaxy  has  i 
million  in  equity  capital  i  *i 
$1.06  billion  in  debt,  while  N  »i 
Millennium  has  .$40  milUon  I)' 
equity  fi'om  outside  invest  s.- 
and  $960  million  m  debt.  S  t 
(lios  get  all  of  the  money  tl  m 
is  raised,  and  none  of  the  debt  shows  I 
on  their  balance  sheets.  That's  a  hi  1b 
boost  for  News  Corp.  and  Univers  Is 
which  ai'e  using  freed-up  capital  to  m£  W 
other  acquisitions.  The  debt  is  back  fi 
by  Citicoip,  which  gets  big  fees  and  iit 
positioned  to  do  other  studio  deals 

This  is  nirvana  for  the  studios.  Ttjia 
get  access  to  cheap  money  and  the  o  ist 
side  investors  and  banks  have  no  pow  » 
over  how  the  movies  get  made.  Wh£ ' ! 
more,  studios  will  recover  most  of  th  o\ 
costs  and  collect  those  big  fees,  befc 
outside  investors  see  any  net  profi 
wiiich  ai'e  often  elusive  in  the  movie  bi  nt 
ness.  And  wiiile  banking  industiy  sour( » 
say  Citicoip  has  told  oi 
side  investors  that 
studios  will  refund  soi 
of  these  marketing  a  Id 
distribution  fees  in  tp' 
event  of  a  stiing  of  flo]  Ji 
misunderstandings  co 
monly    occur    in  t 
treacherous  world  of  st 
dio  accounting. 

So  why  do  investd 
continue  to  line  up?  Ci 
corp  declined  to  discuu 
its  marketing  pitch 
name  its  cHents.  Bf 
soiu'ces  familiar  with  t 
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s  say  Citicoip  tells  its  investors  that 
istically,  each  major  studio  will  have 
monster  hit  over  thi'ee  years.  Bank- 
on  the  statistical  probability  of  such  a 
Citicoii)  forecasts  a  minimum  annu- 
d  rate  of  return  of  15%.  But  the  pos- 
ity  that  the  studio  will  beat  the  odds 
deliver  moi'e  hits  is  what's  drawing 
stoi-s.  "There  is  always  someone  who 
ks  they  can  do  a  Uttle  better  by  tak- 
en more  risk,"  says  New  York  finan- 
planner  Richard  L.  Jaffe,  who  hasn't 
[  the  offeiing  but  wonders  "why  any- 
would  invest  in  the  film  industiy." 
•oth  studios  have  ah'eady  dehvered 
hits  for  investors,  with  Fox's  Inde- 
ience  Day  for  New  Millennium  and 
versal's  The  Lost  World  for  Galaxy, 
how  much  the  investors  will  actually 
is  unclear.  The  marketing  costs  for 
1  films  were  huge,  and  The  Lost 
id  dii'ector  Steven  Spielberg  took  a 
piece  of  the  studio's  gi'oss  on  the 
.  Moreover,  the  huge  profits  from  hit 
3  get  put  in  the  overall  kitty,  so  prof- 
rom  a  monster  hit  like  Independence 
',  where  outside  mvestors'  cut  to  date 
bout  $16  million,  is  eaten  away  by 
88  on  expensive  duds  like  Speed  2. 
TY  TIME.  As  long  as  Citicoip  keeps 
money  flowing,  other  studios  can  be 
acted  to  join  the  party.  But  so  far, 
coi-p  is  the  only  bank  to  have  sold 
ity  to  outside  investors.  Other  banks 
issuing  credit  lines  secui'ed  by  a  stu- 
5  upcoming  films.  Sony  and  mgm  are 
loring  such  deals,  while  PolyGram 
Time  Warner  Inc.'s  New  Line  Cine- 
have  recently  closed  deals  worth  hun- 
Is  of  millions. 

[ollywood  doesn't  have  the  gTeatest 
)rd  with  outside  investors.  Fibn-pro- 
tion  limited  partnerships  flourished 
he  mid-1980s,  until  a  change  m  tax 
killed  them  off.  But  just  last  month, 
istors  in  one  such  decade-old  Limited 
:nership  sued  Walt  Disney  Co.  over 
'  much  Disney  paid  the  partnership 
ownership  of  19  fikns  that  included 
3  Framed  Roger  Rabbit?  and  Three 
1  and  a  Baby.  Such  conflicts  could 
nt  investors  in  New  Millennium  and 
jxy  as  well:  After  five  yeai's,  Univer- 
and  Fox  must  buy  back  films  held 
the  newly  created  companies.  And 
it  those  movies  will  be  worth  by  then 
Id  be  subject  to  dispute,  though  Citi- 
3*s  offering  pegs  the  price  tag  to  a 
nula  tied  to  the  film's  revenues,  not 
•e  subjective  net  profits. 
)f  course,  studios  don't  like  to  talk 
ut  such  unpleasantness,  flush  as  they 
with  billions  of  dollars  in  fresh  cash, 
j've  leamed  that  if  you  fleece  your 
tner,  there  won't  be  many  partners 
and  after  awhile,"  says  Casey  Silver, 
iiTnan  of  Univei-sal  Pictm-es'  film  imit. 
■  now,  they  just  keep  coming. 

By  Romld  Grover  in  Los  Angeles 


DEALS 


THE  AVIS  IPO: 
BUYER  BEWARE 

The  upcoming  offering  is  a  sorry  second  to  Hertz's  deal 


Rent-a-cai'  giant  Heitz  Corp.  went 
public  in  April,  and  for  individ- 
ual investors  such  as  Roland  Ott, 
Hertz  has  been  one  dreamy  ride. 
An  executive  at  SAii'Group  in  Zurich, 
Ott  bought  400  shares  at  the  $24  offer- 
ing price  and  watched  as  they  soared 
above  $39.  In  July,  when  the  stock  hit  a 
rough  patch,  Ott  sold  out,  bagging  a 
profit  of  nearly  50%  in  12  weeks.  "1  was 
very  happy,"  he  says,  adding  that  he 
may  look  at  Hertz's  ai-chiival.  Avis  Rent 
A  Cai"  Inc.,  which  by  October  expects  to 
sell  stock  of  its  own. 

Mr.  Ott,  words  to  the  wise:  Proceed 
with  caution. 

Yes,  both  companies  are  in  the  car- 
rental  business.  And  yes,  the  trend  to- 
ward higher  rates  that  is  lifting  Hertz 
also  will  buoy  Avis.  But  Avis  has  de- 
signed a  far  different  vehicle  for  pubhc 
ownersliip.  "Hertz  is  a  very  stable,  well- 
managed  company  with  modest  lever- 
age," says  a  Wall  Street  analyst  who 
knows  both  rivals 
well.  "Avis  is  a  veiy 
risky,  highly  lever- 
aged proposition." 

The  Avis  stock 
offering  would  he 
the  second  major 
transaction  for  the 


Who  Drives  a  Better  Bargain? 


SALES  (MILLIONS) 
NET  EARNINGS  (MILLIONS) 


sold  itself  for  $806.5  million  to  hfs  Inc., 
a  Pai'sippany  (N.J.)  creation  of  financier 
Hemy  R.  Silvemaan.  Franchisor  of  such 
businesses  as  Ramada  hotels  and  Cen- 
tury 21  Real  Estate  offices,  hfs  has 
used  a  bhtz  of  buyouts  to  multiply  its 
revenues  tenfold,  to  $2  bOhon,  in  five 
years.  Right  now,  hfs  is  awaiting  an 
$11  bilUon  stock  merger  with  mammoth 
marketer  eve  International  Inc. 
MISSING  PARTS.  With  Avis  coming  pub- 
lic again,  neither  hfs  nor  underwriter 
Bear,  Stearns  &  Co.  would  discuss  the 
deal  in  any  detail.  But  a  secuiities  filing 
lays  it  out:  hfs  hopes  to  sell  public  in- 
vestors 75%  of  Avis  Rent  A  Car — arac 
for  short — for  $225  million.  Sound 
cheap? 

Not  when  you  read  the  filing  and  dis- 
cover that  ARAC  is  not  what  most  people 
think  of  as  Avis,  the  world's  No.  2  car- 
rental  concern,  with  4,200  outposts 
worldvride  aU  tied  together  by  comput- 
erized reservations  and  management 
systems.  That  net- 
work stOl  exists,  but 
Avis'  key  assets — its 
brand  name,  fran- 
chising operation, 
and  computer  sys- 
tems— won't  be  pait 
of  ARAC.  Instead, 


HERTZ  AVIS* 
FISCAL  YEAR  1996 


$3,668 
$159 


$1,868 
$5.8 


PRETAX  PROFIT  MARGINS        7%  1.1% 

company    m    less    those  corporate  jew- 

than  a  year.  Last    PRICE/1996  EARNINGS  23  52** 

fall,  the  employee-     'pro  forma '"indicated 
owned      company  company  reports 


els  will  stay  with 
HFS,  where  Silver- 
man expects  to  ex- 
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Get  Online 
and  get 

In  Touch! 

Business  Week  Online's 
Small  Business  Center 
on  America  Online  is  a 
place  where  small-business 
owners  and  entrepreneurs 
can  find  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 


AHEND 


specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions. 


COMMUNiCATL 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  small 
business  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  busmess  and  other  subjects. 


INTERACT 


with  Busmess  Week  editors. 


BE  IMAGINATIVE 


Use  the  Small  Business  Center  in  the  way 
that  works  best  for  you  and  your  business. 


From  the  Business  Week  Online  main  screen,  click  the 
BW  Plus!  button,  then  select  BW  Online's  Small 
Business  Center  from  the  list  of  BW  Plus!  choices. 


.A 


Koi  ?  free  trial  diskette  including  50  free 
hoc  -  on  AOL,  call  1-800-641-4848  and 

meniicn  t  'jsiness  Week. 


ploit  them  across  busmess  lines,  hfs,  for 
example,  could  use  Avis'  Wizard  reser- 
vations system  to  book  rooms  for  its 
hotel  chains. 

So  what's  left  for  arac?  It  will  be 
merely  one  of  many  Avis  franchisees, 
albeit  one  with  the  right  to  run  414 
high- volume  outlets  in  the  U.  S. — and 
additional  outlets  abroad — that  had  been 
owned  by  Avis.  Like  any  franchisee, 
ARAC  will  pay  hfs  for  the  use  of  the 
Avis  name,  initially  at  a  rate  of  4%  of 
revenues.  This  year,  that  would  work 
out  to  an  estimated  $80  million — dou- 
ble what  all  of  Avis  netted  in  1996. 

HFS  also  can  charge  arac  for  other 
services,  such  as  reservations  and  com- 
puter work.  But  allocating  those  costs 
could  be  tough,  since  many  of  those  ex- 
penditures will  also  benefit  the  Avis  as- 
sets that  HFS  will  continue  to  own. 


million,  as  a  Lehman  Brothers  Inc. 
port  suggests — it  would  sell  for  nea\ 
19  times  earnings.  Hertz  shares  go 
16  times  estimates  of  1998  profit. 

Since  arac's  stmctiu'e  differe  so  mih 
from  Hertz's,  it  may  make  more  sei 
to  value  it  as  a  rental  franchise.  ( 
way  to  do  that  is  to  take  a  multiple 
operating  income,  adjusted  for  inter 
expense  and  nonvehicle  debt.  Anotl 
method  is  to  multiply  the  numbei- 
cars  in  a  fleet  by  $1,000.  The  first  si 
gests  a  value  for  arac  of  $207  milli 
the  second,  no  more  than  $196  milli 
Either  way,  concludes  an  executive 
an  Avis  rival  who  has  bought  and  s 
many  car-rental  fi-anchises,  .$300  mill 
implies  "a  multiple  [much]  lugher  tl 
we  would  feel  comfortable  paying." 

Assigning  a  value  to  arac  is  e\ 
more  difficult  because  it  has  a  tangi 


Avis  has  designed  a  stripped-down  vehicle  for 
its  IPO.  Investors  won't  be  buying  an  intact 
worldwide  car-rental  system.  They'll  get  only 
the  assets  Avis'  current  owner  is  slicing  off 


"Whatever  hfs  spends,  they  will  rebill  it 
to  [arac],"  says  WiUiam  Sider,  Hertz's 
chief  financial  officer,  arac  will  have  its 
own  management  to  look  out  for  its  in- 
terests, of  course,  but  with  a  2.5%  stake 
and  several  directors  on  the  board,  HFS 
will  have  considerable  influence. 

These  facts  alone  make  shares  in 
arac  a  sorry  second  to  what  investors 
got  with  Hertz  (table,  page  61).  It  re- 
mained intact  when  its  majority  owner, 
Ford  Motor  Co.,  sold  shares  to  the  pub- 
lic. Yet  even  on  its  own  terms,  stock  in 
arac  faces  a  cloudy  future.  That's  be- 
cause, judged  several  ways,  the  initial 
price  hfs  wants  for  arac  seems  inflated. 
DO  THE  MATH.  If  the  arac:  offering  goes 
through  as  envisioned,  Silvennan's  leg- 
erdemain would  create  $300  million  in 
market  value  for  a  chunk  of  Avis  rep- 
resenting just  16%  of  its  fair  asset  val- 
ue. The  trouble  is,  hfs  paid  .$806..5  mil- 
lion for  the  whole  tiling  last  fall.  Do  the 
math,  and  it  implies  a  value  today  of 
nearly  $1.9  billion  for  all  of  Avis — a  bil- 
lion-buck leap  in  less  than  a  year.  An 
hfs  spokesman  declined  to  discuss  how 
hfs  valued  arac. 

Had  arac  been  pubUc  last  year,  the 
filing  shows,  it  would  have  eamed  $.5.8 
million,  implying  a  price-earnings  ratio 
of  .52.  For  Hertz,  the  figure  is  23.  Even 
if  ARAC  were  to  see  earnings  soar  next 
year  on  rising  rental  rates  and  im- 
provements made  by  hfs — to,  say,  $16 


net  worth  of  negative  $120  miUi 
What  happened?  A  huge  slug  of  di 
and  goodwill  (an  intangible  ass 
swamped  the  balance  sheet,  ara 
goodwill — accounting  lingo  for  the  p 
mium  HFS  paid  last  year  over  the  1 
market  value  of  Avis'  assets — came 
$197  million,  or  59%  of  the  total  gooch 
HFS  created  in  buying  Avis.  Yet  the  ii 
company  got  just  $75  million,  or  16*% . 
Avis'  fair  asset  value.  All  that  good\ 
could  cast  a  shadow  over  arac's  futi 
earnings,  since  it  must  be  waitten 
over  40  year's.  If  the  amount  of  good^ 
turns  out  to  be  excessive,  the  comp; 
could  have  to  accelerate  the  wTite-o 
hurting  earnings  even  more,  hfs  no 
that  it  follows  generally  accepted 
counting  principles. 

Of  course,  one  reason  arac  sha 
look  expensive  is  because  of  the  h, 
bargain  Silverman  drove  when  i 
bought  the  company  last  fall.  The  m'- 
ket  values  Hertz  at  about  one  times 
sales.  On  that  basis,  an  intact  Avi.< 
ally  is  worth  about  $1.9  bilhon,  \  a~ 
more  than  hfs  paid  for  it.  The  jir 
lem  for  investors  is  that  they  art 
getting  an  intact  Avis.  They're  gett 
the  part  Silverman  has  chosen  to  sit 
off.  Knowing  that,  Roland  Ott  and  otib' 
investors  may  want  to  think  twice  > 
fore  getting  on  the  other  side  of  a  dil 
with  hfs. 

By  Robert  Hm: 


A  Division  of  The  McGraw-Hill  Companies 


In  the  WoFLd  of  High-Tech, 
Change  Happens  Fast. 

Now  There  Are  Two  New 
Ways  to  Get  Up  to  Speed. 


ustness  Wee 

A  special  report  on 
Silicon  Valley  in  the 
August  18-25, 1997 
double  issue 

On-salefor  two  weeks 
lingAugustS,  1997 


CNBC 

lementary  coverage  of 
ii  Valley  for  two  weeks 
inning  August  4, 1997 

Check  local  listings  for 
nnel  number  and  time  \ 


This  summer  Business  Week  and  CNBC  are  teaming  up  to  provide  a  comprehensive 
and  timely  look  at  the  phenomenon  that  is  Silicon  Valley.  In  its  August  18-August  25 
special  double  issue,  Business  Week  will  explore  the  past,  present  and  future  of  this 
vaunted  slice  of  Northern  California.  Beginning  August  4  and  running  for  two  weeks, 
CNBC  will  pick  up  where  Business  Week  leaves  off,  with  complementary  coverage  in 
segments  throughout  the  day. 

Both  Business  Week  and  CNBC  will  talk  to  the  people  who  put  SUicon  Valley  on  the 
map  and  examine  how  the  unorthodox  business  culture  born  here  has  increasingly 
become  the  model  for  Corporate  America.  Other  technology  hot-spots  around  the 
globe,  some  already  well-known,  others  likely  to  become  household  names,  will  also 
be  featured  in  these  special  reports. 


The  world  is  changing;  don't  get  left  behind. 
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WANTED: 

GOOD 

Why  managing  succession  is  such  a  problem 
-and  what  companies  ought  to  do  about  it 


//  yoii  are  planning  for  one  year,  grow 
rice.  If  you  are  planning  for  20  years, 
grow  trees.  If  you  are  playming  for  cen- 
times, grow  men. 

— A  Chinese  proverb 

Well,  it  is  only  a  proverb,  and 
maybe  one  best  suited  to  a  for- 
tune cookie.  Don't  expect  to 
find  it  as  a  statement  of  pur- 
pose in  many  executive  suites  today. 
With  the  revolving  door  at  the  top  of 
Coiporate  America  spinning  faster  than 
ever,  the  days  when  corporations  spend 
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countless  hours  and  milhons  of  dollars 
cultivating  legions  of  executives  for  the 
top  job  ai'e  fast  disappeaiing.  As  Gilbert 
F.  Amelio's  abrupt  exit  at  Apple  Com- 
puter or  John  R.  Walter's  surprise  res- 
ignation from  AT&T  make  clear,  ceo  suc- 
cession has  become  a  messy  melodrama. 
And  few  companies  seem  to  have  the 
time,  the  luxiuy,  or-  the  patience  to  gi-ow 
CEOS  anymore. 

Yet  there  are  few  management  is- 
sues of  greater  importance  to  compa- 
nies, their  investors,  or  their  employ- 
ees than  who  will  lead  a  corporation  in 
the  future.  The  recent  blowups  under- 
score the  imperative  for  CEOs  and  their 
boards  to  do  a  better  job  of  preparing 
for  succession.  And  as  the  generation 
of  executives  whose  careers  began  in 
the  postwar  years  hits  retirement  age, 
the  issue  will  play  out  in  record  num- 


bers: Of  the  500  companies  in  the  Stan- 
dard &  Poor's  index,  17%  have  CEOs 
who  are  63  or  older.  According  to  Bain 
&  Co.,  that's  up  from  only  10%  in  1993. 

Already,  headhunters  are  scouring 
the  landscape  for  new  chiefs  at  at&t, 
Apple,  Delta  Air  Lines,  Raytheon, 
Quaker  Oats,  and  Unisys.  Close  be- 
hind are  a  host  of  other  corporate 
powerhouses  that  will  soon  have 
to  decide  who  is  most  quahfied  to 
fill  the  CEOS  shoes.  For  such 
high-profile  companies  as  Walt 
Disney,  Ford  Motor,  IBM,  Coca- 
  Cola,  Citicorp,  and  Gen- 
eral Electric,  the  ques- 
tion of  succession  is 
innminent  and  ongoing. 
But  how  best  to 
choose  a  new  ceo?  In  the 
wake  of  one  succession 
shuffle  after  another,  it 
is  fast  becoming  a  ma- 
jor focus  in  manage- 
ment  circles.  In 
September,  the  Na- 
tional Association  of 
Coi'porate  Direc- 
tors will  convene 
a  blue-ribbon 
panel   to  ex- 
p  1  0  !•  e  how 
boards  should 
approach  the 
issue.  McKin- 
sey  &  Co.,  the 
tony  consulting 
firm,  has  just 
embarked  on 
a  major  re- 


64  BUSINESS  WEEK  /  AUGUST  11,  1997 


SUCCEEDING 
AT  SUCCESSION 

Here's  a  list  of  "best 
practices"  from 
companies  with  a 
reputation  for  skillfulbi 
grooming  mayiagers  for 
the  top  job 


►  The  CEO  and  the 

board  communicate 
once  or  twice  a  year  on 
who  would  take  over  in 
a  crisis,  reviewing  their 
choices  as  the  compa- 
ny's strategy  shifts 

►  The  board  is  deeply 
Involved  In  succession 


►  Directors  periodical- 
ly review  Internal  can- 
didates against  compa- 
rable outsiders 

►  All  potential  Inside 
candidates  meet  regu- 
larly with  the  board, 
both  In  business  and 
social  settings 


►  Chief  executive  pay  is 
tied  to  the  development 
of  succession  plans 

►  Next-generation 
CEOs  are  encouraged 
to  accept  an  outside 
board  assignment,  and 
get  exposure  to  the 
media  and  Investors 


►  The  compan'Jir 
the  drama  of  SLce 
by  reducing  hor;  i 
among  top  conti' 

►  The  CEO  nuu; 
succession  cuHre 
which  promlsinie 
are  given  jobs  it^ 
to  broaden  thei 


search  effort  dubbed  "The  War  for  Tal- 
ent" to  study  the  best  practices  in  the 
recruitment,  development,  and  reten- 
tion of  a  company's  talent  pool. 

Much  of  the  spotlight  on  ceo  succes- 
sion comes  in  the  wake  of  the  bloody 
dustups  that  have  filled  the  business 
pages  of  late.  But  in  recent  years,  there 
also  have  been  major  changes  in  the 
way  succession  is  planned  and  executed. 
In  part,  that's  due  to  pressure  from  in- 
stitutional share- 
holders. The  mas- 
sive downsizings 
that  have  weakened 
the  bench  strength 
of  many  companies 
have  also  played  a 
role.  They've  made 
companies  far  more 
willing  than  before 
to  go  outside  their 
ranks  for  a  new 
CEO.  Back  in  the 
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late  1960s,  only  9% 
of  new  leadei's  came 
from  outside.  Now, 
nearly  a  third  of 
CEOS  at  the  top 
1,000  pubhc  compa- 
nies are  outsiders — 
and  that  number  is 
likely  to  gi-ow. 

But  the  biggest 
change  may  simply 
be  the  influence  directors  now  wield  in 
the  process.  Choosing  a  successor  was 
once  the  near-exclusive  province  of  the 
outgoing  boss,  who  would  present  his 
pick  to  a  generally  compliant  board. 
Now,  outside  directors  at  companies 
ranging  from  Campbell  Soup  to  Merck 
and  General  Motors  are  taking  a  far 
bigger  hand  in  selecting  tlie  new  boss. 
In  a  few  notable  cases,  boaid^  are  even 
taking  charge.  "In  the  past,  tiicre  was  a 
huge  onus  on  the  ceo  to  gi'oom  liis  own 
successor,"  says  Susan  Gretchko  of  Be- 


^  MICHAEL  EISNER  54 

CHAIRMAN  AND  CEO.  WALT  DISNEY 
RETIREMENT  DATE:  NONE 

Since  President  Michael  Ovitz  quit 
in  December,  1996,  there's  no  obvi- 
ous successor  to  Eisner,  who  had 
heart  bypass  surgery  in  July,  1994. 


loitte  &  Touche  Consulting.  "Today,  the 
onus  for  developing  and  finding  a  suc- 
cessor has  moved  to  the  board." 

Of  course,  boards  are  hardly  fail-safe 
either  Apple's  directors  now  have  three 
failed  CEOs  to  theii'  credit.  But  with  the 
shift,  many  boards  are  redefining  their 
own  roles,  as  well  as  rethinking  how 
much  involvement  the  CEO  should  have 
in  naming  his  oi'  her  replacement.  They 
are  taking  more  responsibility  for  the 
timing  of  the  boss's 
exit,  making  succes- 
sion planning  a 
component  of  the 
CEOS  yearly  perfor- 
mance review,  and 
in  many  cases,  de- 
bating v/hat  is  the 
right  division  of  la- 
bor between  the 
board  and  the  out- 
going chief.  "When 
a  CEO  and  the  com- 
pany are  doing  veiy 
well,  he  tends  to 
get  the  benefit  of 
the  nod,"  says  Rich- 
ard L.  Thomas,  for- 
mer chairman  of 
First  Chicago  nbd 
Corp.  and  a  direc- 
tor on  several 
boards.  But  if  the 
CEO  is  on  the  rocks 
himself,  "the  board 
tends  to  be  more 
assertive." 

Ideally,  say  ob- 
servers, outside  directors  should  con- 
trol the  succession  process,  interviewing 
all  internal  candidates  for  the  top  job 
and  hiring  a  seai'ch  fiim  to  benchmark 
insiders  against  the  best  outside  talent. 
"The  most  important  thing  a  board  has 
to  do  is  to  decide  who  has  to  run  the 
place,"  says  John  H.  Biyan,  CEO  of  Sara 
Lee  Corp.  and  a  director  at  Amoco, 
First  Chicago,  and  (JM.  "I  have  been  on 
boards  for  almost  20  years,  and  the  at- 
tention given  to  this  is  vastly  ahead  of 
what  it  used  to  be." 


For  many  companies,  it's  a  top 
mind  concern,  ge  Chairman  and  ( 
John  F.  Welch,  who  plans  to  retire 
31^  years  when  he  turns  65,  refuses 
publicly  discuss  his  much  watched 
cession  with  U.  S.  reporters,  but  he 
cently  told  the  French  magazine  L'j 
pansion  that  the  issue  has  become 
obsession"  for  him.  "It's  on  my  m 
constantly,"  said  Welch.  "Finding 
right  person  is  the  most  important  th 
I  can  do  for  the  company." 
TAILSPIN.  At  ge,  there  are  roughly  1 
a  dozen  serious  candidates  for  Well 
job.  But  at  the  vast  majority  of  cor 
rations,  there  are  far  fewer,  if  any,  Iw 
cal  internal  successors.  Most  observr 
agree  that  if  something  happened;; 
Microsoft  Corp.'s  William  H.  Gates  I 
or  Walt  Disney  Co.'s  Michael  D.  Ij-. 
ner,  the  stock  of  those  companies  wo 
go  into  a  tailspin.  Yet  Eisner — who 
lost  three  potential  successors,  one 
death  and  two  to  blusteiy  public  re; 


^ROBERTO  GOIZUETAes 

CHAIRMAN  AND  CEO,  COCA-COLA 
RETIREMENT  DATE:  NONE 

Although  President  and  COO  M. 
Douglas  Ivester  is  thought  to  be 
Coke's  heir  apparent,  the  board 
asked  CEO  Goizueta  to  stay  on 
indefinitely  in  1996.  Goizueta  has 
refused  to  state  publicly  that 
Ivester  is  his  choice. 


Some  boards  insist  that  progress  in  succession  planning 
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ompany  cre- 
3xecutive  group 
il  CEO  candi- 
d  makes  them 
the  chal- 
)usiness  plans, 
regies  across 
lization 

iSPENCERSIUART 


nations — seems  an- 
noyed at  the  talk 
about  who  could 
assume  his  job.  "I 
am  54  years  old, 
and  if  it  hadn't 
been  for  my  by- 
pass no  one  would 
be  even  talking 
about  succession," 
says  Eisner.  While 
he  says  there  are 

 a  handful  of  people 

.side  and  outside"  Disney  who  could 
e  over,  he  concedes  the  company  has 
concrete  succession  plan, 
lust  what  would  happen  at  Disney 
1  many  other  companies  remains  an 
gma.  in  part  because  passing  the  ba- 
te a  new  leader  is  fraught  with  risk 
I  emotion.  Most  companies  sidestep 
T  talk  of  the  boss's  succession,  partly 
avoid  the  politics  and  drama  that  of- 
engulf  contenders  for  the  top  job. 


★  ALEXANDER  TR0TMAN64 

CHAIRMAN  AND  CEO,  FORD  MOTOR 
RETIREMENT  DATE:  JAN.  1,2000 

Board  member  William  Clay  Ford  Jr. 

ind  Automotive  President  Jacques 

Nasser  are  being  groomed  for  the 

Chairman  and  CEO  slots, 
i  respectively.  But  with  neither  yet 
!  ready  to  step  up,  the  board  extended 
I  IVotman's  contract  last  March. 


:er  all,  public  horse  races  can  en- 
rage ruthless  elbowing  among  com- 
itoi-s,  even  as  they  advertise  talent  to 
iwling  headhunters  and  rivals. 

testing  his  potential  successors, 
5  Welch  has  vowed  not  to  i-epeat  the 
y  public  process  of  ehmination  that 
had  to  go  through  to  become  chair- 
n  and  ceo  in  the  late  1970s.  Then, 
Ich  was  among  seven  top  e.xecs,  a 
i  of  whom  were  later  named  vice- 
linnen  and  placed  on  the  board  until 
Ich  was  declared  winner  14  months 


later  at  the  end  of  1980.  "He  felt  it  was 
divisive,"  says  Noel  M.  Tichy,  a  Uni- 
versity of  Michigan  professor  who  has 
worked  with  Welch.  "People  naturally 
took  sides,  and  it  created  armed  camps 
at  the  company."  The  scramble  also  cost 
GE  precious  talent:  Immediately  after 
being  byi^assed,  four  candidates  left  ge. 

In  that  area  now,  (;e  is  in  a  rare  po- 
sition. It  boasts  such  bench  strength 
that  it  has  become  a  favorite  poaching 
ground  for  headhunters.  Indeed,  GE 
dominates  a  BW  survey  ranking  execs 
with  CEO  potential  (page  69).  Elsewhere, 


it  JOHN  REED  58 

CHAIRMAN  AND  CEO,  CITICORP 
RETIREMENT  DATE:  FEB.,  2004 

Critics  say  Reed  has  pushed  out 
some  talented  executives  as  they 
have  risen,  so  that  no  strong  No.  2 
has  emerged.  No  clear  successor  is 
in  sight. 


though,  a  paucity  of  executives  with  the 
right  stuff  has  increasingly  become  the 
norm,  putting  pressure  on  boards  to 
move  quickly  when  they  have  a  credible 
successor  in-house.  After  all,  in  today's 
fluid  market,  the  risks  of  having  your 
top  candidate  plucked  off  are  high.  At 
H.J.  Heinz  Co.,  for  example.  Wall 
Street  analysts  publicly  fret  that 
the  food  company  could  lose 
President  William  R.  Johnson 
to  Quaker  Oats  Co.  or  another 
rival  if  longtime  Chairman  and 
CEO  Anthony  J.  F.  O'Reilly  faOs 
to  retire  in  a  timely  fashion. 

At  other  companies,  tht 
CEOS  contract  has  been  ex- 
tended past  original  retire- 
ment dates  because  of  un- 
certainty about  succession. 
Sometimes,  the  CEO  is  unwill- 
ing  to  give  up  the  cornei'  of-  * 
fice;  elsewhere,  boards  feel  no  ' 
one  is  ready  to  step  up.  In  the 
past  year,  boards  at  Avon, 


1^  JACK  WELCH  61 

CHAIRMAN  AND  CEO,  GENERAL  ELECTRIC 
RETIREMENT  DATE:  NOV.,  2000 

The  race  to  succeed  Welch  is  on 
between  several  internal 
candidates.  Succession  plan  is 
well  developed  and  well  regarded. 


Coca-Cola,  Gillette,  and  Ford  have  ex- 
tended the  contracts  of  CEOs  past  65, 
their  customaiy  retirement  dates. 

Uneasy  because  some  chieftains  have 
paid  scant  attention  to  succession,  some 
boards  have  now  tied  the  process  to 
CEO  pay.  At  Ralston  Purina  Co.,  the 
board  handed  Chairman  and  ceo  Wil- 
Uam  P.  Stiiitz  600,000  stock  options  last 
year  expressly  linked  to  his  developing 
a  succession  plan.  The  board  "did  not 
see  an  obvious  successor  in  place,"  says 
Eric  P.  Marquardt,  a  senior  vice-presi- 
dent at  Compensation  Resource  Group 
Inc.,  which  desig-ned  the  plan.  The  re- 
sult: Stuitz  named  two  co-CEOs  who  will 
take  over  Sept.  30,  when  he  will  relin- 
quish the  job  but  stay  on  as  chainnan. 

If  Stiritz,  63,  has  dragged  his  feet, 
he's  hardly  alone.  Confronting  one's 
own  succession  can  be  daunting  to 


the  ego.  "It's  a  little  like  wiit- 
ing  a  will,"  says  Dennis  C. 


of  the  annual  review  of  the  boss's 


Cai'ey,  vice-chaimian 
of  SpencerStuart,  who 
has  co-authored  a 
forthcoming  book  on  the 
subject.  "Most  CEOS  don't  want  to 
tliink  about  it.  They're  consumed 
with  the  business  and  don't  want 

performance 
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to   consider   their   own  mortality." 

Business  histoiy  is  littered  with  CEOs 
who  don't  know  when  it's  time  to  call  it 
quits.  Today's  Harold  S.  Geneen  or  Har- 
ry Gray— both  corporate  ar-chitects  who 
had  to  be  pushed  out  by  then-  r-espective 
boar-ds  at  itt  Cor-p.  and  United  Tech- 
nologies Corp.  after-  they  allegedly  sabo- 
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taged  sever-al  potential  successors — may 
well  be  Steven  P.  Jobs  at  Apple  oi-  John 
S.  Reed  at  Citicorp.  Jobs  is  now  playing 
an  ever-  larger  role  at  the  tr-oubled  com- 
puter company  he  co-founded.  Unwilling 
to  step  completely  aside,  his  pr'esence 
complicates  Apple's  already  difficult 
sear-ch  for  a  new  ceo.  Meanwhile,  the 
58-year--old  Reed  has  pushed  out  some  of 
Citicorp's  most  talented  executives;  crit- 
ics beUeve  he  has  done  so  to  ensiu'e  that 
no  strong  second-in-command  emerges. 
The  void  led  to  a  shareholder-  resolution 
last  April  ur-ging  Reed  to  name  a  clear- 
successor:  Although  the  r-esolution  failed, 
a  Citicorp  spokesman  says  that  Reed 


has  br-ought  several  overseas  executives 
to  New  York  headc}uar-ters  to  give 
"br-oader  experience  to  a  new  gener'a- 
tion  of  management." 

Yet  while  many  companies  stall  in 
the  face  of  inevitable  tr-ansition,  others 
have  begun  to  develop  new  ways  of 
maintaining  a  steady  supply  of  cEOs-in- 
waiting.  The  goal  is  to  cultivate  talent 
and  expose  it  to  the  board  and  the  out- 
side worid,  leading  to  an  array  of  "best 
practices"  that  ar-e  gaining  increasing 
acceptance  (table,  page  66). 

The  recent  passing  of  the  torch  at 


Campbell  Soup  Co.  may  well  rewrite  the 
book  on  CEO  succession.  It  is  an  unusual 
example  of  a  boar-d  that  took  full  charge 
of  the  process.  The  company  elevated 
Dale  F.  Mor-rison,  head  of  its  inter-na- 
tional and  specialty  food  oper-ations,  to 
CEO  and  pr-esident  on  July  15.  To  assure 
a  smooth  tr-ansition  fr-om  64-year--old 
Chairman  and  ceo  David  W.  Johnson, 
the  boar-d  assembled  a  succes,sion  com- 
mittee in  November  of  four  outside  di- 
rector-s  headed  by  Philip  E.  Lippincott, 
the  for-mer-  chair-man  of  Scott  Paper-  Co. 
The  gToup  quickly  decided  to  evaluate 
not  only  the  two  best  inside  candidates — 
Mor-rison  and  U.  S.  gr-ocer-y  Pr-esident 
Robert  F.  Ber-nstock — but  also  to  hu-e 
Thomas  J.  Neff  of  search  fir-m  Spencer-- 
Stuart  to  r-ound  up  the  best  outsider's. 

The  committee  nar-r-owed  its  exter- 
nal sear-ch  to  tlu-ee  final  candidates  from 
Neff's  initial  list  of  19  outsiders.  After 
interviewing  the  thr-ee,  dh-ectors  sent 
two  of  them  to  ceo  Johnson  befor-e  de- 
ciding on  a  single  outside  finalist.  Lip- 
pincott also  insisted  that  Neff  do  an  un- 
usually large  number  of  reference 
checks — 28  altogether- — on  the  two  out- 
side finalists.  "When  you  have  really 
good  inside  people,  you  want  to  be  sm-e 
that  if  you  pick  an  outsider,  it's  some- 
body highly  r-esjiected,"  says  Lippincott. 

Meantime,  the  committee  inter-viewed 
both  Morrison  and  Ber-nstock  on  thi-ee 
occasions  and  ar-r-anged  for-  small  gr-oups 
of  other  outside  directors  to  question 
them  as  well.  The  committee  also  grilled 
the  seven  execs  who  report  directly  to 
Johnson  to  get  their  impressions  of  the 
two  insider's,  and  it  ar-ranged  for-  head- 
hunter  Neff  to  inter-view  Morrison,  48, 


★  ALFRED  ZEIEN 

CHAIRMAN  AND  CEO,  GILLEnE 
RETIREMENT  DATE:  NONE 

Though  COO  Michael  Hawley  is 
expected  to  replace  him,  Zeien 
shows  no  signs  of  packing  up.  The 
board  has  extended  his  contract  for 
three  straight  years  and  paid  him 
bonuses  to  forgo  retirement. 


CHAIRMAN  AND  CEO,  QUAKER  OATS 
RETIREMENT  DATE:  WHEN  SUCCESSOR 
NAMED 

Search  now  under  way  for  CEO  to 
replace  Smithburg,  who  announcec 
plans  to  resign  following  Quaker's 
ill-fated  acquisition  of  Snapple. 


and  Bemstock,  46,  for  NefTs  assessn 
In  mid-June,  after  a  private  ses 
with  Johnson  to  get  his  review  of 
year-to-date  progress  of  the  inte 
candidates,  the  committee  weighe( 
two  insiders  against  the  outside  ca 
date.  Although  Mor-iison  has  been  \ 
Campbell  for-  only  two  years,  dir'ec 
wer-e  especially  impr-essed  by  the  for' 
PepsiCo  Inc.  executive's  turnar-oun 
the  company's  Pepperidge  Far-m  1 
ness.  Monison,  moreover-,  had  lived 
side  the  U.  S.  for  six  years,  a  key 
vantage  because  international  gr(i 
is  central  to  Campbell's  strategy. 
June  26,  the  gi-oup  unanimously  r-ec 
mended  Mor-rison.  Thi-ee  days  later-, 
full  boar-d  appr-oved  the  choice. 

All  told,  the  outside  du-ector-s  me.l. 
times  from  ear-ly  December-  to  June 
communicated  by  phone  more  oftei 
felt  I  was  no  longer  retired,"  says 
pincott.  "But  it's  the  most  impoi  i 
job  a  board  has.  You  have  to  be  - 
you  have  the  absolute  best  per-soi 
take  the  or-ganization  to  the  next  le^ 
EMPTY  TALK?  There,  as  elsewhere, 
huge  change  may  be  the  willingnes 
major  companies  to  look  outside  t 
own  ranks.  While  many  companies 
devote  significant  effort  to  gr-oomin.i; 
and-coming  execs,  a  decade  of  dowi 
ing  has  drained  a  lot  of  talent  from 
pool.  It  has  also  cut  layers  of  man: 
ment  where  high-potential  execul  i 
once  gained  additional  seasoning. 

Some  obser-ver-s,  in  fact,  now  say 
rapid  changes  in  business  and  a  m( 
job  market  have  made  much  of  the 
about  management  development  su  : 
fluous  for  the  r-un-of-the-mill  compr 
"Unless  you'r-e  GE  or  somebody  k 
that,  it  may  no  longer  make  ecom 
sense  to  make  major-  investments  in 


★  ROBERT  CRANDALL  61 

CHAIRMAN  AND  CEO,  AMR 
RETIREMENT  DATE:  NONE 

Crandall  rode  out  tumultuous 
contract  negotiations  and  a  brief 
pilots'  strike.  Has  named  American 
Airlines  President  Donald  Carty  as 
heir  apparent  but  says  only  that 
he'll  retire  before  age  65. 
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■lopment  and  training,"  says  Robert 
jlton,  a  McKinsey  &  Co.  partner, 
jompanies  should  think  twice  about 
ending  a  lot  of  time  and  money  on 
meone  who  may  walk  out  of  the  door 
yway.  A  healthier  attitude  today  may 
to  consider  the  world  as  yoiu-  bench." 
That's  still  an  unusual  view,  one 
ompted  in  part  by  the  inability  of  IBM 
d  AT&T — companies  that  have  spent 


more  money  and  time  on  management 
development  than  most — to  cultivate  in- 
ternal CEOS.  "They  prepai-ed  a  wonderful 
gi-oup  of  executives  for  yesterday's  busi- 
ness," says  Edward  E.  Lawler,  direc- 
tor of  the  Center  for  Effective  Organi- 
zations at  the  University  of  Southern 
California.  "By  being  so  good  at  nar- 
rowing the  gene  pool,  they  replicated 
people  who  would  have  been  good  lead- 


ers in  the  past  but  not  the  future." 

It  didn't  help,  of  course,  that  both 
corjiorations  had  monopolistic  mind-sets 
as  well  as  more  narrow  product  Lines.  In 
contrast,  ge's  portfolio  of  businesses, 
ranging  from  hard-core  industrial  manu- 
facturing and  consumer-goods  market- 
ing to  finance  and  broadcasting,  has  long 
provided  broader  developmental  expe- 
riences for  its  executives.  The  compa- 


THE  TOP  20  HEADS  TO  HUNT 


No  one  likes  to  see  talent  walk  out    successfully  cultivate  internal  leader-      some.  He  definitely  has  the  smarts," 
the  door.  But  Jack  Welch  may        ship,  those  that  do  often  lose  top  tal-      says  Daniel  M.  Shepherd  of  Chicago's 
have  little  choice.  Once  he  ent  to  companies  in  need  of  a  savior.       Shepherd  Bueschel  &  Provus. 

anoints  his  successor  as  chairman  and     Says  E.  Pendleton  James  of  Pendleton       Close  behind  is  Kenneth  I. 
CEO  of  General  Electric  Co.,  he's  like-     James  &  Associates  Inc.:  "ge  is  a  Chenault,  president  and  chief  operat- 

ly  to  face  an  exodus  as  the  mnners-       famn  team  for  us  headhunters."  ing  officer  of  American  Express  Co. 

up  ditch  GE  for  top  slots  elsewhere.  The  top  vote-getter  is  McNemey,       Also  an  ex-consultant,  Chenault  has 

That's  the  word  from  the  country's     47,  ceo  of  ge  Lighting.  A  former  ran  the  card  gi'oup  and  led  a  restrac- 

leading  executive-seai'ch  consultants.      McKinsey  &  Co.  consultant,  McNer-       timng  that  cut  $2  biUion  in  costs. 
BUSINESS  WEEK  asked  the  top  25  gen-     ney  has  ran  business  units,  such  as        Headhunters  prefer  Chenault's  and 
eral  management  recruiters,  as  ge  Information  Sei-vices,  as  well  as        McNemey's  all-around  leadership  to 

ranked  by  headhunter  John  R.  Sib-  the  Asia  Pacific  operations  in  his  15  narrow  experience.  Jay  Gaines,  presi- 
bald  in  his  book  The  New  Career  years  at  ge.  "He  has  it  all:  He  has         dent  of  search  firai  Jay  Gaines  &  Co., 

Makers,  for  a  Ust  of  execs  likely  to  the  boai-droom  pi-esence.  He's  hand-  says  CEOs-to-be  should  excel  in  thi-ee 
become  c^EOs  at  a  major  MHHHHMnHMMHMMMMMMHMHMHHMMMii^HHH^Hi  areas:  They  must  be  ca- 
corporation  within  five  ACflc  III  Uf  AITIIII^O  P^*^'^     managing  tech- 

years.  We  asked  them  UtUS"lll"lf  Al  I INU  Z  nology.  They  should  be 

to  leave  off  such  weU-       j^ggg  20  execs  could  soon  emerge  as  CEOs  of  major  corporations.     ^^'^  ^o  build  the  rela- 
known  No.  2's  as  Coca-  tionships  pnzed  m  sales 

Cola's  M.  Douglas   '^""''^"^   and  marketing.  And 

Ivester  and  American       RICHARD  BELLUZZO  43    HEWLETT-PACKARD  EXECUTIVE  VP      they  need  a  solid  operat- 

tT"— j«"ESBiROE>;;;;;;:;;5o:;EMERsoNELECTR,c:;;:;vfcE;cHA,RMAN;  :irr„r^■■'a^Gates, 

edged  heu-s  apparent.       LESLIE  BILLER  49    NORWEST  PRESIDENT,  COO    "it's  extremely  rare  to 

In  all,  20  recraiters    get  to  the  top." 

named  133  candidates,      JOHN  BOWLIH  46    KRAFT  FOODS  INTl  P_RESIDENT,  CEO        indeed,  mo.st  of  our 

from  which  we  compiled    o^yn)  CALHOUH  40    GE  TRANSPORTATION        CEO  Pi^^''^  ^^^^  ^"^^  o*"  ^"^ 

a  top-20  all-star  list.    nmning  a  business  of 

"ONLY  ONE."  The  compa-  KEHMETH  CHENAULT         46    AMERICAN  EXPRESS         PRESIDENT,  COO    their  own.  At  PepsiCo, 

ny  with  the  most  JEAN-PIERRe'gARNIER  " "  49 " SMITHKLINE  BEECHAM " ' '  PRESIDENT  COo"   ^raig  E  Weatherup  is 

names?  Good  old  ge,    ceo  or  its  Pepsi-Cola  cu- 

with  five  of  the  top  20      LOIS  JULIBER  47    COLGATE-PALMOLIVE        EXECUTIVE  VP      vision,  while  Steven  S 

and  nine  altogether.  Re-  R,cHfiRD"McGINN  5o"'lUCENTTECHNOLOGIEs""  PRESIDENT,  COo"  Reinemund  runs  Frito- 

cmters  say  the  GE   :   Lay.  Lois  D.  Juliber  now 

picks— David  L.  Cal-  W.  JAMES  McNERNEY  JR.    47    GE  LIGHTING  CEO  heads  all  of  North 

houn,  W.  James  McNer-  r^'Timono  TmoV^ua^idmam"  America  and  Eui-ope  for 

ney  Jr.,  Ronald  L.  "-E^JIULLW  54    UNICOM  VICE-CHAIRMAN  Colgate-Palmolive.  And 

NardelH,  Gaiy  L.  ROBERT  NARDELLI  49    GE  POWER  SYSTEMS        CEO  Samuel  J.  Palmisano 

Rogers,  and  Robert  C.    built  IBM's  computer  ser- 

Wright-will  be  hot  SAMUEL  PALMISANO  44    IBM  SENIOR  VP_  ___  _  vices  group  into  a  $16 

commodities  no  matter  FREDERIC  POSES  54    ALLIEDSIGNAL  EXECUTIVE  VP  biUion  behemoth. 

what.  "Only  one  guy    At  a  time  when 

can  get  Welch's  job,"  STEVEN  REINEMUND         49    FRITO-LAY  _  _  CHAIRMAN,  CEO  boards  bemoan  the  lack 

says  John  F.  Johnson,  g^^y  ^qq^^^  52 " " qE  PLASTICs'  CEO  of  top  talent,  few  are 

charnnan  of  headhunter    complaining  about  this 

Lamalie  Amrop  Interna-  MARC  SHAPIRO  50    CHASE  MANHAHAN  VICE-CHAIRMAN  group.  If  their  bosses 

tional.  "and  that  will  un-  RAYMOND  VIAULT  53"  IeNERAL  MILLS  VICE-CHaTrMAn'  J"'^        them  happy, 

leash  a  tidal  wave  ot    they  may  soon  be  head- 

CEO  candidates."  CRAI6  WEATHERUP  51    PEPSI-COLA  CHAIRMAN,  CEO  ing  for  the  door. 

There's  a  tinge  of  onBCOT  woiruT  " '  NRr  r rn  -^enjii/er  Reingold 

irony  here.  In  a  culture   i'^'_J^^_   arid  John  A.  Byrne  in 

where  few  companies  oata:  business  week  New  York 
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nies'  depth  of  talent  is  evident  in  the 
number  of  GE-trained  executives  who 
are  now  CEOs  at  other  companies,  from 
AlhedSignal  and  Owens-Coming  to  Mc- 
Donnell Douglas  and  Stanley  Works. 

That's  one  reason  the  most  closely 
followed  succession  in  American  busi- 
ness will  be  at  c,e.  Insiders  say  that 


Cover  Story 


Welch  has  been  testing  more  than  a 
dozen  ceo  aspirants  by  rotating  them 
through  numerous  assignments  and  giv- 
ing them  frequent  board  exposure.  The 
leading  contender — accoixhng  to  outside 
handicappers — is  W.  James  McNerney 
Jr.,  one  of  several  fortysomethiiig  stars 
in  the  company's  stable.  A  Harvard  mba 
and  former  McKinsey  consultant,  Mc- 
Nemey,  47,  came  up  tlu'ough  (;e  Capital, 
did  three  years  in  Asia,  and  became 
president  of  OE  Lighting  in  late  1995. 
CRASH  COURSE.  Welch  has  not  put  can- 
didates through  the  now-infamous  "air- 
plane interviews"  that  his  predecessor, 
Reginald  H.  Jones,  used  to  sort  out 
candidates.  In  those  sessions,  Jones 
abruptly  called  each  contender  into  his 
office  and  asked  who  should  be  the  next 
chairman  if  both  were  on  the  company 
plane  and  it  crashed.  "It's  so  much  a 
part  of  the  company's  folklore  that  it 
wouldn't  get  the  same  spontaneity," 
says  a  ge  executive. 

While  GE  may  remain  in  the  forefi-ont 
of  management  development,  many  oth- 
er companies  are  investing  big  bucks 
and  lots  of  time  systematically  gi'ooming 
successors.  Wliii'lpool  Corp.  has  created 
what  insiders  there  call  "the  bunker,"  a 
15-by-25-foot  room  dedicated  to  tracking 
the  progi-ess  of  its  top  500  managers. 
The  four  walls  of  the  locked  room  are 
divided  by  regions  of  the  world  and 
contain  the  names,  titles,  and  photos  of 
the  company's  key  talent.  Whenever  ex- 
ecutives enter  the  room,  any  topic  other 
than  management  development  stays 
outside.  "It's  really  made  us  much  more 
focused  during  succession  discussions," 
says  Ed  R.  Dunn,  corporate  vice-presi- 
dent for  human  resources. 

At  Corning  Inc.,  the  ceo  and  the 
board  meet  eveiy  February  for  a  dis- 
cussion devoted  entirely  to  officer-level 
succession  issues.  A  week  before  the 
session,  du'ectors  are  given  books  that 
detail  top  candidates  for  key  jobs:  those 
ready  now,  good  possibilities  for  thi'ee  to 
five  years  out,  and  tlie  long  shots  who 
may  need  up  to  a  decade  of  seasoning. 
"The  more  time  you  spen  nn  succession 
planning  and  having  the  board  involved, 
the  better,"  insists  ChaiiTnaii  and  ceo 
Roger  G.  Ackerman. 

Yeai-s  ago,  companies  pushed  pi- unis- 
ing  candidates  up  eveiy  16  to  20  mo  iths. 


often  tlii'ough  a  single  fimction.  Today, 
there's  gi-eater  emphasis  on  broader-  ex- 
periences over  longer  periods  of  time. 
"We  ideally  follow  a  two-plus-two-plus- 
two  for-mula  in  developing  people  for-  top 
management  positions,"  says  D;m  Phelan, 
senior-  vice-pr-esident  and  du-ectoi-  of  hu- 
man resour-ces  at  SmithKline  Beecham 
Cor-p.  Translation:  The  company  wants 
its  best  people  to  gain  expei-ience  in  two 
business  units,  two  fiinctional  ar-eas  such 
as  finance  antl  marketing,  and  two  coim- 
tries.  Every  time  a  vacancy  opens  among 
the  top  300  jobs,  it  will  consider-  the  pos- 
sibihty  of  looking  outside  for  talent.  "A 
little  new  blood  doesn't  hiut,"  says  ceo 
Jan  Leschly.  "If  you're  not  the  best  per-- 
son  for  the  job,  we'll  show  no  hesitancy 
to  go  outside." 

And  what  if  disaster  strikes?  Plan- 
ning for  the  unplannable  is  part  of  the 


ir  RONALD  ALLEN  ss 

CHAIRMAN  AND  CEO,  DELTA  AIR  LINES 
RETIREMENT  DATE:  JULY  31, 1997 

Allen  was  ousted  by  the  board  in 
May  after  cost-cuts  alienated 
workers  and  hurt  morale.  An 
interim  CEO  was  named  in  July, 
and  an  outside  search  for  a  new 
CEO  is  under  way. 

process.  Ever-y  year;  Leschly  meets  with 
the  board's  remuner-ation  and  nomina- 
tions committee  to  detail  long-tei-m  suc- 
cession plans,  including  who  would  fol- 
low if  he  were  "hit  by  a  truck." 

Sometimes  it  takes  a  debacle  for  a 
company  to  become  more  systematic 
about  choosing  a  new  leader*.  After  a 
contentious  succession  struggle  at  Unit- 
ed Technologies  in  the  mid-1980s  over 
Har-r-y  Gray's  r-efusal  to  leave,  newcom- 
er Rober-t  F.  Daniell  pledged  to  ensiu-e 
an  order'ly  succession  process  the  next 
time.  He  developed  sever-al  inter-nal  can- 
didates, giving  them  br-oad  exposure  to 
the  boar-d.  "Daniell  created  a  gr-oup  of  a 
half-dozen  of  us  who  went  to  every 
boar-d  meeting  beginning  in  1987,"  says 
cur-r-ent  ceo  Geor-ge  David. 

After  winning  a  thr-ee-year-  hor-se  race 
between  two  executive  vice-presidents, 
David  was  named  president  in  early 
1992,  ceo  in  1994,  and  chair-man  m  Apr-il 


after  Daniell's  retir-ement.  "Fr-om  le 
time  I  was  named  president.  Bob  neei' 
allowed  any  ambiguity  about  succeson 
whatsoever,"  says  David.  "Politics  in»r- 
ganizations  occur  when  there  is  anri- 
guity  and  uncertainty." 

Still,  for-  ever-y  boar-d  tr-ying  to  fade 
CEO  succession  in  a  head-on  fashion,  tlrt 


r-emain  many  who  leave  it  imtil  too  1 
or  in  the  wr-ong  hands.  "The  biggest 
gle  pr-oblem  of  boards  of  director's  is  t 
they  ar-e  ter-r-ible  at  noticing  when 
CEO  has  stopped  doing  well,"  says  ^ 
Minow,  pr-incipal  of  Lens  Inc.,  the  e- 
tivist  investment  fund,  at&t  is  an  obviif 
e.xample,  with  the  company  and  its  sh; 
holder's  now  paying  the  pr-ice.  By  alli . 
ing  Robert  E.  Allen  to  control  the  ct- 
side  search  for-  his  successor — even;- 
liis  r-efusal  to  gr-acefiilly  exit  the  CEO 
pr-e vented  the  company  fi-om  attr-actiii 
top-drawei-  candidate — AT&T  may  h; 
doomed  the  process  fi-om  the  start, 
boar-d,  soui'ces  say,  met  no  other  cai 
date  for  the  job  except  Walter-,  the  In 
of  R.  R.  Donnelley  &  Sons  Co.  EmI 
rassed  by  Walter''s  r'esignation  after  i  > 
nine  months,  dir'ector's  say  they  are  i 
conducting  the  search  for  a  new  CEO. 

Ti'uth  is,  you  don't  have  to  plan 
centuries  to  groom  a  successor.  1 
shar'eholders  need  active  and  invob 
boar'ds  attuned  to  the  leadership  nei 
of  their-  companies.  The  sudden  den;e 
or-  departiu-e  of  a  ceo  shouldn't  confoid 
an  enlightened  and  prepar-ed  board. 

Btf  John  A.  Byrne  and  Jennifer  Ri 
gold  in  New  York,  with  Richard  L 
Melcher  in  Chicago  and  bureau  repas 


★  WILLIAM  STIRITZ63 

CHAIRMAN  AND  CEO,  RALSTON-PURINA 
RETIREMENT  DATE:  SEPT.  30, 1997 

After  15  years  on  the  job  with  no 
obvious  replacement,  the  board 
offered  Stiritz  a  deal:  He  swapped 
short-term  pay  for  a  huge  option 
grant  to  focus  on  finding  a 
successor.  He  has  named  two  co- 
CEOs  to  replace  him  but  will 
remain  chairman. 
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transistor.  Bell  Labs  '47 


CHIP  off  the  old  block. 

(couldn't  resist) 


56  Kbps  modern  chip  set.  Bell  Labs'97 


ivented  transistor  fifty  years  ago.  Made  modern  electronics  possible  (TVs,  radios,  coinputers, 
(11  phones,  foot  massagers,  etc.).  New  Bell  Labs  innovation:  56  Kbps  modem  chip  set  from  our 
icroelectronics  Group.  Can  make  Internet  access  twice 
1  fast  over  regular  phone  lines.  (Think  jet-powered 
irfing  on  Net.)  Seven  of  top  ten  modem  makers 
ready  use  our  chips.  (Expect  other  three  to  call 
ly  moment.)  To  learn  more,  check  our  Web  site. 


Lucent  Technologies 

Bell  Labs  Innovations 

^00  Moumam  Avenue 

1-888-4-Lucem 


We  make  the  things  that  make  communications  work." 


i7  Lucent  Technologies 
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iRIZONA 


Blistering  days.  Freezing 
nights.  A  landscape  that  in  some  places 
resembles  the  surface  of  the  moon. 

It  takes  a  special  type  of 
person  to  live  in  the  Arizona  desert.  And  we're 
proud  to  say  that  some  of  those  special  types 


^^ota  Proving  Croun^ 


^  r     o  n  a  ,  USA 

are  working  at  Toyota's  muiti-million-dollar 
Arizona  Technical  Center  and  Proving  Ground. 

Here,  teams  of  local  sci- 
entists, engineers  and  drivers  put  Toyota 
vehicles  through  the  kind  of  torture  most  of  us 
will  never  experience  in  a  lifetime  of  driving. 

Arizona  is  just  one  part  of 
Toyota's  global  family  of  operations.  A  net- 
work that  encompasses  technical  centers  and 
design  studios  on  three  continents.  And  man- 
ufacturing facilities  in  26  countries  from 
Australia,  to  Venezuela,  to  the  UK. 

As  a  company  doing 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  locally,  to  ensure 
that  the  products  we  sell  answer  the  special 
needs  and  standards  of  all  of  our  customers. 
In  the  U.S.,  there  are  Toyotas  designed  in 
California,  tested  in  Michigan  and  built  in 
Kentucky,  California,  and  soon  in  Indiana. 

Around  the  world,  Toyota 
is  committed  to  investing  in  local  people. 
And,  even  out  in  the  desert,  it's  proving  to  be 
a  fertile  investment. 


TOYOTA  People  Drive  Us 


Finance 


COMMERCIAL  FINANCE 


BAD  DEBTS, 
SWEET  PROFITS 


Never  heard  of  CFS?  It's  reaping  eye-popping  gains  from  delinquent  credit-card  loans 

From  his  55th-floor  perch  adjacent 
to  the  Or'al  Roberts  University 
campus,  William  R.  Bartmann  is 
already  plotting  his  next  extrava- 
ganza. If  June  and  July  revenue  tar- 
gets ai"e  met,  he  will  fly  4,500  employees 
and  guests  to  Las  Vegas  in  September 
for  a  mud-wi'estling  match:  Bartmann 
vs.  one  of  his  top  executives.  The  fol- 
lowing month,  he  plans  to  take  employ- 
ees, filling  200  train  cars,  to  a  baseball 
game  in  Kansas  City,  Mo. 

It's  vintage  Bartmann:  big,  bold,  and 
flamboyant.  Tlie  48-year-old  entrepreneiu' 
has  followed  the  same  path  in  building 
Tulsa-based  Commercial  Financial  Ser- 
vices Inc.,  now  the  nation's  biggest  pur- 
chaser by  far  of  dehnquent  credit-cai'd 
debt  written  off  by  banks  and  other  is- 
suers. CFS  buys  the  debt,  then  pools  and 
sells  it  to  institutional  investors,  while 
retaining  and  collecting  on  the  accounts. 
"POLITE  PERSISTENCE."  CFS  has  revolu- 
tionized the  collection  business.  Bajt- 
mann  was  the  fu"st  to  securitize  soured 
credit-card  debt.  And  he  has  brought 
leading-edge  technologies  to  what  has 
been  a  mom-and-pop  business.  Using 
what  one  analyst  calls  "polite  persis- 
tence" with  debtors,  Bartmann  and  his 
2,350  employees — up  from  only  17  in 
1990 — collect  far  more  than  CFS  pays 
for  its  accounts.  "We  don't  think  we 
have  any  comjietition  at  the  moment," 
says  Bartmann.  Twelve-year-old  cfs 
now  manages  a  portfolio 
of  about  2.5  million  ac- 
counts with  a  face  value 
of  almost  $8  billion,  pri- 
marily ci'edit-card  charge- 
offs.  CFS  claims  it  will 
have  43%  of  the  Visa/Mas- 
tercard charge-offs  taken 
this  year  by  the  top  25  issuers  while 
rivals  have  1%  to  2%. 

So  fal',  the  emerging  industry  has 
proven  wildly  profitable  for  pi'ivately 
held  CFS,  of  which  the  Bartmann  family 
owns  80%.  Last  year,  the  company 
earned  $137  million  on  revenues  of  $206 
million.  That's  a  huge  net  margin  of 
67%.,  mamly  because  cfs  sells  loan  pools 


''WE'RE  GOINCi  PUCES" 

CEO  Bartmann  turned 
down  a  $3  billion  offer 
for  his  company.  He'll 
soon  expand  overseas 


for  far  more  than  it  pays. 
There  is  still  plenty  of 
business  to  tap  as  issuers 
see  big  advantages  in 
selling  their  charge-offs: 
instant  cash  and  reduced 
collection  expenses. 
Still,  Bartmann's  ag- 
gressive purchases  and  his  company's 
supersonic  gTowth  have  raised  eyebrows 
among  competitors.  cFS  this  year  will 
spend  about  $600  million  to  buy  charge- 
offs  with  a  face  value  of  some  $7  bilhon, 
more  than  double  the  volume  of  his  clos- 
est competitors.  Rivals  contend  that  CFS 
grabs  business  by  paying  steep  prices 
foi'  charge-offs:  as  much  as  10(2  on  the 


dollai'  for  ft-eshly  chargeil-off  debt^ 
20%  to  50%  more  than  competing  li 
And  CFS  is  aiming  eventually  to  col 
30(2  on  the  dollar  vs.  the  15(2  to  18(Z 
jor  banks  get.  Critics  say  CFS  won't 
able  to  collect  anywhere  near  its  lofty 
timates  and  may  leave  investors 
lurch.  After  all,  the  market  for  charj 
off  receivables  is  stiU  relatively  new, 
buyei-s  such  as  cfs  have  yet  to  face  a 
vere  economic  slump.  "It's  possible 
them  to  do  what  they  say  they  do, 
not  easily,"  says  Scott  Loweiy,  presic 
of  Denver-based  rival  Collect  Amen 
CFS,  which  has  focused  primarily 
credit-card  debt  for  less  than  two  ye 
says  the  prices  it  pays  for  bad  debt 
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ed  by  years  of  collection  data  fed 
computer  models  that  it  uses  to 
ts  bids.  And  it  enjoys  key  advan- 
5  over  collection  agencies  working 

fee.  As  an  owner  of  the  accounts, 
has  more  flexibility  to  cut  deals 

debtors  to  get  settlements.  And  it 
s  some  accounts  for  as  long  as  sev- 
jars. 

;eptics  don't  faze  a  tanned,  trim 
mann,  who's  planning  still  bolder 
js.  He'll  soon  open  a  London  office 
,p  into  the  European  debt  market, 
in  January,  he  plans  to  stait  a  sep- 
:  entity  to  lend  to  current  CFS  "cus- 
rs,"  as  debtors  are  called  internally, 
the  accounts  of  customers  who 


the  structure  of  the  deals  "adequately 
insulates  the  investors  so  far,"  agrees 
Sean  P.  Sheerin,  a  vice-president  at  Duff 
&  Phelps  Credit  Rating  Co. 

Investors  seem  content.  "So  far  they 
have  met  their  projections  on  collec- 
tability,  but  it's  still  early  in  the 
process,"  says  Jennifer  0.  Quisenbeny, 
vice-president  at  Structured  Finance 
Advisors  Inc.,  which  has  represented 
eight  institutional  investors  in  Bart- 
mann's  securitizations.  Investors  are 
lui'ed  by  a  yield  that's  about  215  basis 
points  over  Ti-easuiies,  vs.  100  to  150  on 
comparable  investments  with  a  2^-year 
average  life,  says  Quisenbeny. 

CFS's  success,  though,  is  attracting 


HOW  CFS  USES  MARKET  CLOUT. . . 

1)  BUYS  credit-card  debt  that  has  been  charged  off  by 
banks  and  other  issuers.  To  keep  the  pipeline  full,  CFS  has 
exclusive  or  near-exclusive  long-term  deals  with  15  of  the 
top  25  bank  card  issuers. 

2)  SECURiTIZES  the  debt  and  sells  investors  the  notes. 
Since  1995,  CFS,  the  first  firm  to  pool  bad  consumer  loans, 
has  sold  $840  million  worth,  which  it  uses  to  buy  more  debt. 

3)  RETAINS  accounts  and  collects  on  debt.  CFS  uses  sophis- 
ticated technologies  to  collect  nearly  three  times  what  it  pays 
for  charge-offs.  To  squeeze  out  more  profits,  CFS  will  soon 


and  ensure  a  constant  ilow  of  "invento- 
ry" for  CFS.  "If  you  want  to  come  in 
and  compete,  you  have  to  live  off  that 
which  we  don't  have,"  brags  Bartmann. 
More  important,  he  says,  is  CFS's  repu- 
tation for  ethical  deahngs  in  an  industiy 
still  plagued  by  abusive  and  question- 
able tactics — a  claim  rating  agencies 
generally  support.  Banks  are  leery  of 
handing  over  theii"  customei-s — even  bad 
ones — to  companies  that  might  hurt  the 
banks'  reputations. 

There's  no  denying  that  Baitmann  has 
built  a  poweiful  collections  machine  since 
he  and  his  wife,  Kathiyn,  first  started 
collecting  on  nonpeifomning  Federal  De- 
posit Insurance  Corp.  loans  in  1986  from 
their  kitchen  table  in  Musko- 
gee, Okla.  Along  with  part- 
ner Jay  L.  Jones,  the  cou- 
ple changed  their  focus  to 
crecht-cai-d  debt  as  bank  fail- 
lu'es  dwindled. 

Bartmann  credits  CFS's 
success  to  careful  screening 
and  lengthy  training  of  em- 
ployees, who  are  then 
armed  with  the  best  tech- 
nology in  the  business.  CFS 
will  spend  about  $60  miUion 
this  year  on  hardwai'e,  soft- 
ware,  and  development. 


create  a  new  company  to  make  loans  to  least  risky  debtors.        overseen  by  a  75-person  in 
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to  a  negotiated  paviiniii  plan  will 
)ld  to  the  new  company.  And  those 
3mers  will  be  offered  increasing 
mts  of  credit — fi'om  secured  credit 
i  to  home  loans — based  on  payment 
c  records. 

iSSION  RISK?  So  far,  Bartmann's 
-wire  act  is  a  hit  on  Wall  Street, 
line  of  his  secuiitizations  have  won 
e-A  credit  ratings  fi'om  Standard 
jor's  Corp.  Lily  Cheung,  a  dii-ector 
iP,  believes  that  the  securitizations 
substantially  overcollateralized — 
Bartmann's  estimated  recoveries 
le  portfolios  far  exceeding  what  he 
5  investors.  While  a  recession  could 
y  a  substantial  drop  in  collections. 


gi'owing  numbei"s  of  rivals.  Indeed,  Bait- 
mann's  dominance  could  work  against 
him,  as  credit-card  issuers  look  for  ways 
to  ease  their  dependence  on  a  single 
buyer.  "I  would  envision  the  biggest 
competitors  [to  CFS]  being  the  banks 
themselves,"  says  Stewart  J.  Reale,  se- 
nior vice-president  of  Fii-st  Union  Corp., 
which  sells  charge-offs  to  cfs. 

Still,  the  barriers  to  entry  are  in- 
creasingly formidable.  CFS  has  exclusive 
or  near-exclusive  "foi^ward-flow"  agi'ee- 
ments  to  buy  charge-offs  at  a  predeter- 
mined price  fi'om  15  of  the  top  25  bank 
credit-card  issuers,  locking  out  competi- 
tors for  one  to  five  years.  The  deals 
lower  administrative  costs  for  the  banks 


formation  technology  de- 
partment. CFS  has  a  so- 
phisticated "skip  tracing" 
system  that  tracks  down 
debtors  who  have  moved  or 
changed  phone  numbers 
by  electronically  searching 
more  than  50  databases. 
Automated  phone  dialers 
"learn"  the  pattems  of  dif- 
ferent accounts  so  they  can 
call  when  debtors  are  likely 
to  be  home. 

But  Bartmann  and  back- 
ers say  CFS  goes  beyond 
machines  to  a  philosophy  of 
respect  for  people.  After 
finding  himself  $1  million 
dollars  in  debt  when  his  oil- 
field pipe  company  went  belly-up  in  the 
1986  oil  bust,  he  seems  to  understand 
the  psychology  of  debtors.  "You've  got 
to  be  sympathetic;  you've  got  to  hsten 
with  your  heart  as  well  as  your  head." 
Bartmann  says  the  script  for  his  collec- 
tors ends  with  "Now  what  can  we  do?" 

For  Bartmann  and  CFS,  the  answer, 
so  far,  seems  to  be  almost  anytliing.  In- 
deed, Bartmann  claims  that  in  recent 
months  he  turned  dowTi  a  $i  billion  cash 
offer  for  the  company.  Why?  "It  wasn't 
enough.  We're  going  places,"  he  says. 
His  investors  and  credit-card  partners 
certainly  hope  so. 

By  Wendy  Zellner  in  Tulsa  and 
Phillip  L.  Zweig  in  New  York 
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DEALS 


WAS  HENRY  KRAVIS 
OUTFOXED  IN  RUSSIA? 

KKR  claims  it  deserves  a  payout  in  Tatarstan.  The  government  says  "no  deal" 


In  the  U.  S.,  they're  Masters  of  the 
Universe.  In  Russia,  they  could  be 
just  another  piece  of  roadkill.  Three 
year-s  ago,  Kohlberg  Ki-avis  Roberts 
&  Co.  struck  a  deal  with  tioickmaker 
Kamaz  on  the  steppes  of  Tatarstan  in 
central  Russia.  KKR  agreed  to  raise 
money  to  pull  the  newly 
privatized  company  out  of 
a  deep  financial  ditch.  In 
exchange,  kkr  got  an  op- 
tion to  buy  a  big  stake  in 
Kamaz.  Since  1993,  kkr 
partners  logged  hundreds 
of  hours,  spent  iniUions  out 
of  pocket,  lined  up  more 
than  $750  million  in  loans 
and  refinancing,  and  dis- 
patched consultants  and 
lawyers  to  help  Kamaz 
restructure. 

With  Russia's  economy 
showing  signs  of  recovery 
and  its  stock  market  surg- 
ing, Kamaz  may  be  on  the 

brink  of  a  turnaround.  But  personally  involved 
Kamaz'     management  in  helping  Kamaz 


HANDS  ON 

KKR's  Kiavis  was 


changed  in  June,  and  KKR's 
big  payoff — control  of  a  16.5%  stake 
currently  worth  $50  million — may  be 
snatched  away.  The  government  of 
Tatarstan,  an  autonomous  republic 
within  Russia,  has  taken  control  of  Ka- 
maz, and  all  bets  are  off  as  to  whether 
KKR  will  receive  its  promised  equity. 
Ravil  Muratov,  who  is  both  Tatarstan's 
Deputy  Prime  Minister  and  Kamaz' 
new  chairman,  claims  that  kkr  was  re- 
quired to  raise  equity  capital,  not  bank 
loans.  KKR  declined  public  comment. 
TOO  OPTIMISTIC.  Muratov  contends  that 
KKR  took  advantage  of  Kamaz  when  it 
was  desperate.  "I  said  to  KKR:  'Can  you 
show  me  where  in  your  experience  in 
Europe  and  America  you  can  find  id- 
iots in  a  government  who  will  give  you 
something  for  nothing,' "  he  recalls.  Un- 
less the  leveraged  buyout  fii'm  imme- 
diately raises  '^iOO  million  in  new  equity, 
Muratov  says,  "kkr  is  not  going  to  get 
hold  of  those  shares." 

Upon  receiving  Muratov's  ultimatum. 


KKR  executives  immediately  hopjjed  on  a 
plane  to  Moscow  to  meet  with  him.  The 
chairman  refused  to  budge.  KKR  clearly 
will  fight  to  protect  its  stake.  And  no 
wonder,  kkr  partners  are  among  the 
world's  savviest  dealmakers,  and  they 
negotiated  terms  on  a  high-risk  deal 
that  could  give  them  a  huge 
potential  payoff  with  only  a 
$50,000  up-front  investment. 
If  Kamaz  gets  back  on 
track — and  if  kkr  ever  col- 
lects its  equity — it  wiU  have 
paid  a  song  to  make  a  $34 
miUion  profit  on  its  stake. 

Still,  sources  familiar 
with  the  deal  note  that  Ka- 
maz hasn't  paid  kkr  a 
promised  $10  miUion  a  year 
in  management  fees  since 
1993.  It's  clear  that  KKR 
considers  Kamaz'  about-face 
a  violation  of  Russian  and 
international  law.  "This  is  a 
majoi'  international  incident. 
They  are  thumbing  their 
nose  at  the  entire  Western 
financial  Establishment," 
says  a  key  souix-e. 

For  its  part,  kkr  may  have  mis- 
judged the  difficulty  of  turning  around 
a  Soviet-style  industrial  behemoth.  And 
it  may  have  been  overly  optimistic  for 
Kravis  and  partners  to  expect  to 
squeeze  American-style  fees  out  of  a 
destitute  truck  factory.  What  is  cer- 
tain, though,  is  that  the  lbo  firm  un- 
derestimated the  power  of  Tatarstan, 
one  of  Russia's  richest  and  most  fierce- 
ly independent  regions. 

Tatarstan  may  well  get  away  with 
its  move  against  kkr  even  though  the 
fiiTn  has  a  strong  claim  to  the  equity.  A 
lawyer  who  represented  Kamaz  in  draft- 
ing the  agreement  says  it  clearly  speci- 
fied that  bank  loans  would  satisfy  kkr's 
ftmd-raising  obligations.  The  agi'eement 
per-mits  kkr  to  seek  arbitration  outside 
Russia  to  settle  the  dispute.  But  an  ar- 
bitrator's decision  would  have  to  be  en- 
forced by  the  Russian  government.  And 
Moscow  may  not  want  to  pick  a  fight 


with  Tatarstan,  one  of  the  few  Ru; 
regions  not  in  debt  to  the  federal 
sury.  "kkr  is  probably  sorry  they 
heard  of  Kamaz,"  says  a  Wes 
banker  who  watched  the  drama  un 

At  least  KKR  has  only  the  fiiTn's- 
not  their  investors' — money  at  st 
Still,  KKR  invested  large 
amounts  of  management 
time,  including  the  person- 
al involvement  of  the  firm's 
two  founders,  Henry  R. 
Ki'avis  and  George  R. 
Roberts.  Partner  Michael 
T.  Tokarz,  KKR's  point  man 
on  the  pi'oject,  averages  an 
houi"  a  day  on  Kamaz  and 
is  a  frequent  visitor  to  the 
factory.  Time  is  a  valuable 
commodity  at  a  firni  where 
just  11  partners  manage  a 
portfolio  of  21  companies 
with  combined  revenues  of 
$47  billion. 

The  KKR  dispute  may 
scare  away  potential  for- 
eign investment  in  Rus- 
sia. For  instance,  it  could 
affect  Tatneft,  a  big  oil 
company  based  in 
Tatarstan  that  is  poised 
to  become  the  first  priva- 
tized Russian  company  to 

A  Doomed  Dei 

1993  KKR  buys  a  1%  stake  in  Kr 

1994  KKR  is  offered  an  option  f 
16.5%  of  Kamaz  at  90  cents  a  s 
exchange  for  finding  $300  millio 
financing.  Under  a  vesting  arrant 
KKR  could  exercise  the  option  a- 
1998. 

1995  KKR  tops  the  $300  nniliioi 
with  a  series  of  bank  loans  and  r 
ings.  Its  right  to  exercise  the  opt 
begins  vesting. 

JANUARY  1997  Tatarstan  goverr 
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t  a  full  American  depositary  receipt 
ting  on  the  New  York  Stock  Ex- 
ange.  The  Tatarstan  government 
pes  to  issue  Eurobonds  by  the  end  of 
97. 

In  hindsight,  kkk's  investment  may 
pear  rash  for  a  firm  without  interna- 
nal  experience.  But  in  199;:!,  Russia's 
/estment  potential  seemed  limitless, 
dustries  were  being  pi'ivatized  with 
3  stroke  of  a  pen,  Western  aid  was 
uring  in,  and  Boris  Yeltsin's  govern- 
>nt  was  wooing  foreign  investors, 
id  Kamaz'  management  was  eager 
•  help.  When  it  opened  in  1975,  Ka- 
iz  was  the  world's  largest  truck  fac- 
7  with  117,000  employees.  In  1990, 
3  company  was  privatized  and  the 
tarstan  government  retained  an  8.3% 
ike. 

But  even  aftei'  privatization,  the  com- 
ny's  problems  were  massive.  Its 
icks  were  outmoded  and  its  market 
ied  up.  Kamaz  even  served  as  the 


municipal  government  of  Naberezhnye 
Chelny  and  had  to  provide  semces  foi'  a 
city  of  500,000.  Then,  in  1993,  a  fii-e  de- 
stroyed the  engine  plant  where  Kamaz 
and  Cummins  Engine  Corp.  had  a  joint 
venture.  Desperate  Kamaz  managers 
called  American  Re-Insurance  Corp., 
then  owned  by  KKft,  to  assess  the  dam- 
age. AmRe  suggested  calling  kkr. 


ces  deal  to  increase  its  stake  in 
from  8.3%  to  more  than  40%. 

997  Tatarstan  takes  43%  stake  in 
Tatarstan's  Deputy  Premier 
the  chairman  of  Kamaz. 

>97  Tatarstan  orders  KKR  to 
p  with  $300  million  in  new  equity 
for  Kamaz  or  forfeit  its  stock 
With  Kamaz  now  trading  at  more 
1.30  a  share,  KKR's  potential 
now  worth  $50  million.  KKR 
Kamaz  owes  it  more  than  $30 
in  investment  banking  fees. 

DATA  BUSINESSWEEK 


Soon  after,  when  a  delegation  of  Ka- 
maz managei's  showed  up  at  theii"  Man- 
hattan offices,  Ki'avis  and  his  colleagues 
listened  politely  and  sent  them  away. 
"We  told  them:  'You  don't  qualify  for 
investments  like  we  make,' "  says  a 
soiu'ce  who  attended  the  meeting.  Twice 
more  Kamaz  pei'sisted,  before  offering 
KKR  an  option  to  acquire  shares  in  the 
company  in  exchange  for  fund-raising 
and  management  assistance. 

Bolstered  by  expensive  legal  advice — 
and  the  possibility  of  a  huge  payoff — 
KKR  took  the  plunge.  "Henry  and 
George  didn't  put  up  any  i-eal  money. 
And  if  it  did  work,  there  would  be  enor- 
mous upside,"  says  one  U.  S.  banker.  In 
1998,  KKR  paid  $50,000  for  a  1%  stake  in 
Kamaz  and  signed  a  consulting  agi-ee- 


ment.  Soon  after,  KKR  agreed  to  the 
complex  arrangement  under  which  it 
could  acquire  Kamaz  stock. 

KKR  quickly  hned  up  a  $100  million 
loan  from  the  European  Bank  for 
Reconstruction  &  Development  and 
$150  million  from  Vneshtorgbank,  a 
Russian  bank.  It  also  secured  refinanc- 
ing of  moi'e  than  $500  million  in  bank 
debt,  saving  Kamaz  mil- 
lions in  interest  payments. 
With  help  from  consul- 
tants— recruited  by  kkr 
but  paid  for  by  Kamaz — 
the  truck  company  made 
considerable  progress, 
shedding  most  of  its  social 
I'esponsibilities  and  step- 
ping up  production  of  a 
popular  3.5-horsepower 
micro-car  called  the  Oka. 

But  Kamaz  slid  deeper 
into  debt.  In  June,  Kamaz' 
board    agreed    to  give 

NEAR  A  TURNAROUND? 

Assembling  engines  (left)  and 
trucks  at  Kamaz,  a  Soviet-style 
industrial  Ix'hemoth 

Tatarstan  a  43%  stake  in  Kamaz  in  ex- 
change for  loan  guai'antees  and  restruc- 
turing Kamaz'  bank  debts,  kkr  sup- 
ported the  tr-ansaction.  The  boar-d  also 
ousted  longtime  Chairman  Nikolai  I. 
Bekh,  who  had  wooed  kkr,  and  replaced 
him  with  Mur-atov,  a  leading  power  in 
the  autoci-atic  r-egime  of  Tatarstan's 
Pr'ime  Minister-  Shaimiev.  The  Shaimiev 
government  had  gr-own  impatient  with 
Kamaz'  slow  pi'ogr-ess  under  Bekh  and 
felt  he  had  let  KKR  take  advantage  of 
the  com])any. 

WHITE  KNIGHT?  Today,  things  are  look- 
ing up.  Kamaz,  which  plans  to  spin  off 
its  Oka  division,  has  watched  its  stock 
soar  175%  this  year*.  "Kamaz  is  at  a 
turning  point,"  says  Igor-  S.  Antonov, 
deputy  chair-man  of  Oneximbank,  a  ma- 
jor Russian  bank  considering  a  loan  to 
the  company. 

Miu-atov  dejjicts  Tatar-stan  as  a  white 
knight  that  is  helping  Kamaz  much  as 
the  U.  S.  goverTiment  bailed  out  Chr-ysler 
CorjD.  He  pledges  to  pm-sue  the  r-estrnc- 
turing  plan  r-ecommended  by  kkr,  while 
shoring  up  the  tr-uckmaker  with  tax 
breaks,  subsidies,  and  loan  guar-antees. 
But  just  as  KKR  under-estimated  the  dif- 
ficulties of  r-escuing  Kamaz,  Tatar-stan 
may  not  realize  tiie  damage  it  could 
cause  itself  by  r-eneging  on  the  KKR  deal. 
"It  will  piss  off  a  hell  of  a  lot  of  people," 
says  a  key  soiu'ce.  If  kkr  gets  run  off 
the  road,  Tatar-stan  and  Kamaz  could  be 
the  real  victims. 

By  Carol  Matlack  in  Moscow,  with 
Patricia  Kranz  in  Naberezhnye  Chelny 
and  Leah  Nathans  Spiro  in  New  York 
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DEFENSE  DEALS 
ARE  FAR  FROM  OVER 

Smaller  contractors  are  linking  up  like  crazy-and  many  are  undervalued 


The  big  defense  contractors 
may  all  have  paired  off, 
but  defense  linkups  con- 
tinue apace.  Instead  of  the 
melding  of  behemoths  such  as 
Lockheed  and  Martin  Maiietta, 
the  action  is  now  in  smaller, 
high-technology  concerns  cater- 
ing to  the  federal  government. 
These  information-technology 
services  companies  provide  the 
Pentagon  and  other  federal 
agencies  with  everything  fi'om 
knitting  together  old  and  new 
computers  and  software  to 
averting  year-2000  computer 
snafus.  But  unlike  their  high- 
technology  brethren  that  cater 
to  the  broad  business  market, 
these  firms  are  often  over- 
looked and  undervalued  in  the 
stock  market. 

AGGRESSIVE  ADVICE.  This  new 
round  of  defense  deals  is  being 
fueled  by  relatively  low  prices 
for  target  companies  and 
changes  in  federal  procurement  poli- 
cies. Jon  B.  Kutler,  president  of  Quar- 
terdeck Investment  Partners  Inc., 
which  specializes  in  defense  and  aero- 
space investment  banking,  explains  that 
"since  the  investment  community  made 
billions  of  dollars  from  the  consolidation 
among  prime  contractors,  they're  ac- 
tively looking  for  the  next  wave." 
Defense  info-tech  services  companies 

Consolidation  Plays 

P-E  RATIO*  PRICE** 
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COMPUTER  DATA  SYSTEMS 
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mum  needed  now  that  titans  sucli 
Locklieed  Martin  and  Litton  Indust 
are  horning  in  on  the  service  mar 
says  Peter  A.  Bracken,  president 
Computer  Data  Systems  (CDSI). 
$400  million  Rockville  (Md.)  comp 
bought  privately  held  Anal^'tical  ^ 
tems  Engineering  Corp.  in  June 
is  in  the  market  to  make  more  acqi 
tions.  Companies  with  under  $500 
lion  in  sales  "are  beginning  to  see  I 
they  need  the  efficiencies  of  a  lai 
company  to  compete  effectively  aga 
these  giants,"  says  Bracken. 
IN  THE  PIPELINE.  CDSI  itself  could 
an  acquisition  target,  says  William 
Loomis,  who  follows  information-ti 
nology  services  companies  for  L 
Mason  Wood  Walker  Inc.  CDSi's  st 
has  taken  a  hit  lately  because  of  e; 
ings  disappointments.  But  Loomis  lii 


'Since  the  investment 
community  made 
billions  of  dollars . . .  among  prime  contractors, 
they're  actively  looking  for  the  next  wave' 

KUTLER  OF  QUARTERDECK  INVESTMENT  PARTNERS 


are  dirt  cheap  compared  with  their 
peers  in  the  commei'cial  sector.  Because 
of  their  lower  margins  and  growth 
prospects,  these  companies  have  price- 
earnings  ratios  of  i-oughly  20  (table) — 
about  a  third  of  the  current  price- 
earnings  ratios  at  commercial  informa- 
tion-technology service  providers  such 
as  Keane  Inc.  or  Computer  Horizons 
Corp. 

Changes  in  federal  procurement  pol- 
icy will  intensify  the  merger  trend. 
Washington  is  consolidating  small  con- 
tracts into  larger  ones,  which  only  big- 
ger bidders  can  handle.  The  govern- 
ment is  also  placing  more  emphasis  on 
experience  and  track  record  rather 
than  the  lowest  bid,  a  shift  that  gives 
incumbents  a  leg  up.  So  it  can  be  easi- 
er to  win  a  contr-act  thi'ough  a  merger 
than  a  bid. 

Sales  of  $1  billion  may  be  the  mini- 


its  strong  management  and  expi 
the  stock,  now  trading  at  28/<,  to  risdi 
42  in  the  next  12  to  18  months^; 
planned  investments  in  a  lottery  c 
tract  in  Argentina  and  other  venti 
start  to  pay  off. 

Another  potential  consolidation  ) 
is  BTG  Inc.  Thomas  M.  Meagher,  an 
alyst  with  Washington-based  Fei 
Baker  Watts,  Inc.,  beheves  that  ^ 
eral  major  government  contracts  \\: 
BTG  has  won  in  the  past  year  will  lax 
to  a  25%  earnings  jump,  to  81(Z  ei 
share,  in  fiscal  year  1998,  up  from  31 
per  shai-e  in  fiscal  1997.  That,  he  si^s 
could  push  the  stock  up  to  17  from  4 

Defense  consolidation,  phase  t 
won't  grab  headlines  the  way  the  1. 
go-round  of  billion-buck  deals  did.  ui 
the  windfalls  awaiting  investors  cri' 
be  just  as  eye-catching. 

By  Stem  Crock  iii  Washinij) 
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Helping  12  million  Americans 

do  better  financially  can  be  very  rewarding. 

We're  American  General. 


No  one  becomes  a  teacher 
to  get  rich.  Or  a  fireman 
or  a  nurse.  The  job  has 
rewards  all  its  own.  At 
American  General  we  believe  those  rewards  should 
also  include  financial  security.  We're  helping  millions 
of  people  with  retirement  services,  life  insurance,  and 
consumer  loans.  And  today,  we've  grown  to  become 
a  corporation  with  $75  billion  in  assets  and  $6.2  billion 
in  shareholders'  equity.  By  doing  what  we  do  best, 
we're  helping  people  do  what  they  do  best. 


A) 

AME 

:R 
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Helping  12  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life 
United  States  Life  •  All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life 
American  General  Life  of  New  York  •  American  General  Finance  •  VALIC 


For  information  call:  1  (800)  AGC  -  1111 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  NEW  WISDOM 
ON  SALOMON 

Two  months  ago,  the  takeovef  pros 
lamented:  "Salomon  isn't  for  sale." 
Maybe  then — but  no  longer. 

In  recent  days,  this  global  securi- 
ties company  "has  been  elevated  to  the 
top  of  the  list  of  buyout  targets,"  says 
a  New  York  investment  banker  who 
claims  to  know  about  a  "fresh  expres- 
sion of  interest" 
ARE  BANKERS       by  a  U.S.  com- 
BUYING?  mercial  bank. 

Indeed,  shares 
of  Salomon  rose 
to  60K  on  July  80, 
up  from  55  a  few 
days  before.  That's 
close  to  Salomon's 
52-week  high  of 
6  IK  in  February. 
The  stock  has 
been  a  laggai'd  all 
year,  trailing  the 
overall  market 
and  other  broker- 
age stocks. 

There  is  more 
than  one  set  of  eyes  on  Salomon:  A 
Swiss  bank  is  also  looking,  according  to 
the  investment  strategist  at  one  Wall 
Street  bank.  A  representative  of  the 
Swiss  bank  has  "informally  communi- 
cated" its  interest  to  Salomon  execu- 
tives, says  this  pro. 

One  shift  in  the  Salomon  ecjuation: 
Warren  Buffett,  who  controls  18.5%,  is 
said  to  be  more  inclined  now  toward  a 
sale.  For  one  thing,  Salomon  seems  to 
be  turning  the  corner — on  its  way  to 
improved  profitability.  Also,  Salomon 
reported  better-than-expected  second- 
quarter  results,  prompting  analysts  to 
raise  their  1997  and  1998  estimates. 

"Cuirently,  Salomon's  price-to-book- 
value  ratio  is  1.30 — one  of  the  lowest  in 
the  industry,"  says  Steven  Eisman,  an 
analyst  at  Oppenheimer  He  has  raised 
his  1997  earnings  estimate  fr-om  $5.20  a 
share  to  $6.30,  although  he's  among 
those  still  waiy  about  the  predictabili- 
ty of  Salomon's  earnings.  Much  of  Sa- 
lomon's trading  revenue  is  based  on 
its  proprietary  trading — or  trading  for 
its  own  account.  That  makes  the  earn- 
ings stream,  says  Eisman,  "more 
volatile"  than  those  of  its  competitors. 

Nonetheless,  "Salomon's  major  prob- 
lems are  now  behind  it,"  notes  one  in- 
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vestment  manager,  who  has  started 
snapping  uj)  shares.  If  Salomon  is  able 
to  maintain  decent  earnings,  he  adds,  it 
could  command  a  rich  buyout  price. 

The  investment  banker  who  insists 
that  he's  awiu-e  of  a  U.  S.  bank's  inter-est 
says  Salomon's  top  brass  may  be 
swayed  to  sell  with  a  piu'chase  offer  of 
three  times  the  company's  1997  esti- 
mated book  value  of  $45  a  share,  or 
$135  a  share.  But  two  times  book,  or 
$90,  appeal's  to  be  the  price  that  the 
U.S.  bank  may  be  wilUng  to  pay — in 
stock  and  cash.  Salomon  spokesman 
Robert  Baker  declined  comment.  Bulfett 
couldn't  be  i-eached  for  comment. 


MICRO-CAPS  THAT 
LOOK  LIKE  WINNERS 

How  risky  are  the  so-called  micro- 
cap  stocks?  "Very,"  admits  Audrey 
Jones  of  Morgan  Grenfell  Capital  Man- 
agement, who  warns  they  may  be  haz- 
ardous to  your  portfolio.  But  for  the 
savvy  stock  picker,  she  says,  they're 
"where  undiscovered  shares  vrith  po- 
tentially huge  returns  are  to  be  found." 

To  find  winners,  Jones  sifts  thi'ough 
4,000  stocks  with  market  capitaliza- 
tioas  between  $10  million  and  $;jOO  mil- 
lion. Her  Morgan  Grenfell  micro-cap 
ftmd  has  outscored  the  Russell  2000,  an 
index  of  small-caps.  Thi-ough  July  28 
this  year,  Jones's  fund  posted  a  retui'n 
of  15.2%,  vs.  Russell's  12.7%. 

Three  micro-cai)s  that  Jones  believes 
are  way  undervalued: 
■  International  Comfort  Products  (icp), 
which  designs  and  makes  heating  and 
cooling  systems  for  r'esidential  and  light 
commercial  use. 
Ti-ading  at  7M  a 
r»       '  share,  the  stock 

should  double  in 
a  year,  says 
Jones.  The  com- 
pany makes  pri- 
vate-label gear 
for  Sears  Roe- 
buck and  other 
distributors  and 
has  a  10%  market 
share.  Sales  last 
JONES:  Micro-caps  yeai"  $642  million. 
are  where  you  find  u  Mallon  Re- 
the  "huge  returns"  sources  (mlrc),  an 
oil-and-gas  pro- 
ducer in  New  Mexico.  Trading  at  TA  a 
share,  the  stock  is  cheap  at  four  times 
its  cash  flow  of  $2  a  share.  Jones  sees 
the  stock  Wtting  15 — "or  more,  if  drilling 
escalates."  She  figures  Mallon  vrill  earn 


16(2  a  share  this  year  and  $1  nexi 
■  Optek  Technology  (optt),  produce 
electronic  sensor  components  for  mal^ 
ers  of  autos,  security  systems,  con! 
puters,  communications  gear,  medic; 
devices,  and  defense  systems.  Jones, 
target  for  the  stock,  now  at  15,  is  3(j 
Optek  may  get  a  new  contract  fror] 
General  Motors  related  to  the  cai' 
maker's  new  air  bag.  "If  it  gets  th 
contract,  it  will  add  to  Optek's  eariiing 
by  1999,"  says  Jones.  She  expects  $1.2 
a  share  in  1997  and  $1.45  in  1998. 

MYLAN  LABS 
MAKES  A  RECOVERY 

Although  generic  medicines  remai: 
the  top  choice  among  patients,  thi 
makers  of  these  low-priced  remedie 
have  remained  in  the  cellar:  Investor 
have  shied  away  because  of  price-cut 
ting  that  seriously  depressed  earn 
ings.  But  guess  what?  The  price  war 
seem  to  be  over,  and  certain  generic 
drug  producers  are  sparking  investors 
interest. 

"Signs  of  stability  are  emerging,| 
says  Ian  Sanderson  of  Cowen  &  Cc 
His  favorite:  Mylan  Laboratories  (myl; 
which  has  a  line  of  90  generic  reme 
dies.  "We  ai'e  up- 
gi-ading  Mylan  to      THE  MEDICINE 
a    buy    rating,        IS  WORKING 
based  on  an  im- 
pi'oving  earnings 
outlook  in  1998- 
99,"     he  says. 
"With  its  leading 
generic  (h-ug  fran- 
chise, Mylan  Labs 
is  the  top  play  in 
the  expected  near- 
term  turnaround 
in    the  generic- 
di'ug  market." 

There's  another 
reason  for  Mylan's 
appeal*  a  possible        bwomberc  financiai  markets 

buyout  offer  from  a  foreign  drugmakei 
wanting  to  get  in  on  the  rebound  in  th( 
market  for  geneiics.  As  managed-carei 
buyers  embrace  generics  to  balanc( 
their  budgets,  he  says,  "substitutioi 
rates  will  jump  from  43%-45%  of  pre 
scriptions  in  1996  to  50%-55%  by  2001.' 

Now  at  17,  Mylan  is  worth  35  in  ; 
buyout,  say  analysts.  Top  executive.^ 
of  a  big  disti-ibutor  of  pharmaceuticah 
agi'ee  Mylan  is  vulnerable.  They  sa^ 
Mylan  is  getting  edgy  and  may  spir 
off  one  division  to  thwart  a  takeover 
Mylan  didn't  return  calls. 
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iformation  Processing 


w  president  and  ex-IBM 
'0  Richard  Thoman  has  a 
ssion:  Put  the  copier 
mt  back  in  the  fast  lane 

1'^  oft-spoken  and  low-key,  G. 
^  Richard  Thoman  doesn't  immedi- 
^  ately  come  across  as  a  battler.  In- 
^deed,  his  manner  and  attire  sug- 
t  professor  rather  than  pugilist.  But 
m  Xerox  ceo  Paul  A.  Allaire  sought 
outsider  to  shake  up  the  venerable 
ier  company,  his  choice  was  the  for- 
r  IBM  CFO.  After  spending  a  good 
J  of  the  past  decade  revamping  Xe- 
,  Allaire  says  the  insular  company 
1  isn't  ready  for  an  increasingly  com- 
itive,  high-tech  world,  and  he  thinks 
)man  has  the  stuff  to  fix  that.  "We're 
I  brawl  with  no  rules,"  savs  Allaire. 


On  June  12,  Allaii'e  lured  the  53-yeai-- 
old  Thoman  away  from  Big  Blue  to  be 
Xerox  Corp.'s  new  president  and  heir 
apparent  to  the  58-year-old  ceo,  who 
plans  to  stay  for  only  a  couple  more 
years.  The  seemingly  easygoing  exec 
sports  a  five-star  resume  that  includes 
stints  as  president  of  R.JR  Nabisco  Inc. 
and  head  of  international  operations  for 
American  Express  Co.  As  the  protege 
of  IBM  Chairman  Louis  V.  Gerstner  Jr., 
Thoman  is  known  for  his  roll-up-the- 
sleeves  style  and  knack  for  getting  at 
what  ails  a  business. 

Only  Xerox  is  hardly  ailing.  Its  new- 
crop  of  liigh-tech  digital  copiers  ai-e  sell- 
ing like  hotcakes,  and  the  overall  docu- 
ment-management market  is  gi'ovdng  at 
20%  annually.  Thi'ee  years  of  aggi-essive 
restructuring  have  sent  operating  mar- 
gins up  nearly  a  third  to  11.6%,  while 
sales  per  employee  have  soared  44%.. 


THOMAN:  Itching  for  a  bigger 
presence  in  home  offices 

Yet  Xerox  still  rehes  on  old- 
fashioned  and  slow-seUing  analog 
copiers  for  more  than  half  its  rev- 
enue. That  explains  why,  despite 
double-digit  growth  in  new  digi- 
tal products  and  services,  the  com- 
pany's sales  rose  just  4%  in  the 
fii'st  half  of  this  year.  For  the  year; 
Wall  Street  doesn't  expect  much 
more:  Revenues  are  projected  to 
gi'ow  4%  to  5%,  to  a  little  more 
than  $18  billion.  Still,  the  stock 
has  soared  47%  this  year,  to  77'X(,, 
on  rising  profits,  courtesy  of  the 
higher-margin  new  products  and 
a  growing  service  business. 
DIGITAL  PIONEERS.  What  Xerox 
needs  now  is  more  a  field  general 
than  an  architect.  That's  where 
Thoman  comes  in.  He  will  exe- 
cute a  game  plan  that  Allaire  has 
sketched  out  but  is  still  unfold- 
ing: the  move  away  from  stand- 
alone copiers  toward  a  system  of 
digitally  connected  copiers,  print- 
ers, fax  machines,  and  scanners. 
The  only  snag:  Hewlett-Packard, 
IBM,  Canon,  and  a  host  of  others 
have  been  leaving  Xerox  in  the  digital 
dust  for  years.  Xerox  insiders  say  that 
the  rapid  rise  of  the  networked  office 
surprised  managers,  and  that  prompted 
AUaire  to  pass  over  a  couple  of  in-house 
candidates. 

Thoman  brings  a  persuasive  track 
record.  Before  becoming  IBM's  top  num- 
bers guy,  he  oversaw  the  resun-ection  of 
IBM's  Personal  Computer  Co.,  which  he 
says  was  "in  free  fall."  He  turned  the 
business  into  a  vdnner  by  slashing  pay- 
roll, reducing  inventory,  and  revamping 
the  internal  information  systems  to 
closely  monitor  production  and  sales. 
Thoman,  says  Allaire,  "has  good  opera- 
tional, good  strategic,  and  obviously 
good  financial  acumen." 

At  Xerox,  Thoman  will  do  some  of 
the  same  things:  namely,  whack  costs 
and  sell  off  the  last  of  the  company's 
financial  sei'vices  units.  Then  he  plans  to 


HE  XEROX  CHALLENGE  To  pare  and  refocus  the  company,  President  Thoman  will  have  to: 


Negotiate  a  tricky 
ansition  in  its  core  copier 
asiness  from  analog 
lachines  to  new  digital 
ichnology.  Analog  copiers 
ill  account  for  $9.7  bil- 
on  in  sales,  more  than 
alt  of  total  revenues. 


►  Sell  off  its  insurance 
businesses,  which  are  a 
vestige  of  Xerox'  ill-fated 
1980s  foray  into  financial 
services.  Xerox  has  been 
auctioning  off  pieces,  but 
three  units  have  yet  to  be 
sold. 


►  Continue  the  cost-cutting 
and  restructuring  that 
have  been  the  hallmark 
of  Paul  Allaire's  seven-year 
reign  as  CEO.  Although 
overhead  has  been  sliced 
by  10%,  the  company 
believes  it  must  do  more. 


►  Respond  to  new  com- 
petitors, such  as  Hewlett- 
Packard,  that  are  chipping 
away  at  Xerox'  franchise  in 
the  document-reproduction 
business.  Xerox  must 
broaden  its  distribution  by 
signing  more  retailers. 


DATA:  COMPANY  REPORTS 
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Ik  1918  Business  Week  Poeket  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rich  burgundy  -  tliis  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to 
DEPT.  BC38,  PO.  Box  1597,  Fort  Lee,  NJ  07024  U.S.A  Enclose  separate  sheet 
with  color  choice,  personalization  requirements  and 
delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
Full  reftind  if  not  completely  satisfied  with  materials 
and  workmanship. 


Gold 
blocking 
of  your 
full  name 
add  $4.75. 

USA  Credit  card  holders  may  call  "^fi^^^^^a^    Planner  size 

TOLL-FREE  800-553-3575  V "  " 

Ask  for  Dept  BC.'iK 
We  honor  AmEx/Diners/Visa/MasterCard 

For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-(X)40,  or  fax  to  201461-< 


Need  an  inventory  solution? 


We  have  one. 

Donating  your  excess 
inventory  earns  a 
generous  tax  write-off 
for  your  company. 
And  creates  college 
scholarships  for 
needy  students.  EAL 
can  convert  your 
donation  of  inventory 
into  financial  aid. 

A  GREAT  SOLUTION. 


Request  a  free  guide 
to  learn  more. 
Call  (630)  690-0010 
Fax  (630)  690-0565 
Email 

scholar@eduassist.org 


Educational 
Assistance  Ltd. 
P.O.  Box  3021 
Glen  Ellyn,  IL  60138 


Excess  inventory  today . . .  student  opportunity  tomorrow 


target  the  small-business  and  hom( 
fice  arena,  where  Xerox  is  itching  fi 
bigger  presence.  One  way  to  do  tht 
to  increase  the  number  of  retail 
lets,  including  superstores,  that  a 
Xerox  products  from  3,000  today 
4,500  by  the  year  2000.  He's  also  g( 
to  dramatically  increase  the  numbe 
products  Xerox  sells  through  retai 
include  its  full  line  of  copiers,  inl 
printers,  and  multifunction  machii 
Until  now,  retailers  primarily  sold 
sonal  copiers.  All  told,  Thoman  ho 
to  quadi-uple  sales  of  personal  cop 
and  multifunction  machines  thro 
these  channels  by  2000.  "The  mai 
opportunity,"  he  says,  "is  more  excil 
than  I  thought  when  I  came." 

Then  there's  Xerox'  digital  futi 
The  Document  Centre  multiftmction 
ital  copiers  introduced  in  April  are 
ing  so  fast  the  company  has  had  to 
manufacturing  capacity.  (Analysts 
Xerox  has  ah-eady  blown  by  initial  i 
year  estimates  of  50,000  units.)  0 
Xerox  gets  customers  hooked  on  th 
machines,  which  are  priced  tirom  : 
to  $10,500,  it  can  sell  them  more 
pensive,  advanced  digital  copiers 
networking  setups.  Xerox  hopes  t 
will  blunt  the  success  of  its  rivals, 
rox  is  feeling  threatened  by  us," 
hp's  Carolyn  M.  Ticknor,  who  heads 
laser-printer  division. 
AT  YOUR  SERVICE.  But  for  all  this  c 
er  talk,  the  real  sweet  spot  is  good 
fasWoned  sei-vice  contracts  for  manaj 
the  flow  and  copying  of  documents 
large  coiporations.  For  Xerox,  this  b 
ness  has  doubled  over  the  past 
years  to  $1.3  biUion,  although  the  n 
ket  is  rife  with  well-heeled  competil 
that  include  IBM  and  Electronic  D 
Systems  Corp. 

Now  Thoman  plans  to  expand 
business,  which  does  everything  fi 
manage  office-supply  piu'chasing  to  { 
viding  Internet  services  such  as  desi 
ing  electronic-commerce  systems.  ( 
way  is  to  offer  a  new  Net  sei-vice  t 
will  run  electronic  ordering  and  bif 
systems.  Xerox  will  then  manage 
sorting,  saving,  and  retrieval  of  th 
online  documents.  "Document  servi 
vrill  ultimately  be  our  lead  offering 
large  customers,"  says  Allaire.  "It' 
big  part  of  our  future." 

Thoman  isn't  a  techie.  But  at  IBM, 
proved  to  be  a  quick  study  who  ^ 
more  capable  of  managing  change  in 
digital  era  than  ibm's  own  engineer 
wizards.  That,  more  than  anything,  r 
explain  why  Allaire  placed  Xerox'  i 
in  the  hands  of  this  outsider 

By  Tim,  Smart  in  Stamford,  Coi 
with  Peter  Burrows  in  Sa7i  Francis 
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Stories  of  immense  power,  fortune  and  risk.  Stories  brought  to  life  like  ^  never,'; 
before  —  from  the  perspective  of  the  people  behind  them.  Join  host  Sheilah 
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SCANDALS 


MAN  IN  THE  MIDDLE 
OF  DONORGATE 

Was  Ted  Sioeng  funneling  money  or  just  doing  business? 


Ted  Sioeng  had  arrived.  On  the 
evening  of  July  22,  1996,  he  sat 
])i'oudly  beside  Bill  Clinton  in  the 
glitzy  ballroom  of  the  Century 
Plaza  Hotel  in  Los  Angeles  at  a  dinner 
that  raised  $800,000  in  camjiaign  dona- 
tions. For  Sioeng — an  In- 
donesian businessman  who  ^ 


MID-TO-LATE  1960s 

While  in  his  20s,  Ted 
Sioeng,  the  adopted 
son  of  an  ethnic  Chi- 
nese couple,  develops 
a  profitable  foam  rub- 
ber business  in 
Indonesia. 

EARLY-TO-MID 
1970s  China  begins 
opening  up,  and  Sioeng, 
who  speaks  three  Chinese 
dialects,  begins  selling  used 
cigarette-making  equipment 
to  Yunnan  Province  tobacco 
companies.  Later  he  will  sell 
used  medical,  toy,  and  other 
manufacturing  equipment 
acquired  in  the  U.S.  and 
Canada. 

LATE  1970S  TO  EARLY 
1980s  Sioeng  moves  to 
Hong  Kong  for  easier  access 
to  the  mainland.  Yunnan 
Provincial  government  grants 
him  a  license  to  sell  Hong- 
tashans,  a  popular  cigarette 


ernmental  Affairs  Committee  probes 
into  whether  Beijing  attempted  to  in- 
fluence last  year's  elections,  Sioeng  could 
be  a  linchpin  in  the  scandal.  He  and  his 
daughter  Jessica  Elnitiaila  have  given 
about  $400,000  to  politicians  since  1995, 
the  bulk  of  it  to  Democrats.  And  some 
of  those  donations  allegedly  coincided 

HONGTASHAN 
CIGARETTES 

brand,  outside 
China.  He 
makes  them  in 
Singapore  and 
distributes 
them  in  Asia 
and  eventually 
the  U.S. 


mid-1980s 

Sioeng  and  wife,  Sundari 
EInitiarta,  apply  for  visas 
through  a  U.S.  immigration 
lottery.  In  1987,  EInitiarta's 
visa  is  approved,  and  she 
moves  with  their  five  chil- 
dren to  Los  Angeles.  Sioeng 
frequently  visits  but  official- 
ly lives  in  Hong  Kong  and 
Singapore  to  run  his  empire, 
which  now  includes  several 
joint  ventures  with  Chinese 
companies. 

EARLY  1990s  Sioeng  helps 
his  eldest  child,  Jessica  EIni- 
tiarta, establish  a  real-estate 


This  much  is  known:  InterceptsDf 
convei'sations  indicate  that  top  Chir- 
officials  discussed  ways  to  influence  I 
politicians  and  may  even  have  m 
tioned  people  friendly  to  Beijing  \ 
might  be  enlisted  in  the  effort.  R 
Dougall  says  he  wouldn't  be  smprise 
Chinese  diplomats  raised  Sioei 
name — he  is  also  called  Sioeng  ; 
Wong — because  he  is  pro-China. 

Sioeng,  who  declined  to  be  int 
viewed,  is  not  a  pei*manent  U.  S.  r 
dent — his  passport  is  from  Behze — 
his  wife  and  children  are.  He  has 
been  seen  in  the  U.  S.  since  winter  . 
is  believed  to  be  living  in  Hong  Koi 

Sioeng's  views  on  China  are  m 
emotional  than  political,  say  fiiends. . 
is  not  an  ethnic  Chinese  but  was  rai 
in  Indonesia  by  a  Chinese  couple.  Ic 
logically,  he  appears  to  be  a  fi*ee-mar 
capitalist.  Sioeng  became  wealthy  in 

What  a  Lo 


APRIL,  1995  Sioeng 
Jessica  each  make  $ 
contributions  to  help 
the  campaign  debt  of 
fornia  State  Treasurer 
Pong,  a  rising  Republ 
star  who  personally  S( 
the  funds.  Pong  has 
returned  the  money. 


development  company,  Pan- 
da Estate  Investments.  Pan- 
da's holdings  now  include  a 
Beverly  Hills  luxury  condo 
building,  two  Hollywood 
motels,  a  medical  center  in 
Fullerton,  and  a  Chinatown 
office  building.  It  is  also  par- 
tial owner  of  Grand  National 
Bank  in  Santa  Ana,  Calif, 
The  family  becomes  a  fre- 
quent contributor  to  Chinese- 
American  politicians  and 
organizations. 


JULY,  1995  Pong  arn 
for  Sioeng  to  meet  in 
ington  with  House  Sp 
Gingrich.  A  week  late 
ca  donates  $50,000 
now-d 
Natioi 
icy  Fo 
think 
closel 
dated 
formei 
Reput 
Natior 
Comn^ 
Chairr 


began  life  in  an  oi'phanage  and  whose 
limited  English  made  small  talk  with 
Clinton  difficult — what  was  a  night  to 
remembei'  is  now  part  of  a  nightmare 
he'd  like  to  forget. 

Sioeng  (pronounced  shong),  52,  a 
multimillionaire  who  made  a  fortune 
selHng  used  factory  equipment  in  China 
and  exporting  Chinese  cigarettes  to  the 
West,  finds  himself  at  the  center  of 
Donorgate.  According  to  soiu'ces  familiar 
with  both  Justice  Dept.  and  Senate  Gov- 


with  large  wire  transfers  from  the  Bank 
of  China  to  their  U.  S.  bank  accounts. 

Is  Ted  Sioeng  the  key  to  Donorgate? 
Or  is  he  simply  a  flamboyant  entrepre- 
neur doing  business  in  America  the  way 
he  does  business  in  Asia — using  his 
wealth  to  boost  political  connections. 
Thi'ough  their  lawyers,  Mark  J.  Mac- 
Dougall  and  Steven  R.  Ross  of  Wasliing- 
ton,  Sioeng  and  EInitiarta  deny  that  Bei- 
jing was  beliind  any  of  theii'  contributions 
or  that  they  ever  acted  on  China's  behalf. 


20s  by  selling  foam  lubbei-  padding 
Indonesia.  And  he  was  among  the  fl 
to  recognize  that  money  could  be  mili 
in  a  newly  opened  China  in  the  197(jS 
First.  Sioeng  sold  used  cigarette-ml) 
ufacturing  equipment  to  co-ops  in  ii 
southern  province  of  Yunnan.  Later, 
moved  on  to  used  medical  and  toy-m| 
ing  equipment.  He  also  endeared  himi 
to  the  provincial  goveimnent  by  donat| 
money  to  build  schools,  hospitals, 
roads.  In  retiUTi,  Yunnan  officials  gran' 
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a  license  to  sell  the  populai'  Hong- 
1  an  brand  of  cigai'ettes — called  Red 
)da  Mountain  in  the  U.  S. — outside 
hina.  The  wire  transfers  he  receives 
;  the  Bank  of  China,  according  to  a 
28  familial'  with  the  transactions,  are 
terly  dividends  from  his  cigarette 
ventui-e,  a  dollar-based  business, 
sspite  his  affection  for-  China,  Sioeng 
IS  crazy  about  the  U.  S.  He  is 
vn  to  wear  ties  imprinted  with  the 
ue  of  Liberty,  and  friends  say  he 
me  so  enamored  of  America  that 
I.ecided  to  raise  his  five  children 
.  His  wife  obtained  a  visa  through 
nmigration  lottery,  and  in  1987,  the 
ly  moved  to  Los  Angeles.  Sioeng 
id  behind  to  take  care  of  business 
■nade  frequent  extended  visits, 
is  eldest  child,  Jessica  Elnitiarta — 
uses  her  mother's  maiden  name — 
s  the  family  interests  in  California 
is  the  sole  shareholder  of  Panda 
tes  Investment  Inc.  Panda  holdings 
de  two  Hollywood  hotels  and  a  24- 


FoiTnerly  pro-Taiwan,  the  paper  today  is 
pro-China,  some  readers  say,  because  it 
runs  releases  issued  by  Beijing  news 
agencies.  But  Jamie  Lim,  deputy  gen- 
eral manager,  says  Sioeng  isn't  around 
enough  to  influence  its  content. 
DEEP  POCKET.  Sioeng  often  donated  mon- 
ey to  Asian-American  groups,  and  his 
genero.sity  to  Iowa  Wesleyan  College  was 
recognized  with  an  honorary  doctorate. 
Inevitably,  pols  began  to  view  Dr.  Sioeng, 
as  he  sometimes  calls  himself,  as  a  deep 
pocket,  too.  Califor-nia  State  Treasurer 
Matt  Fong,  a  Republican,  was  among  the 
first  to  come  calling.  Fong,  now  nmning 
for  a  U.  S.  Senate  seat,  received  $100,000 
fi:"om  Sioeng  and  Elnitiarta  in  1995.  When 
reports  suggested  the  money  came  ft'om 
China,  he  retimied  it. 

Others  familiar  vdth  Sioeng's  giving 
say  they  don't  see  China  behind  the  do- 
nations. Fong  aggressively  solicited 
Sioeng  aftei-  his  1994  treasurer's  race, 
they  say.  And  Fong  concedes  that  he 
went  to  Sioeng's  office  "no  more  than 


Republican  National  Committee  sub- 
sidiary that  raised  cjuestionable  foreign 
money.  Some  Democi'ats  have  alleged 
that  Elnitiarta's  $50,000  check,  for  ex- 
ample, was  covered  by  a  Bank  of  China 
wire  transfer  made  the  previous  day. 
Lawyer  MacDougall  denies  this.  Elni- 
tiarta gave  the  money,  says  a  friend, 
because  she  was  told  the  npf  would 
hold  an  event  at  her  hotel.  It  never  did. 

Soon,  Sioeng's  largesse  caught  the 
eye  of  Democratic  fund-raiser  John 
Huang.  He  invited  Sioeng  and  Elnitiar- 
ta to  his  maiden  event  as  a  dnc  fund- 
raiser in  Febrnaiy,  1996,  and  to  the  now 
infamous  April,  1996,  Buddhist  Temple 
lunch  with  Vice-President  Al  Gore. 

It  was  also  Huang  who  invited 
Sioeng  to  the  Centuiy  Plaza  fimd-raiser. 
A  Democratic  source  says  Huang's  prac- 
tice by  this  time  was  to  solicit  wealthy 
Asian  Americans  to  buy  entire  tables 
so  they  could  impress  foreign  guests 
with  theii-  White  House  connections.  El- 
nitiarta gave  $250,000  altogether,  and 


mge  Trip 


1 

a 

-  I 

Daily 


Chi- 

guage  daily  in  Mon- 
k,  Calif.,  raising  his 
the  Chinese  com- 
"he  paper  had  been 
3n;  under  Sioeng, 
'  it  is  pro-China. 

RY,  1996  In  the 

lur  Democratic 
ers  Sioeng  will 
e  appears  at  a  Chi- 
V  Year  event  at 


luxury  condo  in  Beverly  Hills.  The 
erties  are  worth  some  $25  million 
the  condo  alone  produces  nearly  $1 
)n  in  annual  pretax  profit,  according 
ioeng's  lawyers.  This  means  Elni- 
i,  31,  easily  could  have  made  poht- 
donations  out  of  her  own  pocket. 

amount  of  money  they  gave  was 
I  big  deal  to  them,"  says  a  ft-iend. 
oeng's  most  visible  asset  is  the  In- 
itio7ial  Daily  News,  a  Chinese-lan- 
;e  newspaper  in  Monterey  Park. 


Washing- 
ton's Hay 
Adams  Hotel. 
All  four  are 
organized  by 
Democratic 
National  Com 
mittee  mon- 
eyman  John 
Huang  who 
approached 
Sioeng  and 

Jessica.  Jessica  donates 
$100,000  to  the  DNC. 

APRIL,  1996  Sioeng  and 
Jessica  both  attend  a  con- 


INTERNA- 
TIONAL 
DAILY  NEWS 


troversial  fund-raiser  held  at 
a  Southern  California  Bud- 
dhist temple,  featuring  Vice- 
President  Gore  as  speaker. 
Some  of  the  funds  raised 
came  from  Buddhist  nuns 
and  monks,  allegedly  to 
conceal  their  foreign  source. 

MAY,  1996  Sioeng  and 
numerous  associates,  some 
from  China,  attend  a  glitzy 
dinner  at  Washington's  Sher- 
aton-Carlton  Hotel.  Jessica 
donates  $50,000  to  the 
DNC. 

JULY,  1996  Sioeng,  Jessica, 
and  dozens  of  guests  attend 
a  dinner  at  the  Century 
Plaza  Hotel  in  Century 
City,  Calif.  Sioeng  and 
James  Riady  sit  next  to 
President  Clinton.  Jessica 
donates  $100,000  to  the 
DNC. 

APRIL,  1997  News  articles 
name  Sioeng  and  Jessica  as 
the  focus  of  a  Justice  Dept. 


SIOENG  AND  RIADY  WITH 
CLINTON  IN  L.A. 


investigation  mto  alleged 
Chinese  government  influ- 
ence-buying durmg  the 
1996  elections.  The  Senate 
Governmental  Affairs  Com- 
mittee, headed  by  Republi- 
can Fred  Thompson,  probes 
their  ties 
to  both 
political 
parties. 
Sioeng 
and  Jessi- 
ca both 
deny  hav- 
ing done 
anything 
illegal. 


10  times"  seeking  money.  Sioeng  has  told 
friends  he  gave  Fong  $50,000  because 
he  was  weaiy  of  his  pleas.  Fong  even 
helped  him  wiite  the  check  because  of 
Sioeng's  difficulty  with  Enghsh. 

Fong  also  arranged  for  Sioeng  to 
meet  House  Speaker  Newt  Gingrich  in 
1995,  though  Sioeng  didn't  know  who 
Gingrich  was.  A  week  later,  a  GingTich 
aide  asked  Elnitiarta  to  donate  $50,000 
to  the  National  Policy  Forum  (npf). 
Critics  say  the  gop  think  tank  was  a 


this  enabled  Sioeng  to  invite  associates 
from  mainland  China  to  three  dnc 
events.  The  dnc  has  kept  Elnitiarta's 
donations,  wliich  are  legal  because  she's 
a  permanent  U.  S.  resident.  If  nothing 
else,  she  and  her  father  have  learned 
that  a  few  hundred  thousand  dollars 
can  buy  plenty  of  pohtical  connections — 
and  a  whole  lot  of  grief — in  America. 

By  Paula  Dwyer  in  WasIiingto7i,  jvith 
Lamj  Armstrong  in  Los  Angeles  and 
Dave  Lindorff  in  Hong  Kong 
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MOTOR  SPORTSi 


SPEED  SELLS 


Auto  racing  is  suddenly  sizzling-as  a  sport  and  a  business 


Imagine  you're  pressed  against  a  fence 
overlooking  the  back  straight  of  a 
modem  superspeedway.  From  a  mile 
away,  a  wall  of  sound  is  building. 
Suddenly,  the  roar  of  700-horsepower 
Ford  and  GM  engines  swells  to  a  crescen- 
do as  40  stock  cai-s  streak  past  you  with 
a  velocity  that  nearly  rips  yotu"  face  off. 

What  did  you  see?  Well,  it  was  most- 
ly a  blur,  but  it  looked  as  if  the  big 
Kellogg's  Cora  Flakes  box  was  ahead 
of  the  orange  Tide  container  And  the 
car  done  up  hke  a  yellow  Kodak  film 
package  was  nosing  past  the  one  fes- 
tooned with  McDonald's  golden  arches. 

Naked  commei-cialism  that  ttuTis  cars 
into  180-mph  billboards — and  attracts 
more  sponsor  dollars  than  any  other 
sport.  A  soai-ing  T\'  audience  that  makes 
media  moguls  go  limp  at  the  prospect  of 
cheap,  popular  progi-amming.  Sold-out 
grandstands  crammed  with  fans  who 
think  nothing  of  spending  a  weekend — 
and  hundreds  of  bucks  apiece — at  a 


speedway.  And  poised  to  cash  in  on  it 
all:  aggi'essive  racing  conglomerates  that 
are  using  millions  raised  fi'om  the  eqtii- 
ty  markets  to  build  new  tracks  and  snap 
up  existing  ones.  No  wonder  the  racing 
biz  is  glowing  hotter  than  an  exhaust 
pipe  after  a  500-mile  inn. 

How  hot  is  that?  Ask  one  of  the  new 
breed  of  racing  entrepreneui's,  such  as 
0.  Binton  Smith,  William  C.  France  Jr., 
or  Roger  Penske.  Convinced  that  mega- 
speedways  capable  of  holding  upwards 
of  150,000  fans  are  the  wave  of  the  fu- 
ture, the  trio  has  triggered  a  consoHda- 
tion  binge  that's  ttu'ning  American  rac- 
ing on  its  ear. 

STAR  DRIVERS.  The  reverberations  ex- 
tend all  the  way  to  Europe.  This  fall. 
Bernard  Ecclestone — the  czar  of  the 
enonnously  popular  Foi-mula  One  racing 
format — plans  to  float  shares  in  a  new 
company  that  he  hopes  will  extend 
Grand  Prix  racing's  reach  to  the  far 
comers  of  Asia.  The  piTze,  if  Ecclestone 


manages  to  pull  it  off,  will  be  upwa^.-: 
of  $2  billion. 

If  you're  wondering  why  rights^i 
market  Formula  One  could  comm; 
such  a  stim,  look  at  it  from  Ecclestofe 
perspective.  A  tv-pical  F-1  race — fealsa 
ing  ultrasophisticated  $4  million  rj^ 
rockets  and  star  drivers  that  tap  i 
Europe's     swelling  nationahsm- 
watched  by  a  television  auchence  of 
milhon.  Only  World  Cup  soccer  and 
Summer  Olympics  command  a  lar 
following. 

The  growing  demand  for  sports  j 
gi'amming  in  Europe  makes  F-1  es"- 
cially  attractive  to  broadcasters.  C 
fits  such  as  Germany's  DFl 
France's  Canal  Plus  see  Grand  Piix  i 
ing  as  a  lure  for  subscribers  and 
willing  to  pay  handsomely  for  T\'  rig 
As  television  contracts  soar,  so  do  p: 
its.  This  year,  F-1  projects  pretax  es 
ings  of  $139  million  on  revenues  of  $ 
million.  Ecclestone  reckons  that  if  on! 
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3f  cuirent  viewers  fork  over,  say, 
D  get  a  digital  broadcast  featming 
eractive  views  of  a  race,  revenues 
iouble.  "Very  few  businesses  can 
st  profits  for  seven  years  out," 
tone  boasts.  "I  can." 
opeans  first  popularized  motor 
and,  tnath  be  told,  still  look  down 
lerican  variants  as  the  boorish 
lations  of  countiy  bumpkins.  Ec- 
le  sneers  that  U.  S.  oval  racing 
tage-managed  that  it's  more  akin 
)w  business — Hke  wrestling"  than 
road  racing. 

haps.  But  in  candid  moments, 
'acers  do  credit  U.  S.  enti'epre- 
with  the  financial  flair  that  under- 
uch  of  the  sport's  ciurent  bm-st  of 
•ation.  Sensing  that  oval-track  rac- 

ONS  FOR  BERNIE? 

mla  One  czar  Ecciestone 
5  a  public  offering 
e  fall  that  could  raise 
irds  of  $2  billion 


MECHANIZED  MAYHEM 

NASCAR  has  built  a  fanatical 
following-a  fact  not 
lost  on  the  networks  and 
cable  operators 

ing  is  poised  to  break  out  of  its  South- 
eastern and  Midwestern  base  to  rich 
new  media  markets,  U.  S.  promoters 
have  embarked  on  a  massive  construc- 
tion binge.  The  financing  source:  rising 
television  revenues  and  cash  ft'om  stock 
sales. 

In  the  process,  the  speedway  kings 
are  transforming  American  racing.  Once 
the  grimy  pastime  of  fly-by-night  pro- 
moters and  scruffy  amateurs,  auto  rac- 
ing is  mutating  into  something  vastly 
more  profitable — a  button-down  world 
of  Wall  Street  financiers,  megabuck 
sponsors,  and  corporate  hospitality 
suites.  True,  the  pin-striped  set  may 
never  be  totally  comfortable  rubbmg 
shoulders  with  hard-charging  racers. 
But  with  a  business  that  offers  operat- 
ing margins  of  30%,  who  cares"? 
CHARM  SCHOOL.  And  the  good  old  boys 
of  summer  who  used  to  bang  fenders  on 
Tobacco  Road?  Bubba's  had  his  teeth 
capped  and  gone  to  charai  school.  The 
new  hero-driver  model:  stock-car  cham- 
pion Jeff  Gordon,  26,  who  looks  like  a 
surfer  and  seems  stamped  from  the 
same  safe-and-sanitary  mold  as  golfing 
star  Tiger  Woods. 

It  wasn't  always  this  way,  of  course. 
In  1995,  Smith,  who  started  out  flog- 
ging cars  and  real  estate  in  Chai-lotte, 
N.  C,  had  a  revelation.  High-tech  start- 
ups were  raising  millions  with  initial 
pubhc  offerings.  Why  not  racetracks? 
So  he  took  Speedway  Motorsports  Inc. 
public,  raising  $75  million. 

The  IPO  had  an  electric  effect  on  the 
industry.  The  Daytona  Beach  (Fla.) 
France  family,  which  controls  the  Na- 
tional Association  of  Stock  Car  Auto 


Racing  (nascar) — the  spoil's  top  rule- 
making body — felt  the  buzz.  In  short 
order,  the  clan  issued  new  low-priced 
shares  in  its  International  Speedway 
Corp.  (ISC),  creating  the  fii'st  real  mar- 
ket in  isc's  once  sleepy  stock. 

Penske,  whose  $6  billion  empire  in- 
cludes Detroit  Diesel  Corp.  and  tnick- 
leasing  and  auto  dealerships,  wasn't 
about  to  be  left  behind.  Last  year,  he 
took  Penske  Motorsports  Inc.  public, 
raising  $82.7  million. 

Although  Smith  was  among  the  first 
to  sense  the  dimensions  of  the  boom, 
the  credit  for  setting  the  sport's  dizzying 
pace  goes  to  nascar.  By  staging  super- 
competitive  sedan  races  that  fans  could 
identify  with,  it  built  a  huge  following  of 
stock-car  fanatics.  Enter  television  pro- 
gi'ammers  on  the  prowl  for  product.  As 
major  networks  and  cable  operators 
such  as  ESPN,  Fox  Broadcasting,  The 
Nashville  Network,  T\u"ner  Broadcast- 
ing, and  the  new  Speedvision  channel 
televise  ever  more  races,  the  audience 
keeps  on  gTowing.  Last  year,  112  inillion 
households  tuned  in  to  NASCAR  events, 
while  attendance  at  its  premier  Win- 
ston Cup  races  hit  5.6  million. 

Those  numbers  stoke  sponsor  inter- 
est, since  advertisers  view  the  massive 
exposure  they  get  from  racing  as  a 
cheap  buy.  Says  Joyce  Julius,  head  of 
Joyce  Julius  Associates  Inc.,  a  Dear- 
bom  (Mich.)  sports-marketing  ftmi:  "We 
measured  total  ad  images  fi-om  the  Win- 
ston Cup  series  last  year  and  discov- 
ered there  was  nearly  $900  million 
worth  of  sponsor  exposure."  The  up- 
shot, says  Julius:  "If,  say,  Valvoline  oil 
writes  a  $6  million  check  to  sponsor  a 
race  team,  they're  getting  back  nearly 
$30  miUion  in  advertising." 

According  to  Jim  Andi-ews,  vice-pres- 
ident of  lEG  Spo)tso)^ship  Report,  a 
Cliicago-based  newsletter,  nascar's  cor- 
porate support  is  expected  to  gi'ow  to 
.$441  million  this  year,  up  fi'om  $405  mil- 
lion in  '96.  Total  motor-sports  sponsor- 
ship could  hit  $920 
million,  up  from  $845 
million  last  year.  That 
tally  is  expected  to 
grow  at  a  5%-to-10% 
clip,  showcasing  such 
brands  as  the  Cartoon 
Network,  Budweiser, 
and  DuPont  paint.  By 
comparison,  golf  spon- 
sorship was  $555  mil- 
Uon  in  1996,  and  other 
major  stadium  sports 
racked  up  a  combined 
$365  million. 

And  race  fans  don't 
just    turn    out  in 
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droves.  They're  in- 
tensely loyal  to  the 
brands  they  associate 
with  the  spoi't.  Ac- 
cording to  marketing 
studies,  70%  of  the 
devotees  of  nascar 
and  Indycar  racing — 
which  features  fend- 
erless,  cigar-shaped 
racers  that  zoom 
around  tracks  such 
as  Indianapolis — pur- 
chase some  of  the 
featured  products. 
That's  nearly  double 
the  brand  loyalty  fui- 
pro  football,  baseball,  and  basketball. 

Smith  wasn't  the  only  promoter  who 
had  these  figures  burned  into  his  con- 
sciousness. But  he  was  one  of  the  most 
aggressive  when  it  came  to  cashing  in 
on  the  phenomenon.  That  meant  a  big 
expansion  of  seating  at  his  speedways, 
which  include  circuits  in  Charlotte,  At- 
lanta, Bristol,  Tenn.,  Sonoma,  Calif,  and 
a  new  $140  million,  185,000-capacity  oval 
in  Fort  Worth.  At  Bristol  alone.  Smith 
took  seats  from  77,000  to  116,000.  Seat- 
ing at  his  tracks  will  rise  to  525,000 
this  year,  up  fi-om  289,000  in  1996.  In 
July,  he  announced  plans  to  raise  .$125 


million  via  a  private  bond  placement. 
The  cash  will  retire  debt — and  pay  for 
more  seats. 

New  seats  are  crucial  to  a  speed- 
way's balance  sheet.  Typically,  a  pro- 
moter pockets  $4  million  or  more  for 
TV  rights  for  a  big  event.  (Teams  and 
drivers  ai"e  paid  by  sponsors  and  orga- 
nizers out  of  a  pi-ize  pool.)  Parking,  sou- 
venir sales,  and  hospitality-suite  rentals 
generate  a  tidy  profit.  But  the  big  jolt 
to  the  bottom  line  comes  from  filling 
the  gi-andstands.  "It  costs  $400  to  put 
up  a  new  seat,"  says  H.  B.  "Tom"  Thom- 
son III,  an  analyst  at  Wheat  First 


mil  MEN  AND  THE  MARKET 

i'enske  and  France 
took  the  hint  when  Smith 
(below)  went  to 
Wall  Street  in  1995 

Butcher  Singer  Securities  in  Richn: 
Va.  "At  each  race,  you  can  get  $( 
$100  per  seat  from  a  spectator,  plu 
average  of  $10  in  concession  sale; 
just  four  races,  you've  earned  back 
investment." 

EARNINGS  CLIMB.  This  rapid  return  j 
speedway  syndicates  operating  mai 
of  27%  to  38%.  Says  E.  Breck  Wht 
a  racing  analyst  at  J.  C.  Bradford  & 
in  Nashville:  "These  companies  sht. 
be  able  to  see  20%  eainings  growth  le 
the  next  three  years,  no  problem." ! 
tor  sports  pros  agr-ee.  "Tr-acks  toda\ 
run  like  a  business,"  notes  Chr\ 
Corp.  Executive  Vice-President  F 
cois  Castaing,  former  chief  enginee  i'o 
Renault's  Formula  One  team.  Undeifh 
speedway  kings,  "they're  a  machir  t 
make  money." 

That's  certainly  the  way  things  lO 
ft'om  where  Smith  is  sitting.  A  re-i 
June  night  finds  him  ensconced 
glass-enclosed  suite  atop  his  new  T>c 


SCREAM  MACHINES:  WHICH  IS  WHICH 


?i^\Rothmans 


FORMULA  ONE  High-tech  220-mph  open-wheel  projectiles 
from  Renault,  Peugeot,  Ferrari,  Mercedes,  Honda,  and  Ford 


G.T.  RACING  Production-based  sports  cars — such  as 
Porsches,  Mercedes,  and  McLarens — that  run  on  road  circui 
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or  Speedway,  hobnobbing  with 
brities  and  sizing  up  a  crowd  of 
)00  below.  That's  a  lot  fewer  than 
185,000  who  braved  monsoon-like 
^  and  monster  traffic  jams  to  at- 
his  April  NASCAR  opener.  Rut  it's  a 
showing  for  the  Indy  Racing 
rue,  a  straggling  series  that  must 
3  do  with  unknown  cbivers  and  low- 
ret  race  cars. 

Tiile  Smith's  guests  help  themselves 
ier  and  brisket,  race-goei-s  ai-e  being 
ed  up  for  the  feature  event. 
Elvis  impersonators  para- 
e  single  file  into  the  infield  to 
ops   from    the    crowd.  A 
eze  artist  twirls  precariously 
I  a  helicopter.  Fireworks  fill 
^ky.  "Pretty  subdued  for  me," 
,h  says  dryly.  "Not  blowing 
nuch  stuff  tonight."  No  kid- 
.  At  Smith's  Charlotte  Motor 
!dway,  he  once  recr-eated  the 
.  invasion  of  Grenada,  com- 
;  with  cannon,  paratroopers, 
attack  hehcopters. 
nith  makes  no  apologies  for 
uctions  that  puth  the  enve- 
fi-om  the  merely  tacky  to  the 
fly  tasteless.  When  it  comes 
ishing  in  on  America's  fasci- 
DH  with  speed,  he  believes 
i's  no  business  like  show  busi- 
.  "A  race  is  just  a  race," 
,h  says  from  his  Charlotte  of- 
waving  at  stock  cars  rum- 
f  below.  "I  want  a  spectacle." 
nith's  gimg-ho  style  makes  nascar 
seer  Bill  France  cringe.  Nonethe- 
France's  International  Speedway 
).  seems  eager  to  copy  his  rival's 
Id  'em  and  they  will  come"  ap- 
ch.  ISC  is  adding  more  seats  at  its 
cs  in  Daytona,  Darlington,  S.  C,  and 
idega,  Ala.  And  it  just  acciuii'ed  con- 
of  the  road  coui'se  at  Watkins  Glen, 
.  In  July,  ISC  bought  Phoenix  In- 
ational  Raceway  for  $46  million. 
5  later,  France  teamed  with  Penske 
uy  control  of  South  Florida's  new 
ro-Dade  Homestead  track  for  $23.6 
on.  Next  targets:  building  ovals  neai- 
ago,  Kansas  City,  and  Sacramento 
re  Smith  can  get  there, 
idway  between  Smith's  high-roller 
}  and  France's  more  measured  ap- 


proach is  Roger  Penske.  A  meticulous 
executive  who  raced  sports  cars  before 
he  traded  his  helmet  for  a  briefcase, 
Penske  has  moved  swiftly  since  Penske 
Motorsports  went  public  last  March. 

In  May,  he  bested  Sinith  for  the  right 
to  buy  a  controlling  interest  in  North 
Carolina  Motor  Speedway  in  Rocking- 
ham, and,  in  late  June,  he  loibbed  salt  in 
the  wound  with  the  triumphant  opening 
of  his  $100  million  Califoinia  Speedway, 
located  between  Los  Angeles  and  Palm 

SPEED,  INC. 


Speedway  stocks  hold  plenty  of  zoom  for  racing  moguls. 
But  for  the  most  part,  shareholders  are  still  idling. 

STOCK  IPO  CURRENT* 

INTERNATIONAL  SPEEDWAY  CORP.  (ISCA)    20  2078 

Controls  six  tracks,  including  Daytona  and 
an  11%  share  of  Penske  Motorsports 

PENSKE  MOTORSPORTS  INC.  (SPWY)         24  32/2 

Owns  or  controls  five  tracks,  including 
the  new  California  Speedway  in  Fontana 

SPEEEDWAY  MOTORSPORTS  INC.  (TRK)       18"  21  "A 

Owns  five  tracks,  including  the  new  Texas 
Motor  Speedway  outside  of  Fort  Worth 

G.R  ASSN.  OF  LONG  BEACH  (GPLB)  10  H'/e 

Owns  two  tracks  and  stages  the  annual 
Long  Beach  IndyCar  race 

*Asof  July  29,  1997  "Split  2  for  1  in  1996  DATA:  J,C,  BRADFORD 

Springs.  The  track  seems  like  a  cross 
between  Daytona  and  Disneyland:  There 
are  plush  facilities,  racegoers  are  called 
"guests,"  and  uniformed  host  workers 
circulate  to  make  siu'e  fans  ai'e  having  a 
quahty  experience. 

Racing  iPOs  don't  just  attract  the  cu- 
cle-track  crowd.  Road-racing  aficionados 
also  want  in  on  the  action.  Seattle  mon- 
ey manager  Andrew  L.  Evans,  a 
wealthy  chum  of  Microsoft  Corp.  ceo 
William  H.  Gates  III,  recently  bought 
the  top  U.  S.  sports-car  racing  organi- 
zation and  snapped  up  circuits  in  Se- 
bring,  Fla.,  and  Mosport,  Ont.  Evans 
aims  to  build  the  audience  for  road  rac- 
ing by  bringing  top  European  racers  to 
the  U.  S.,  and  with  them  $1  million 
McLarens,  Porsche  GTls,  and  Mercedes 


CLKs.  Evans  may  go  pubhc  in  1998. 
"What's  needed  now,"  he  says,  "and 
what  Ecclestone,  Penske,  France,  and 
Smith  are  tiying  to  do,  is  to  profession- 
alize this  sport." 

Ecclestone  couldn't  agi'ee  more.  "Peo- 
ple talk  to  me  about  a  chain  of  theme 
restaurants,"  he  says.  "No  time  for  it. 
Merchandising?  Don't  get  a  penny — too 
busy.  It's  time  foi'  racers  like  me  to  give 
way  to  the  businessmen  in  suits  who 
can  do  all  these  things." 

What  might  the  suits  do  to 
give  F-1  the  interstellar  dimen- 
sion Ecclestone  dreams  of?  For 
starters,  IPO  cash  could  market 
the  F-1  brand  more  assertively. 
The  model  is  nascar,  which  sells 
nearly  $770  million  a  year  worth 
of  racing  merchandise.  Ecclestone 
also  could  recoup  some  of  the  $88 
million  he  sank  into  mobile-TV 
production  and  filming  facilities, 
which  he  ships  to  races  aboard 
two  747  cargo  jets.  Above  all,  he 
wants  to  expand  Grand  Prix  i-ae- 
ing's  foothold  in  Asia.  Ecclestone 
is  eyeing  $200  million  govern- 
ment-subsidized cii'cuits  planned 
for  Malaysia  and  South  Korea, 
plus  an  existing  facility  in  Zhuhai, 
China.  F-1  has  staged  a  race  in 
Suzuka,  Japan,  for  several  years. 
NEW  KID  IN  TOWN.  Heady  stuff, 
this  race  biz.  And  those  fat  profit 
margins  certainly  make  speed 
syndicates  look  like  winners.  But 
investors  who  dream  of  a  quick  trophy 
need  to  proceed  with  caution.  Although 
Fidelity  Investments  and  other  small- 
cap  funds  have  taken  positions  in  the 
U.  S.  companies,  the  shares  aren't  keep- 
ing pace  with  the  Dow.  "We're  a  new 
phenomenon  to  Wall  Street,"  shrugs 
France.  "It's  going  to  take  time  for 
those  folks  to  understand  our  business." 
Says  Scott  Bany  of  Raymond  James  & 
Associates  Inc.  in  St.  Petersburg:  "The 
stocks  are  not  inexpensive.  The  under- 
lying economics  are  fantastic,  but  the 
market  seems  to  view  speedway  stocks 
as  long-term  grovrth  plays." 

Beyond  that,  potential  saturation  of 
the  airwaves  with  race  programming 
and  the  rush  to  build  tracks  in  the  few 
remaining  markets  mean  that  at  some 


!  >CK  CARS  T-Birds  and  Monte  Carlos  in  fender-banging 
1  )n.  NASCAR  rules  the  top  races 


INDYCAR  U.S. -style  open-wheel  racers,  heavier  and  less  exot- 
ic than  Formula  One.  Rival  leagues:  CART  and  IRL 
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l)i)iiit,  the  speedway  kings  may  have  to 
downshift.  But  don't  tell  that  to  Smith, 
France,  and  Penske,  who  are  busy  i)lan- 
ning  grander  circuits,  more  corporate 
suites — and  more  cash  flow.  "Tlie  new  fi- 
nancial guys  coming  into  the  sport  are 
smart,"  says  Smith,  "and  they're  helping 
racing  gTow.  But  you've  still  got  to  have 
guys  like  me  in  the  trenches." 

Smith  still  daydi'eams  of  putting  a 


dome  over  Bristol — he  hasn't  quite 
worked  out  the  bugs  in  the  exhaust 
fans  yet — and  Of  building  a  New  Jersey 
track  that  would  loom  as  a  golden  de- 
toui'  on  the  road  to  Atlantic  City  casi- 
nos. And  just  to  get  under  the  skin  of 
those  oh-so-proper  Europeans,  he's 
thinking  of  bringing  stock-car  iron  to  a 
new  oval  developers  plan  in  Geirnany. 
"See,  we  get  these  giant  Prussian 


Antonov-124  aii-lifters,  the  biggest  (jpp 
jets  in  the  world,"  Smith  says  cb-eyi: 
"and  then  we  just  load  our  cai's  on  it. 
and ..."  Surely,  the  man  is  joking, 
joking,  isn't  he? 

Bu  Lee  Walczak  in  Charlotte,  1 
mtit  Steplmnie  Anderson  Forest  in 
Worth,  Tex.,  Bill  Vlasic  in  De\ 
Ronald  Grover  in  Los  Angeles, 
Heidi  Dawley  in  London 


A  GAMBLE  AS  BIG  AS  TEXAS 


Out  in  the  parched  prairie  north 
of  Fort  Worth — deep  in  the 
heart  of  Nowhere — 0.  Bruton 
Smith  has  rolled  the  dice  big-time. 
He  has  gambled  $140  million  that 
he'll  be  able  to  lure  enough  fans  to 
turn  Texas  Motor  Speedway  (tms) 
into  the  capital  of  his  auto-racing 
empire. 

On  nearly  1,000  acres  acquired 
from  developer  Ross  Perot  Jr.,  Smith 
has  erected  150,061  gi'andstand  seats 
and  205  skyboxes  around  a 
l!^-mile  oval.  And  there 
are  plans  for  76  trackside 
condos — for  supersound 
sleepers. 

"We  thought  Texas 
would  be  big  when  we 
built  it,"  says  Smith.  "It 
turned  out  to  be  colossal." 
A  little  10-gallon  bluster? 
Maybe  not.  In  April,  some 
185,000  fans  showed  up  for 
a  NASCAR  race.  According 
to  a  University  of  North 
Texas  study,  tms  is  expect- 
ed to  generate  3,400  jobs 
and  pump  $160  milhon  a 
year  into  the  local  econo- 
my. (P^rt  Worth's  Cham- 
ber of  Commerce  says  a 
weekend  of  nascar  racing 
brought  in  almost  $86  million.) 

Maybe  that's  why  Smith  was  able 
to  cut  a  deal  with  the  Fort  Worth 
Sports  Authority  that  should  save 
him  some  $90  million  in  taxes  over 
■iO  years.  In  its  fii'st  year,  figures 
Wheat  First  Butcher  Singer  analyst 
H.  B.  "Tom"  Thomson  III,  tms  will 
rack  up  net  income  of  $4.8  million  on 
revenues  of  $37  million  for  owner 
Speedway  Motors])orts  Inc. 

Not  too  shabby.  Still,  it's  nowhere 
near  the  profit  Smith  needs  to  re- 
coup Iv's  mvestment.  The  most  cru- 
cial task"  snaring  more  top-tier 
events.  One  of  nascak's  coveted 


Winston  Cup  races  generates  $8  mil- 
lion to  $10  million  for  a  track,  tms  is 
now  making  do  with  one,  plus  sec- 
ondary events. 

Competition  from  other  new 
speedways  makes  the  chances  of  an 
additional  Winston  Cup  race  prob- 
lematic. Indeed,  Smith  secured  his 
April  race  only  by  acquiring  a  small- 
er track  and  moving  the  event  to 
TMS.  "Texas  [could  be]  extremely 
pi'ofitable  with  two  Winston  Cup 


ALL  THIS  AND  CONDOS.  TOO 

To  recoup  its  huge  investment,  Texas  Motor 
way  must  snare  more  top-tier  events 

dates,"  says  Speedway  Motorsports 
President  H.  A.  "Humpy"  Wheeler. 
"With  one,  it's  essentially  a  break- 
even or  small-profit  situation.  These 
new  tracks  eat  money.  We  need  more 
racing  to  feed  the  monster." 

Still,  those  corporate  suites  should 
help.  Smith  charges  companies 
$65,000  to  $100,000  a  season.  In 
Texas,  120  of  the  205  boxes  are 
leased  to  outfits  such  as  Electronic 
Data  Systems,  Coca-Cola,  and  ibm. 
The  track  also  rents  exhibition  space 
in  an  adjacent  Corporate  Village. 
There's  infield  parking  for  1,300  mo- 
tor homes  and  campers  at  $350  to 


per  race  weekend.  And  tms 
sells  "preferred  seat  licenses"  that 
guarantee  the  same  seat  for  30  yea 
as  long  as  you  continue  to  buy  sea- 
son tickets!  Cost:  $750  to  $2,000  a 
season.  Some  40%  of  the  36,000  li- 
censes have  been  sold  thus  far. 

Like  all  modem  tracks,  TMS  level 
ages  its  asphalt  to  the  hilt.  It  plans 
to  eai'n  extra  money  by  renting  tin" 
to  car  clubs,  truck-show  promoters 
used-car  sellathons,  and  fantasy  dri 
ving  schools.  In  June,  cou 
try  and  I'ock-music  festiv 
pulled  in  estimated  rev- 
enues of  $300,000  to 
$500,000  apiece. 
SOOTHING  ROAR?  TMS's  CO 
dos  remain  a  curiosity  for 
nonracing  fans.  But  some 
how,  Smith,  who  pioneere 
the  concept  at  his  Char- 
.  ::,  lotte  and  Atlanta  speed- 
J.'-  ways,  manages  to  sell 
them,  tms  is  building  76 
apartments  high  above  th 
track— at  $275,000  to 
$575,000  apiece.  All  have 
been  purchased.  "I  just 
sold  two  to  a  lady  from 
Taiwan  who  manufacture; 
silk  flowers,"  says  super- 
salesman  Smith  with  a 
grin.  "I  have  no  idea  what  she  wan 
them  for." 

No  doubt  about  it,  the  man  can 
sell.  But  industiy  veterans  caution 
that  unless  he  can  coiTal  moi'e  big- 
time  i-aces.  Smith  could  wind  up  wit 
the  kind  of  hangover  Willie  Nelson 
sings  about.  "Our  concept  is  'If  you 
build  it,  they  will  come,' "  says  Spee 
way  Motorsports  executive  "Thomas 
M.  Sadler.  As  the  racing  world  looks 
on,  Smith  is  about  to  find  out  if  that 
happens  only  in  the  movies. 

Bij  Stephanie  Anderson  Forest  it 
Fort  WoHh,  with  Lee  Walczak  in 
Charlotte,  N.C. 
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The  Russia  Summit 
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Grand  Hotel  Europe 
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The  Russian  economy  has  undergone  a 


remar 


kable  transformation.  Foreign  investors  are  plunging  in.  The  stocl^ 


market  is  booming.  European,  Asian,  and  U.S.  firms  doing  business  in  Russia 
are  seeing  their  sales  soar. 

But  what  does  the  future  hold  for  this  rapidly  changing  market? 
Business  Week  will  bring  together  a  notable  group  of  international  business 
leaders,  government  officials,  and  long-time  Russia  watchers  to  explore  this 
question  in  the  beautiful,  historic  city  of  St.  Petersburg. 

Join  us  at  The  Russia  Summit  for  fresh  insights,  ideas,  and  information  that 
are  sure  to  benefit  your  Russian  ventures.  -^"^^^^^^^ 
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Science  &  Technology 


DRUG  TESTING 


SHOULD  THE  FDA 
LOWER  THE  THRESHOLD? 

For  some  drugs,  says  Cephalon,  testing  standards  are  too  high 

proved  its  case.  "There  was  no  way  you 
could  review  that  data  and  say  un- 
equivocally that  this  agent  worked,"  says 
Coyle,  a  professor  at  the  State  Univer- 
sity of  New  York  at  Stony  Brook.  The 
vote  against  the  diiig  was  6-3,  vwth  only 
nonphysicians  dissenting.  By  Aug.  11, 
the  FDA  is  exj3ected  to  decide  whether  to 
approve  the  drug — with  the  panel's 
thumbs-dowTi  weighing  heavily. 

Whethei-  the  panel  acted  correctly  is 
a  matter  of  heated  dispute.  Myotrophin 
is  a  case  study  in  how  well-meaning 
regulators  and  companies  with  little  ca{> 
ital  can  err  when  dealing  with  diseases 
for  wliich  there  is  little  or  no  treatment. 
Startups  such  as  Cephalon  may  be  aim- 
ing too  low  in  designing  studies  that 


For  Dr.  Patricia  K.  Coyle,  the  testi- 
mony was  wrenching.  Speaker 
after  speaker  described  how  para- 
lyzing Lou  Gehrig's  disease  had  relent- 
lessly robbed  them  or  their  loved  ones 
of  the  ability  to  walk,  feed  themselves, 
or  even  hold  a  pencil.  Tearfully,  they 
pleaded  in  May  with  Coyle  and  five  oth- 
er neurologists  on  a  Food  Dnig  Ad- 
ministration advisoiy  committee  to  clear 
the  way  for  approval  of  a  new  drug, 
IVIyotrophin — a  genetically  engineered, 
insulinlilve  gi'owth  factoi-  that  might  slow 
the  disease's  advance. 

But  for  Coyle  and  the  other  panel 
members,  the  facts  were  less  persua- 
sive. The  drug's  manufactui'er,  biotech 
startup  Cephalon  Inc.,  simply  hadn't 


fail  to  provide  enough  evidence  to 
tify  approval  for  such  drugs.  Howe 
critics  charge  that  regulators  set 
high  a  bar  for  dings  targeted  at  po 
understood  diseases  by  applying 
same  tough  standards  used  for  rou 
medications,  such  as  preferring 
studies  showing  the  same  results. 

Lou  Gehrig's  sufferers  ai'e  caugh 
the  middle.  "I  want  the  opportunit 
see  if  it  would  work  for  me,"  says  S 
bie  M.  Oppenheimer,  a  30-year-old 
mer  day-cai'e  center  director  fi'om  I 
Hope,  Pa.,  who  was  diagnosed  with 
Gehrig's  disease  in  1996.  "I'm  not 
idiot.  If  it  doesn't  work,  I'm  not  goin 
keep  taking  it." 

Precedent  may  be  on  her  side. 
FDA  has  broken  with  tradition  to 
prove  some  aids  medicines  on  the 
of  one  trial.  They've  gone  on  to  bee 
life  savers.  And  the  agency  eventi 
approved  Warner- Lambert's  Cog 
medicine  for  Alzheimer's  sufferers, 
though  three  studies  showed  the 
offered  only  marginal,  if  any,  impn 
ments  from  some  of  the  fatal  dises 
symptoms. 

Five  years  ago,  Myotrophin's  fut 
seemed  bright.  Reseai'chei-s  at  Cephj 


NEW        Afflicted  with  Lou  Gehrig's  disease,  Opperiheimer  wants  to  try  an  unapproved  drug 


94  BUSINESS  WEEK  /  AUGUST  11,  1997 


WORKING 
FOR  THE  DAy 
MS  MEANS 
MYSTERY  * 
SOIVED 


ry  day  the  National  Multiple  Sclerosis  Society  brings  that  day  closer  by  funding  vital  research 
unravel  the  secrets  of  MS.  It's  because  of  this  research  that  scientists  are  making  significant 
)gress  in  the  search  for  a  cure  and  effective  treatments.  Your  support  will  speed  the  day.  Help 
bring  new  meaning  to  someone's  life.  For  more  information,  call  1-800-LEARN  MS. 

THE  NATIONAL  MULTIPLE  SCLEROSIS  SOCIETY 

  WE  DON  T  TAKE  MS  LYING  DOWN   

94-CA1 


According  to  legend,  a  little  child 
had  a  dream  about  the  best  way  to 
harvest  and  prepare  wild  rice.  Thai 
should  be  knocked  from  the  stalks 
with  blessed  sticks,  then  parched  ii 
the  sun  and  danced  on  to  remove  t 
husks.  The  people  did  this  and  the] 
made  it  through  the  winter  with 
enough  to  eat.  "Manomin"  was  the 
word  the  child  dreamed,  and  that 
came  the  word  for  rice.  "Menomin( 
is  the  name  of  the  tribe,  and  it  mea 
"Keepers  of  the  Rice."  These  words 
and  traditions  came  from  the  drear 
of  a  child.  Which  is  just  one  reason 
Menominee  have  always  made  it  a  pc 
to  talk  to  their  children.  And  to  listei 


AMERICAN 
INDIAN 

C  O  L  L  E  C,  E 

FUND 


Help  snvc  a  culture  that  couhl  save  ours 
In/  supporting  the  29  Aiuericnii  huiimi  colleges 
Americmi  liidinu  College  Fund, 
im  Osage  St. .Bldc^.  D,  Suite 205- A,  Denver,  CO  80'/ 
1-S00-776-FUND. 

Special  thanks  to  the  US  West  Foundation  for 
underwriting  production  costs  for  this  advertiscnu 
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d  in  West  Chester,  Pa.,  began  re- 
;h  in  1992  to  see  if  the  chug,  which 
lotes  nerve  gi'owth,  could  stymie  a 
ise  that  afflicts  up  to  30,000  Amer- 
i.  Scientifically  dubbed  amyotrophic 
al  sclerosis  (als),  its  cause  is  most- 
aknown — though  its  consequences 
dear:  irreversible  wasting  of  mus- 
usually  leading  to  death  from  res- 
<ory  failure  in  less  than  five  years. 
I'ter  initial  tests  determined  the 
was  safe,  Cephalon  had  to  prove 
it  worked.  But  that  was  trickier. 
.  after  researchers  launched  their 
es — on  266  patients  in  North  Amer- 
1  early  1993,  and  on  183  Europeans 
■  that  year — they  found  that  any 
■Qvement  was  modest.  Some  had 
^r  muscle  tone  or  more  ease  in 
lowing,  for  instance,  and  a  measur- 
slowing  of  some  patients'  decline 
reported.  Still,  in  mid-1995,  based 
le  North  American  results,  Ceph- 
claimed  "highly  statistically  signifi- 
effects"  vdth  paiients  showing  26% 
;  deterioration"  than  those  on  a 
ibo.  Chief  Executive  and  company 
der  Frank  Baldino  Jr.  heralded 
d  news  for  a  lot  of  people." 
ion  came  the  bad  news.  In  October, 
,  Cephalon  reported  that  in  the  Eu- 
an trial,  Myotrophin  fell 
t  of  treatment 
!.  More  disturbing, 
European  death 
was  notably  higher 
lyotrophin  than  on 
placebo — 14.5%  vs. 

"I  wouldn't  even 
lude  that  it  is  a  mar- 
:  drug,"  says  Dr.  Sid 
lan,  head  of  the  fda 
iory  committee.  "I  sus- 
that  it  is  ineffective." 
>  MAKE  A  DEAL.  Why 
difference  between  the 
studies?  Cephalon  exec- 

say  the  European  pa- 
s  were  sicker  than  Amer- 
counterpaits.  But  the  fda 
i  not  overlook  the  Euro-  ^0^^ 
1  results,  particularly  since 
agency  generally  wants  to  see  two 
ies  before  it  will  approve  a  new 
With  one  study  showing  some  ef- 
iveness,  however,  the  regulators 
ted  to  keep  the  ding  available  as 
5  continued.  So  in  mid-1996,  the  ad- 
ry  committee  ruled  that  a  limited 
ber  of  patients  outside  the  fornial 
ies  could  receive  the  dmg  until  a  fi- 
lecision  is  made.  However,  the  com- 
ee  insisted  that  Cephalon  provide 
'incing  new  data. 

y  last  February,  though,  Cephalon 
ded  it  had  done  enough.  The  com- 


pany and  its  partner,  Chiron 
Corp.,  filed  with  the  FDA  for 
approval  to  sell  Myotrophin. 
Baldino  told  regulators  that 
Cephalon  had  spent  $180  mil- 
lion on  research  and  would 
have  a  tough  time  justifying 
further  investment.  "It's  al- 
most impossible  for  us  to  idly 
throw  $20  million  or  $30  mil- 
lion at  another  study,"  Baldino 
told  regulators. 

Instead,  Cephalon  offered  a 
deal.  If  regulators  let  it  start 
selling  the  drug — some  ana- 
lysts say  Myotrophin  could 
fetch  up  to  $10,000  a  year  per 
patient — Cephalon  would  do 
further  research.  It  proposed 
combining  Myotrophin  with 
the  only  approved  als  medi- 
cine, Rilutek,  so  that  doctors 
could  see  the  drug's  useful- 
ness in  the  field.  Rilutek,  a 
Rhone-Poulenc  Rorer  diaig  ap- 
proved in  December,  1995,  extends  life 
for  ALS  sufferers  by  an  average  of  thi-ee 
months  but  offers  no  improvement  in 
physical  functions.  Backers  theorized  a 
combination  of  the  two  drugs  could  do 
both  modestly. 

But  the  advisory 


"[We  can't] 
idly  throw 
$20  million 
or  $30  million 
at  another 
study. 
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panel  had  a  narrow 
charge — to  determine  whether  the 
drug  showed  "substantial"  effectiveness. 
Without  two  convincing  trials,  it  had- 
n't. What's  more,  Cephalon's  approach 
irked  committee  members.  "I  thought 
then-  presentation  was  a  bit  on  the  slop- 
py side,"  says  Coyle.  One  committee 
member  charges  that  "Rather  than  do- 
ing the  science . . .  the  company  wanted 
to  call  in  the  most  pitiful  cases  and  use 
the  emotional  pressure  of  people  with  a 
very  bad  disease."  Baldino  insists  the 
company  already  had  presented  suffi- 


cient data  and  says  the  pa- 
tients testified  without  com- 
pany encouragement. 

Now  comes  the  fda.  The 
agency  could  overrule  its  ad- 
visers and  approve  the  drug, 
a  rare  move.  It  could  grant 
conditional  approval,  reserv- 
ing the  right  to  order  with- 
drawal if  futiu'e  studies  prove 
disappointing.  Or  it  could  say 
no — a  decision  likely  to  meet 
with  opposition  from  congres- 
sional members  pressing  for 
approval.  Senator  Orrin  G. 
Hatch  (R-Utah)  wrote  to  the 
agency:  "There  is  an  occasion 
here  to  provide  patients  with 
a  drug  they  need  at  no  risk 
to  public  health,  and  I  hope 
the  FDA  will  be  able  to  seize 
that  opportunity." 

Doctors  who  treat  als  also 
urged  a  speedy  0.  K.  at  the 
hearings.  Even  the  slightest 
benefit  is  better  than  notliing,  they  said, 
and  the  typical  two-study  demand  may 
be  too  high  a  hurdle.  "We're  not  talking 
false  hope.  We're  talking  modest  hope," 
says  California  Pacific  Medical  Center 
neurologist  Dr.  Deborah  F.  Gelinas. 
HARD  LESSONS.  Whatever  the  outcome, 
the  case  offers  diugmakers  hard  lessons. 

Lesson    one:    Large  trials, 
though  costly,  may 
pay  off.  "I'm  quite 
■    sure  it  would  have 
I    been  statistically  sig- 
nificant if  they  had 
two  times  as  many 
patients,"  says  Johns 
Hopkins  University 
neurologist  Dr.  Ralph 
W.  Kuncl.  Lesson  two: 
Heed  advisory  commit- 
tee requests  for  more 
data,  even  if  you  beheve 
you've  done  enough. 

For  regulators,  the  case 
raises  troubling  questions. 
Should  standards  be  lower 
for  deadly  diseases  that  lack 
treatments?  Even  now,  the 
Senate  is  weighing  a  bill  that 
makes  it  clear  the  fda  has  the  authority 
to  approve  dings  based  on  a  single  trial. 
And  when  should  compassion  override 
rules?  Says  University  of  Pennsylvania 
bioethicist  Arthur  Caplan:  "It  is  morally 
relevant  not  only  what  the  evidence  is, 
but  what  the  plight  is  of  the  people  who 
might  be  helped."  With  an  admittedly 
weak  treatment  and  a  horrific  ailment 
before  it,  the  fda  now  must  decide  what 
makes  for  the  smartest  medicine. 

Bij  Joseph  Weber  in  Philadelphia 
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Hugo  Boss 

Lufthansa  German  Airlines 
ENEL 

Deutsche  Telekom 


THE  GUGGENHEIM 
MUSEUM  AND  CORPORATE 
LEADERS  OF  THE  ARTS, 
WORKING  TOGETHER  TO 
BUILD  A  MUSEUM  FOR 
THE  21ST  CENTURY. 


Asof  Marchl.19?7.  C 
if  you  are  interested  in  learning  more 
about  corporate  affiliations  wittj  the 
Guggenheim  Museum,  please  call 
Alex  Gomez  at;212  423  3521. 
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developments  to  Watch 


TED  BY  NEIL  GROSS 


iH-TECH  DESIGNS: 
fOND 

ISTIC  MODELS 

HE    MII)-1!)>S0S,  WHIZZES 

nanufacturing  melded 
outer-aided  design  (cad) 
,vare  with  plastic  model- 
equipment.  The  result, 
d  stereolithography,  lets 
uct  designers  create  fin- 
d  physical  models  from 
■  computer  screens.  Now, 
neers  at  Sandia  Nation- 
aboratories  have  gone  a 
further,  actually  manu- 
U'ing  metal  parts  direct- 
om  CAD. 

allowing  specifications 
off-the-shelf  des^ign  soft- 
!,  a  laser  burns  a  pit  in  a 
il  substrate  to  create  a 


ENZYME 

IT  CAN  KNOCKOUT 

WE  GAS  

CTIVATING   THE  200,000 

.  of  chemical  weapons 
•ently  stored  at  muni- 
s  sites  worldwide  is  a 
iting  task.  But  research- 
at  the  University  of 
sburgh  have  a  promising 
nique  that  uses  a  long- 
ng,  easily  storable  en- 
e  stabilized  in  polyure- 
le  foam. 

he  method  was  developed 
'Uan  Russell,  director  of 


LASER  BURN:  MeMl  magic 


molten  pool  measuring  about 
thirty-thousandths  of  an  inch 
in  diameter  (photo).  Metallic 
powder  is  then  sprayed  at 
the  focus  of  the  beam  while  a 
stage  moves  the  substrate 
back  and  forth.  As  the  ma- 
terial melts  and  cools,  "the 


the  University  of  Pittsbiu'gh's 
chemical  and  petroleum  en- 
gineering department.  It 
makes  use  of  an  enzyme 
called  phosphotriesterase  that 
was  discovered  by  scientists 
at  Texas  a&m  University.  De- 
scribed by  Russell  as  "one  of 
the  most  efficient  enzyme  cat- 
alysts ever  discovered  for  any 
reaction,"  the  enzyme  breaks 
oxygen-to-phosphorous  bonds 
in  dangerous  chemicals,  leav- 
ing haranless  byproducts  that 
can  be  safely  burned.  A  drop 
of  the  enzyme  will  cause  one 
ton  of  nerve  gas  to  biode- 
gi'ade  within  a  year,  he  says. 
Unfortunately,  though,  it's  ac- 


finished  object  materializes 
before  your  eyes,  layer  by 
layer,"  says  Clinton  L.  At- 
wood,  Sandia's  team  leader 
for  rapid  prototyping.  The 
process  eliminates  several 
manufactuiing  steps,  he  says, 
and  the  result  is  "a  dense 
metal  part  with  excellent 
metallurgical  properties." 

Initially,  industry  may  use 
the  technology  to  create 
metal  tools  or  templates  for 
plastic  injection  molding.  But 
ultimately,  factories  could 
employ  the  same  process  to 
produce  auto  parts  or  to  re- 
pair worn  tips  on  turbine 
blades  in  aircraft  engines. 
Sandia  is  completing  a  tech- 
nology-transfer agreement 
with  manufacturing  giants 
Eastman  Kodak  Co.,  3M,  and 
others.  □ 


five  only  in  a  liquid  environ- 
ment, while  most  chemical 
weapons  are  not  soluble  in 
water. 

To  solve  this  problem, 
Russell  stabihzes  the  enzyme 
in  foam,  which  is  then  suf- 
fused with  the  noxious  chem- 
icals. In  its  sponge  form,  the 
enzyme  can  be  stored  for 
months  at  room  temperatm-e, 
he  says.  The  German  De- 
fense Ministry  is  considering 
testing  the  enzyme  in  the 
decontamination  of  real 
chemical  weapons.  And  the 
U.  S.  Army  may  use  the 
technology  in  protective 
suits.  Johanna  Knapscliaefer 


MINDING  THE 
KIDS-ON  THE  NET 

PARENTS  WHO  WORRY 

about  their  kids  in  day 
care  may  soon  find  reas- 
surance at  the  click  of  a 
mouse.  Worldwide  Access 
in  Chicago  is  testing  a 
system  called  KidCam 
that  lets  parents  with 
Internet  access  observe 
their  child's  day-care 
room  on  their  PCs — and 
even  enjoy  a  scheduled 
teleconference. 

For  secmity  reasons, 
parents  at  participating 
day-care  centers  are  asked 
to  register  and  use  mem- 
bei'ship  numbers  and  pass- 
words. Once  that's  set  up, 
they  log  on  to  the  center's 
Web  site  remotely  and 
navigate  to  then-  child's 
room.  If  the  pai'ent's  PC 
has  a  video  camera,  a  fea- 
ture called  Kid  Chat  per- 
mits videoconferencing. 

Kathleen  Vi'ona,  vice- 
president  for  marketing 
and  sales  and  a  co-founder 
of  Worldwide  Access,  says 
the  system  has  received 
good  reviews  in  trial  cen- 
ters such  as  Rainbow 
Child  Care  &  Learning 
Center  in  Naperville,  111. 
In  addition,  as  many  com- 
panies that  offer  on-site 
day  care  have  discovered, 
parents  who  ai'e  resting 
easy  about  their  children's 
well-being  tend  to  be  more 
productive  at  work,  Vi'ona 
says.      Elizabeth  Veomett 


ON  VIDEO:  KidCam  kids 


ILENCINGSNORERS 

ITH  RADIO  WAVES  

lED  OF  LISTENING  TO  YOUR  PARTNER 

ore?  Somnus  Medical  Technologies  in 
nnyvale,  Calif,  has  received  Food  & 
•ug  Administration  clearance  for  a  tech- 
pe  that  remolds  the  palates  of  snorers, 
moving  the  excess  tissue  that  obstructs 
eathing  and  causes  all  the  clatter. 
The  teclmique,  called  "soiraioplasty,"  is  an 
emative  to  surgery.  After  applying  a  lo- 
;  anesthetic,  a  doctor  wires  the  patient's 


body  with  electrodes,  inserts  a  needle  into 
the  palate's  soft  tissue,  and  pipes  in  radio- 
waves.  These  agitate  ions  in  the  tissue,  re- 
sulting in  heat  that  kills  the  excess  cells. 

Dming  the  half-hour  outpatient  proce- 
dui'e,  the  patient  feels  a  sUght  warmth 
and,  for  a  few  days  afterwai'd,  a  scratchy 
throat.  But  in  a  few  weeks  time,  the  body 
flushes  out  dead  cells  and  the  palate  re- 
tracts to  permit  easy  breathing.  Somnus 
says  the  treatment  will  cost  about  $2,500 
in  the  U.  S.  It  has  enlisted  Medtronic  Inc. 
of  Minneapolis  to  help  export  the  pi'oce- 
diu'e  to  Europe  and  Asia.     Stephen  Baker 
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Personal  Business 


EDITED  BY  AMY  DUNKIN 


GOING  ONCE.  GOING  TWICE. 
CYBERSOLD! 


Marty  Duplissey 
knows  his  way 
around  auc- 
tions. He  attends 
maybe  six  a  year,  bid- 
ding on  forklifts,  trucks, 
and  other  heavy  equip- 
ment. But  more  often 
these  days,  the 
Longview  (Tex.)  soft- 
ware developer,  whose 
family  is  also  in  the  fiu"- 
niture  and  cattle  busi- 
nesses, practices  his 
auction  skills  on  the  In- 
ternet. Duplissey  regu- 
larly visits  several  Web 
sites,  where  he  figures 
he  outbids  competitors 
for  computer  gear  and 
software  half  the  time. 
When  he  prevails,  he 
gets  the  goods  at  30% 
to  50%  off  the  retail 
price.  "It's  so  conve- 
nient," he  says.  "I  can 
check  the  status  of  a 
bid  and  up  it  from  any- 
where at  anytime." 

Cyberauctions  are 
breaking  out  all  over 
the  Net.  The  Internet 
Auction  List  (lAL)  con- 
tains 1,500  links,  mostly 
to  the  Web  pages  of 
traditional  auction  hous- 
es, directories,  and  publica- 
tions. But  lAL  includes  links 
to  more  than  100  online  auc- 
tions, too.  "Wliat  draws  peo- 
ple is  the  lure  of  the  bar- 
gains," says 
Jerry  Kaplan, 
chief  execu- 
five  of  Onsale,  a  publicly  held 
online-auction  company.  Visi- 
tors to  the  lAL  site  can  also 
gain  access  to  BidFind,  a 
search  engine  that  lets  them 
type  in  "Pentium"  or  "Tam- 
agotchi" to  find  places  where 
these  items  are  put  up  for 
bids.  For  now,  however,  the 
same  few  auction-company 
names  always  turn  up. 


ONLINE 


As  one  might  expect,  a 
wide  vaiiety  of  computer  and 
consumer-electronics  products 
are  selling  at  Web  auctions. 
But  plenty  of  general  mer- 
chandise is 
also  up  for 
grabs.  E  Bay's 
Auction  Web  lists  Bai'bie  dolls, 
baseball  cards,  and  musical 
instruments  among  its  fare. 
Winebid.com  offers  fine  vin- 
tages. The  Internet  Shopping 
Network's  First  Auction  site, 
a  subsidiary  of  the  Home 
Shopping  Network,  offer-  golf 
clubs,  Knips  espresso  ma- 
chines, and- — you've  seen  'em 
on  the  tube — Ginsu  knives. 


Onsale  r'ecently  started  offer-- 
ing  Omaha  Steaks.  Other'  on- 
line auctions  ar-e  dedicated  to 
stamp  collectors  and  those 
seeking  timeshares,  airline 
seats,  or  books. 

Unlike  in-person  auctions, 
the  Internet  va-  ■■■wit.Mranw. 
riety  may  last 
from  a  day  to  a 
week  or  more, 
and  the  formats 
vary.  So-called 
Dutch  auctions, 
such  as  those  at 
Klik-Klok  Online 
Dutch  Auction, 
reverse  the 
process.  Klik- 


Klok  offers  clocks,  gar-dei 
tools,  and  jewelry.  With  ji 
clock  ticking,  prices  drop 
cr-ementally  every  few 
onds,  until  a  registered 
clicks  the  mouse  to  snatc' 
product. 


Bidding 
for  Goodies 
Online 

►  Determine  the 
approximate  retail 
value  of  the  item 
you're  considering. 


►  Carefully  | 
all  product  i| 
tion,  specifil 
and  warrants 
Contact  the 
by  electroni' 
or  telephone 
up  any  ques: 
you  may  ha\ 
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the  far  more  corn- 
Yankee  auction,  a 
)er  of  identical  items 
)Ut  up  for  sale  simul- 
)usly,  with  the  high- 
lidders  capturing  the 
s  when  the  auction 
s — meaning  people 
theoretically  bid  dif- 
t  prices  and  still  get 
>ame  item.  To  draw 
le  in,  products  often 
an  alluring  minimum 
-say,  $199  for  a  Pen- 
notebook  computer, 
re  losing  money  at 
ninimum  bid  price," 
Keith  Foxe,  manager 
ommunications  and 
lotions  at  Internet 
■ping  Network.  He 
ts,  however,  that  rel- 
ly  few  items  sell  for 
ninimum. 

EY  THE  FIELD.  Before 
ng  into  the  bidding 
iss,  you  should  have  a 
it  idea  of  how  much  the 
ical  or  a  similar  product 
d  go  for  in  stores.  In- 
,  for  some  consumers  it's 
1  paying  extra  in  a  store 
le  chance  to  inspect  the 
and  possibly  retui'n  it  a 
lays  later.  If  you  choose 
nline-auction  route,  care- 
read  the  product  de- 
tions  ahead  of  time,  es- 
Uy  if  you're  going  to  buy 
tech  equipment.  If  the 
uct  isn't  brand  new,  it 
id  say  so.  And  if  you're 
ig  software,  make  sure 
lave  the  right  to  all  the 
5sary  licenses.  Remem- 
too,  that  a  desktop  PC 
not  come  with  a  monitor, 
;m,  CD-ROM,  ample  mem- 
or  even  the  operating 
im.  If  you  run  into  com- 
ility  problems  with  youi- 
ing  PC  gear,  you're  pi'ob- 
out  of  luck. 

lu  must  also  figure  out 


Finding  an  Auction  on  the  Web 


SITE /WEB  ADDRESS 

eBAY'S  AUCTIONWEB 

trig.ebay.com/aw 

FIRST  AUCTION 

www.firstauction.com 

HAGGLE  ONLINE 

www.haggle.com 

INTERNET  AUCTION  LIST 

www.usaweb.com 

KLIK-KLOK  ONLINE 
DUTCH  AUCTION 

www.klik-klok.com 

ONSALE 

www.onsale.com 

TRAVELBIDS 

www.travelbids.com 

WINEBID.COM 

www.winebid.com 


COMMENTS 

Private  sellers  hawk  a  variety  of  merchandise. 
You  can  do  a  keyword  search  to  locate  items. 

From  the  folks  who  bring  you  the  Home  Shopping 
Network;  Bid  on  PCs,  cameras,  and  golf  clubs. 

Offers  computer  products  and  miscellaneous 
items;  has  an  online  computer  museum. 

Contams  links  to  nearly  1,500  auction-company 
Web  sites,  publications,  and  directories. 

Features  a  "Dutch"  or  reverse  auction  wherein 
prices  decline  until  a  buyer  makes  a  bid.  Sells 
gold  and  diamond  jewelry. 

One  of  the  largest  online  auctions  for  PC  gear 
and  accessories — plus  Omaha  Steaks. 

A  reverse  auction  for  airplane  deals,  cruises,  and 
resorts,  in  which  travel  agents  bid  for  business. 

A  chance  to  bid  on  mature  premium  vintages, 
from  Opus  One  to  Chateau  Mouton  Rothschild. 

DATA:  BUSINESS  WEEK 


whether  you  want  to  buy 
from  a  service  such  as  On- 
sale,  which  owns  most  of  the 
merchandise  it  sells,  or  from 
private  individuals  who  put 
up  their  wai-es  on  such  sites 
as  AuctionWeb's  (for  a  small 
fee,  plus  a  percentage  of  the 
sale  price)  or  Haggle  Onhne's 
(currently  free).  You  might 
get  a  good  deal  ft'om  a  pri- 
vate seller,  but  he  or  she  may 
also  be  less  rehable.  In  any 
case,  you  may  want  to  E-mail 
or  call  the  auction  company 
or  seller  to  clarify  questions 
about  what's  included  in  an 
offer.  To  some  degree,  the 
Net  is  self-policed,  so  an  un- 
reUable  seller  may  be  identi- 
fied by  othei-  members  of  the 
service.  Auction  Web  actually 
rates  some  sellers  based  on 
users'  comments. 

Wherever  you  buy,  deter- 
mine in  advance  exactly  how 
much  you  are  willing  to  pay. 


out  the 
rice  you 
g  to 
don't 


I  low  ear- 
there's  a 
end,  the 


person  who  made 
the  first  bid  wins. 

►  Sign  on  at  least 
20  minutes  before 
the  close  of  the 
auction  to  make 
sure  your  last  bids 
were  registered. 


►  If  you  don't  win 
on  your  first  try, 
check  the  next 
auction  list. 
Chances  are  a 
similar  product 
will  show  up  and 
you  may  get  it 
even  cheaper. 


Don't  forget  to  factor  in  the 
shipping  costs.  Be  prepared 
to  stick  to  your  guns.  "You 
can  pay  too  much  real  fast," 
says  Duplissey.  Just  as  you 
might  poke  around  the  card 
tables  in  Vegas  before 
putting  down  youi"  own  mon- 
ey, it's  a  good  idea  to  watch  a 
few  auctions  before  bidding 
to  determine  strategy. 

The  first  time  you  place  a 
bid  at  Onsale,  you  enter  the 
amount  and  the  cjuantity  of 
the  item,  your  billing  and 
shipping  addresses,  and  ci'ed- 
it-card  information  (which  is 
enciypted).  You  may  then  up 
the  ante  by  an  incremental 
preset  amount.  You  can  track 
how  you're  doing  by  clicking 
on  the  item's  catalog  page, 
where  the  highest  bidders 
are  posted.  You  must  con- 
stantly reload  the  page  to  see 
if  you  remain  on  top.  C-us- 
tomers  who  are  outbid  may 
also  be  notified  by  E-mail.  Of 
course,  as  an  auction  nears 
its  conclusion,  the  action  can 
get  fast  and  furious.  So  if  you 
want  something  badly  enough 
you  should  stay  logged  on. 
When  customers  make  bids, 
they  can  also  leave  comments 
for  theii-  competitors,  such  as 
"I'll  go  up  to  $1,000.  Don't 
make  me  do  it."  But  unlike 
an  in-person  auction,  you 


"  can't  eyeball  your  com- 
petitors to  assess  when 
they're  likely  to  throw  in 
the  towel. 

If  there's  a  tie,  those 
who  bid  on  more  than  one 
of  the  same  item  win  out. 
The  next  tiebreaker  is  the 
time  the  initial  bid  was 
placed,  so  getting  in  early, 
even  with  a  low  bid,  may 
help  put  you  in  the  win- 
ner's circle. 

SIGHT  UNSEEN?  Some  ser- 
vices, such  as  AuctionWeb, 
allow  buyers  to  indicate 
privately  the  maximum 
amount  they  are  willing  to 
pay  for  something,  so  bids 
are  made  by  the  company 
on  their  behalf  when  other 
customers  bid  up  the 
price.  You  would  not  be 
charged  the  maximum 
price  if  a  lower  bid  could 
capture  the  prize. 

While  bargains  on  new 
merchandise  can  surely  be 
found,  many  of  the  products 
Onsale  and  First  Auction  are 
hawking  represent  manufac- 
turer's overstock  or  refur- 
bished computer  pi'oducts  and 
other  items.  Goods  may  be 
out  of  season  or  old  models. 
(Of  course  there's  nothing 
wi'ong  with  this  stuff  if  it  fits 
your  needs.)  Most  items  come 
with  waiTanties,  and  the  com- 
panies will  make  good  pro- 
vided a  product  reaches  you 
dead  on  arrival.  But  remem- 
ber, you  are  agi-eeing  to  buy 
an  object  sight  unseen,  un- 
less there's  a  photo,  and  all 
sales  are  final.  Except  in  rare 
instances,  you'll  be  stuck  with 
the  thing  if  you  emerge  the 
highest  bidder.  If  there  is  a 
dispute  with  the  seller,  it  may 
help  to  have  paid  with  a 
credit  card  because  you  can 
sometimes  cancel  the  charge. 
A  credit  car-d  is  the  required 
foirn  of  payment  on  most  ser- 
vices, anyway. 

One  other  tiling  to  keep  in 
mind:  Online  auctions  can  be 
seductive.  You  can  readily  get 
caught  up  in  the  thrill  of  the 
chase  and  vie  for  products  you 
don't  want  or  need.  Indeed, 
it's  all  too  easy  to  find  the 
funds  in  your  bank  account 
rapidly  going,  going,  (gulp) 
gone.  Edward  C.  Baig 
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Personal  Business 


REVERSE  MORTGAGES 
SHIFT  INTO  HIGH  GEAR 


For  a  generation 
of  seniors  whose 
biggest  asset  is  their 
home  equity,  reverse 

mortg'ages  should  have  been 
the  perfect 
product.  By 
borrowing  against  the  value 
of  their  houses,  owners  can 
receive  a  monthly  check  from 
a  mortgage  lender  to  supple- 
ment their  income.  Later,  af- 
ter they've  moved  into  nui-s- 
ing  homes  or  died,  their  heu-s 
can  pay  off  the  debt  by  sell- 
ing the  property.  But  up  till 
now,  reverse  moitgages  have 
been  a  bust.  Their  high  fees 
plus  the  reluctance  of  many 
older  people  to  take  on  addi- 
tional debt,  have  tended  to 
liinit  the  market  to  the  most 
destitute  or  those  looking  to 
stave  off  foreclosure. 

Now,  mortgage  giant  Fan- 
nie Mae  wants  to  make  the 
reverse  mortgage  a  staple  of 
senior  life,  wliich  ensiu-es  that 
if  you're  over  62,  you  can 
count  on  seeing  more  solici- 
tations in  your  mailbox.  But 
its  latest  variation  on  the 
theme-dubbed  Home  Keeper 
for  Home  Puix-hase-still 
suffers  from  the  high 
fee   structure  that 
limits  the  appeal  of 
e.xisting  pi'oducts 
"For  people  who 
find  themselves 
against  the 
wall  with  no 
other  source  of 
funding,  this  is 
a    plus,"  says 
Gary  Schatsky 
New  York  lawyer  and  finan- 
cial planner.  "For  everyone 
else,  this  should  still  probably 
be  their  last  option." 

Fannie  Mae,  the  govei-n- 
ment-ehartered  company  that 
buys  and  securitizes  nearly 
20%  of  all  the  nation's  mort- 
gages, clearly  doesn't  see 
Home  Keeper  as  a  last  re- 
sort product.  It  is  aimed  at 


SMART  MONEY 


seniors  who  might  like  to 
move  closer  to  their  children 
-or  to  warmer  climes-and 
buy  a  higher-priced  house 
without  taking  on  new  mort- 
gage payments.  That  gi'oup 
might  include  house-rich  and 
cash-poor  se- 
niors-or  people 
who  don't  want  to  cash  out 
other  investments  to  buy  a 
house  because  they  believe 
they  can  earn  a  high- 
er return  elsewhere. 
For  now,  Home 
Keeper  loans  are 
available  only  for  de- 
tached houses,  but 
Fannie  Mae  plans  to 
extend  the  program 
to  condominiums. 


ingly  mobile  gToup  of  seniors. 
Unlike  the  traditional  reverse 
mortgages,  which  can  give 
older  homeowners  who  have 
paid  off  their  mortgages 
monthly  income  by  boiTowing 
against  their  ecjuity,  Fannie's 
newest  offering  is  designed 
for  individuals  who  want  to 
buy  a  new  house  without 
maldng  mortgage  payments. 
You  may  also  be  able  to  pull 
out  some  equity  from  your 
first  house  to  use  for  other 
puiposes.  The  key  is  combin- 
ing a  lai'ge  downpayment  Vvith 
the  loan  to  make  up  the  pur- 
chase price  (table). 

Up  till  now,  any  buyer 


How  Fannie  Mae's 
New  Plan  Works 

The  example  assumes  a  76-year-old  woman 

wants  to  sell  a  house  she  owns  free  and 
clear — and  buy  a  new  one  without  having 
to  make  mortgage  payments. 

>  She  sells  the  old  house  for  $75,000 


But   Fannie  Mae 

isn't  stopping  there.  '."^^^^•'^^y:...  perts 

>  She  applies  to  Fannie  Mae  for  a 
"reverse  mortgage"  loan  to  buy  a 
$115,000  house. 


In  the  next  few  yeai-s, 
it  expects  to  roll  out 
other  reverse  mort- 


to  use  a  reverse  mortgaj 
the  initial  pmx'hase  of  a  1 
however,  Fannie  Mae  s; 
will  substantially  reduce  t 
action  costs. 
"LAST  OPTION."  Despite 
savings,  financial  expert; 
that  the  terms  on  the 
Keeper  product  aren't 
attractive.  Sahadi  estin 
participating  banks  are  e 
ing  roughly  one  percer 
point  over  conventional 
gages,  or  about  9%.  In 
tion  to  a  2%  originatioifi 
the  boiTowers  must  pay 
"insurance  fee,"  which 
protect  the  bank  agains 
risk  that  you  will  hve  so 
that  youi-  loan  ba 
will  exceed  youi 
uity.  Both  fees  ai' 
sessed  against 
pui'chase  price  o 
house,  not  the  srr^ 
loan  amount. 

TeiTOS  of  these 
can  vaiy  dramati|[ 
among  lenders,  s^ 

uggest 
ping  ai'ound.  Broi 
Belling,   a  revi 
mortgage  exper 


gages    that    use    a   the  American  A; 


homeowner's  equity  to 
do  everything  from 
providing  long-term 
disability  insiu'ance  to 
paying  for  home 
health  care.  The  re- 
verse mortgage  "will 
become  a  major  finan- 


Based  on  her  $75,000  in  equity,  plus 
other  factors  such  as  age,  Fannie  Mae 
gives  her  a  $60,000  loan  at  a  rate  about  a 
point  higher  than  a  conventional  mortgage. 

*"  She  then  uses  the  $60,000  loan  plus 
$55,000  from  the  sale  of  her  old  house  to 
pay  for  the  new  house  and  live  there  with- 
out making  monthly  mortgage  payments. 

^  She  keeps  $20,000  from  the  $75,000 
sale  proceeds. 


1 


>  When  she  moves  or  dies,  the  house  is 
sold,  and  the  loan  balance  gets  paid  off 
from  the  proceeds. 


DATA  FANNIE  MAE,  BUSINESSWEEK 


cial  tool  that  could  be  linked 
vrith  any  tyjje  of  senior  fijian- 
cial  need,"  says  Robert  Saha- 
di, Fannie  Mae's  vice-presi- 
dent for  housing  initiatives. 

With  its  latest  option, 
which  will  be  available 
tlirough  400  mortgage  lenders 
in  45  states,  Fannie  Mae 
hopes  to  tap  into  an  increas- 


wanting  to  take  out  a  reverse 
mortgage  on  a  new  house  had 
to  incur  two  sets  of  transac- 
tion costs,  one  set  to  buy  the 
property  and  another  set  to 
convert  the  standai'd  note  into 
a  reverse  mortgage.  That 
meant  thousands  of  dollars  in 
additional  closing  costs  and 
othei'  fees.  By  enabling  buyei-s 


ation  of  Retired 
sons,  notes  that 
amount  a  TS-yeau 
can  borrow  agaii 
$150,000  house 
vary  by  as  muct: 
$30,"000',  dependir  \ 
which  bank  is  co^S 
eiing  making  the 
The  loan  amoui 
based  on  the  ec 
in  the  first  he- 
as  well  as  the  a 
cant's  age  and  o 
factors. 

If  you  would 
more  infoirnation 
Fannie  Mae  at  800 
(3643.  For  $25,  the 

profit  National  Cefl 
for  Home  Equity  i 
version  (7378  147th  "St 
Apple  Valley,  Minn.  55 
sells  a  340-page  consum 
guide  that  will  explain  irli 
tail  how  reverse  mortg: 
woi-k.  Once  you  unders 
all  the  nuances,  you  can 
cide  for  yourself  whethei 
Home  Keeper  is  a  clever 
or  simply  a  loan  that's  o 
piiced.  Deayi  F 
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iisiness  Week  Index 


DUCTION  INDEX 


hange  from  last  week  0  /°t 
hange  from  last  year:  3,7% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

July  19=124,6 

1992=100 


July 
1997 


July  Nov,  Mar, 

996  1996  1997 

5  index  IS  a  4-week  moving  average 

roduction  index  increased  again  during  the  wreek  ended  July  19.  Before 
ation  of  the  four-week  moving  average,  the  index  jumped  to  126,  from 
In  the  previous  week.  Seasonally  adjusted  output  of  autos  and  trucks 
sed  strongly,  and  unseasonably  warm  weather  across  parts  of  the  nation 
'd  electric-power  output  as  well.  Production  at  crude-oil  refineries,  coal 
,  steel  mills  and  rail-freight  traffic  declined  for  the  week. 

uction  mden  copyright  1997  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

K  PRICES  (7/25)  S&F  500 

938.79 

915,30 

47.6 

ORATE  BOND  YIELD.  Aaa  (7/25) 

7.09% 

7.15% 

-7.0 

STRIAL  MATERIALS  PRICES  (7/25) 

107.3 

105.6 

0.5 

WESS  FAILURES  (7/18) 

NA 

NA 

NA 

ESTATE  LOANS  (7/i6)  billions 

NA 

NA 

NA 

;Y  SUPPLY.  M2  (7/14)  billions 

$3,926,1  $3,936,8r 

4.8 

U.  CLAIMS.  UNEMPLOYMENT  (7/19)  thous 

299 

341r 

-6.6 

es:  standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index.  1990-100). 
1  Reserve,  Labor  Dept. 

BREST  RATES 

RAL  FUNDS  (7/29) 

LATEST 
WEEK 

5,52% 

WEEK 
AGO 

5.44% 

YEAR 
AGO 

5.33% 

DERCIAL  PAPER  (7'30)  3-nionth 

5.57 

5.54 

5,54 

IFICATES  OF  DEPOSIT  (7/30)  3  month 

5.58 

5.57 

5.55 

1  MORTGAGE  (7/25)  30-year 

7.60 

7.65 

8,40 

STABLE  MORTGAGE  (7/25)  one  year 

5,75 

5,81 

6.10 

lE  (7/25) 

8,50 

8,50 

8.25 

eS:    Federal   Reserve,   HSH  Associates,   Bloomberg  Financial  Markets 


STEEL  (7/26)  thous.  of  net  tons 

LATEST 
WEEK 

1,983 

WEEK 
AGO 

2,046# 

YEARLY 
%  CHG 

1.3 

AUTOS  (7/26)  units 

106,490 

103,790r# 

-14.4 

TRUCKS  (7/26)  units 

1 17,509 

82,806r# 

9.8 

ELECTRIC  POWER  (7/26)  millions  of  kilowatt-hrs. 

74,851 

77,484# 

2.8 

CRUDE-OIL  REFINING  (7/26)  thous.  of  bbl./day 

14,827 

14,919# 

5,2 

COAL  (7/19)  thous.  of  net  tons 

20,710# 

19,420 

0.9 

LUMBER  (7/19)  millions  of  ft. 

506.4# 

480.2 

7.5 

RAIL  FREIGHT  (7/19)  billions  of  ton-miles 

25. 9# 

24.9 

-0.8 

Sources:  American  Iron  &  Steel  Institute,'  Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi,  SFPA?,  Association  of 
American  Railroads 

PRICES 

GOLD  (7/30)  $/troy  oz. 

LATEST 
WEEK 

327.550 

WEEK 
AGO 

324.900 

YEARLY 
%  CHG 

-15.0 

STEEL  SCRAP  (7/29)  #1  heavy,  $/ton 

143.50 

134  50 

7.5 

COPPER  (7/25)  e/lb. 

113,9 

112. 1 

18.0 

ALUMINUM  (7/25)  t/\b. 

77.5 

75.0 

10.7 

COTTON  (7/26)  strict  low  middling  1-1/16  in.,  «/lb.  72.37 

71.67 

-6.7 

OIL  (7/29)  $/bbl. 

19.56 

18.76 

-8.7 

CRB  FOODSTUFFS  (7/29)  i967=ioo 

240,70 

238.67 

-11.8 

CRB  RAW  INDUSTRIALS  (7/29)  1967=100 

339,66 

332.72 

0.0 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,   NYMEX,  Commodity  Research  Burpau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (7/30) 

LATEST 
WEEK 

118,33 

WEEK 
AGO 

115.76 

YEAR 
AGO 

06.77 

GERMAN  MARK  (7/30) 

1,84 

1.82 

1,47 

BRITISH  POUND  (7/30) 

1,63 

1.68 

1,56 

FRENCH  FRANC  (7/30) 

6,19 

6.14 

5,00 

ITALIAN  LIRA  (7/30) 

1787,5 

1773.0 

519,2 

CANADIAN  DOLLAR  (7/30) 

1,38 

1.38 

1,37 

MEXICAN  PESO  (7/30) 

7.780 

7.834 

7.576 

TRADE-WEIGHTED  DOLLAR  INDEX  (7/30) 

106.5 

105.3 

96.6 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  US  dollar, 
except   for  British   pound   in  dollars    Trade-vi/eighted  dollar  via  J  P  [Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
lent.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


TRUCTION  SPENDING 

3y,  Aug.  4,  10  a.m. EOT  ►  Spending  on 
ng  projects  likely  rebounded  by  a 
0.8%  in  June,  according  to  the 
n  forecast  of  economists  surveyed  by 
iternational,  one  of  The  McGraw-Hill 
anies.  Public-works  and  nonresiden- 
mstruction  likely  led  the  increase, 
ijng  dropped  1.8%  in  May,  but  con- 
ion  activity  had  risen  steadily  before 


ING  INDICATORS 

ay,  Aug.  5,  10  a.m.EDT  >■  The  Confer- 
Board's  index  of  leading  indicators 
increased  0.1%  in  June.  That  would 
a  0.3%  advance  in  May.  A  rising 


stock  market  and  better  orders  offset  a  gain 
in  unemployment  claims  and  drop  in  build- 
ing permits.  The  leading  indicators  give  no 
sign  of  trouble  for  the  economy  going  into 
1998. 

THE  BEIGE  BOOK 

Wednesday,  Aug.  6,  2  p.m.EOT  ^  The  Fed- 
eral Reserve's  survey  of  regional  economies 
will  round  up  reports  on  business  activity 
within  its  12  districts.  During  his 
semiannual  talk  to  Congress,  Fed  Chairman 
Alan  Greenspan  discussed  tightness  in  the 
labor  markets  and  its  inflationary  conse- 
quences. Consequently,  market  participants 
will  be  most  interested  in  the  Beige  Book's 
reports  on  labor-market  conditions  and  ris- 


ing wages.  The  Beige  Book  is  prepared  in 
advance  of  the  Fed's  next  policy  meeting, 
scheduled  for  Aug,  19. 

INSTALLMENT  CREDIT 

Thursday,  Aug.  7,  3  p.m.EDT>-  The  mms 
report  forecasts  that  consumers  added  $4.5 
billion  in  new  credit  in  June.  That's  sug- 
gested by  a  gain  in  retail  sales  and  vehicle 
purchases.  In  May,  installment  debt  rose  by 
only  $3  billion,  down  from  the  $7.2  billion 
average  in  the  previous  four  months.  Revolv- 
ing credit,  which  includes  credit  cards,  was 
up  only  $0.7  billion  in  May.  Consumer-debt 
growth  has  slowed  sharply  in  1997,  as 
banks  tighten  lending  standards  and  house- 
holds pay  down  existing  debts. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 


I  Sunday 

r  

! 
I 
I 


-  r  1 


With  the  stock  market  red- 
hot,  IS  It  time  to  sell — and 
take  your  profits — or  hang  on 
for  further  gains?  Ask  two 
experts:  Charles  Carlson  of 
DRIP  Investor.  No-Load  Stock 
Insider,  and  Dow  Theory 
Forecasts  newsletters  and 
BW's  own  Jeffrey  M. 
Laderman.  Aug.  3 
9  p.m.  EDT  in  the  Odeon 

Monday 

Entrepreneurs  everywhere 
can  find  hope — and 
help — from  the  Young 
Entrepreneurs  Organization, 
whose  members  have  all  hit 
$1  million  in  sales  before  40. 
Talk  to  YEO  founder  Verne 
Harnish  m  one  of  our  weekly 
Enterprise  chats.  Aug.  4 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Access  Beyond  42 
Adidas  38 
Alcoa  (AA)  42 
AlliedSignal(ALD)  64 
Amdahl  (AMH)  42 
American  Airlines  (AMR)  69 
Amencan  Century  42 
American  Express  (AXP)  69, 81 
Amencan  Re  76 
Amoco  (AN)  64 
AMR  (AMR)  28 
Analytical  Systems 
Engineenng  78 
Anheuser-Busch  (BUD)  38, 86 
Apple  Computer  (AAPL)  84, 104 
AT&Tm  33,64,104 
AuctionWeb  98 
Avis  Rent  A  Car  System  61 
Avon  (AVP)  64 

B 


Bam  64 

Bear  Stearns  (BSC)  61 
Bell  Atlantic  (BEL)  33 
Benetton  4 
Bharat  Petroleum  46 
Boeing  (BA)  42 
Bradford  (J  C.)  86 
British  Ainways  (BAB)  42 
British  Telecommunications 
(BTY)  42 
BTG  78 


California  Speedway  86 
Campbell  Soup  (CPB)  64,104 
Canal  Plus  86 
Canon  (CANNY)  16,81 
Carrier  (UTX)  80 
Cartoon  Network  86 
Century  21  Real  Estate  61 
Cephalon  (CEPH)  94 
Charlotte  Motor  Speedway  86 
China  Everbright  4 
China  Resources  4 
Chiron  (CHIR)  94 
Chrysler  (C)  76,86 
CIGNA  (CI)  42 
Cisco  Systems  (CSCO)  28 
Citicorp  (CCD  80,64.104 
Clem  &  White  6 
CNN  6 

Coca-Cola  (KG)  35, 46, 64,  69, 90 
Colgate-Palmolive  (CD  11,69 
Collect  America  74 
Colorado  Rockies  38 
Columbia/HCA  Healthcare 
(COL)  32 

Commercial  Financial  Services  74 
Compaq  Computer  (CPQ)  34, 42 
Compensation  Resource  64 
Computer  Data  Systems 
(CSDI)  78 

Computer  Horizons  (CHRZ)  78 
ConAgra  (GAG)  28 
Conference  Board  25, 101 
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IP  500 

(    Ian.    luly  July  24-30 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


week  change       1  -week  change 

8.8%  +1.7% 


AMENTARY 

itive  earnings  surprises 
amed  off  the  wires,  and  in- 
ters were  exuberant.  The 
kets,  already  in  a  good  mood 
r  last  week's  assessment  of 
economy  by  Fed  Chairman 
I  Greenspan,  reacted  to  news 
1  budget  accord  and  reports 
ittle  inflationary  pressure  by 
lelling  the  Dow  Jones  indus- 

average  to  a  new  high.  The 
idard  &  Poor's  500-stock  in- 

also  rose  to  uncharted 
:hts,  at  952,  and  the  NASDAQ 
iposite  Index  sprinted  to  a 
ird  1588.  Falling  bond  yields 
)ed  fuel  the  rally  as  long 
d  yields  sank  to  6.33%. 


EREST  RATES 


iEASURY  BOND  INDEX 

y    Ian.    luly  luly  24-30 


week  change 
1.6% 


1553.79 


1 -week  change 
+  1.1% 


Dow  Jones  Industrials 

8254.9 

2.1 

49.3 

NASDAQ  Combined  Composite 

1588.1 

1.3 

47.0 

S&P  MidCap  400 

313.6 

2.1 

42.7 

S&P  SmallCap  600 

170.8 

1.5 

37.8 

S&P  SuperComposite  1500 

203.7 

1.7 

48.6 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

298.3 

0.7 

58.5 

S&P  Financials 

111.0 

4.8 

69.5 

S&P  Utilities 

201.2 

1.8 

8.8 

PSE  Technology 

323.7 

-0.3 

70.2 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

1  nnrinn  rFT-<;F  ]{\n\ 

4927.3 

1.1 

33.1 

Frankfurt  tnkX) 

4421 .7 

0.4 

78.8 

Tokyo  (NIKKEI  225) 

20,212.8 

0.4 

-2.3 

Hong  Kong  (Hang  Seng) 

15,983.2 

1.6 

49.6 

Toronto  (TSE  300) 

6850.6 

1.3 

39.8 

Mexico  City  (IPC) 

4974.2 

4.9 

66.5 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.59% 

1.60% 

2.24% 

S&P  500  P/E  Ratio  (Last12mos. 

23.7 

23.4 

18.3 

S&P  500  P/E  Ratio  (Next12mos. 

)*  19.1 

19.0 

NA 

First  Call  Earnings  Surprise* 

2.39% 

2.55  % 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

796.0 

790.0 

Positive 

Stocks  above  200-day  average 

81.0% 

80.0% 

Negative 

Options:  Put/call  ratio 

0.45 

0.45 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

2.90 

2.83 

Negative 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


BtST-PERF  OKWIING 

Last 

Last  12 

GROUPS 

month 

%                           months  % 

Homebuilding 

30.1 

Trucking 

124.6 

Computer  Systems 

Semiconductors 

119.9 

Semiconductors 

20.1 

Oil  &  Gas  Drilling 

110.5 

Communications  Equip. 

1  C  "7 
1  D.  / 

Invest.  Banking/Brkrge. 

105.6 

Department  Stores 

Savings  &  Loans 

101.2 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month 

%                         months  % 

Money  Center  Banks 

-9.4 

Gold  Mining 

-15.6 

Hospital  Management 

-9.2 

Photography/Imaging 

-6.7 

Defense  Electronics 

-9.2 

Engineering  &  Constr. 

3.4 

Photography/Imaging 

-6.6 

Electric  Companies 

4.4 

Metal  &  Glass  Containers 

-4.3 

Manufactured  Housing 

7.1 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Nynex 

-2'°/64 

Ameritech 

61  Vb 

-Vl6 

Bell  Atlantic 

IV/B 

-4 

U  S  West  Communications 

36  V2 

-13/16 

Sprint 

49ViB 

-33/16 

Toys  'R'  Us 

34  Vs 

-Vs 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

88  Vs 

17 '/as 

Microsoft 

139 '5/1 6 

13^/16 

Dell  Computer 

80 '/8 

22  5/32 

Amgen 

58 '5/16 

'3/16 

Ascend  Communications 

53  Vs 

13^/4 

Sun  Microsystems 

45'Vi6 

8 '5/32 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


3loomberg  Financial  Markets 


MONEY  MARKET  FUNDS 

5.17 

5.16 

4.93 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

gO-DAY  TREASURY  BILLS 

5.23 

5.20 

5.34 

assuming  a  ir/o  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.18 

5.18 

5.04 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.43 

5.52 

5.88 

GENERAL  OBLIGATIONS 

4.48% 

4.53% 

5.06% 

5.10% 

10-YEAR  TREASURY  NOTES 

6.04 

6.14 

6.89 

PERCENT  OF  TREASURIES 

74.20 

73.72 

80.04 

79.33 

30-YEAR  TREASURY  BONDS 

6.33 

6.42 

7.05 

TAXABLE  EQUIVALENT 

6.49 

6.57 

7.33 

7.39 

LONG-TERM  AA  INDUSTRIALS 

6.78 

6.90 

7.56 

INSURED  REVENUE  BONDS 

4.64 

4.67 

5.30 

5.32 

LONG-TERM  6BB  INDUSTRIALS  7.14 

7.24 

7.94 

PERCENT  OF  TREASURIES 

76.85 

75.99 

83.84 

82.75 

LONG-TERM  AA  TELEPHONES 

7.04 

7.13 

7.80 

TAXABLE  EOUIVALENT 

6.72 

6.77 

7.68 

7.71 

TUAL  FUNDS' 


IP  500' •  US  Diuei'jilitd  All  EQliity 
k  total  return        52-week  total  return 


Mornlngstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return  % 

Fidelity  Select  Computers  18.1 

Lexington  Troika  Russia  17.1 

Steadman  American  Industry  16.9 

Robertson  Steph.  Info.  Age  A  1 6.9 

Delaware  Aggressive  Gr  A  15.3 

Leaders 

52-week  total  return  % 

Lexington  Troika  Russia  151.3 

ITT  Hartford  Cap.  Apprec.  A  98.9 

Fidelity  Select  Electronics  88.2 

Pioneer  Growth  A  79.8 

American  Heritage  78.7 


Laggards 

Four-week  total  return  % 

Invesco  Strategic  Gold  -9.8 

Van  Eck  Gold  Opport.  A  -8.7 

Gabelll  Gold  -8.6 

Morgan  Stan.  Inst.  Gold  A  -8.3 

Midas  -8.2 

Laggards 

S2-week  total  return  % 

Frontier  Equity  -45.0 

United  Svcs.  Gold  Shares  -43.8 

Bull  &  Bear  Gold  Investors  ^0.4 

Morgan  Stan.  Inst.  Gold  A  -39.4 

Lexington  Strategic  Invmts.  -37.2 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Technology 
Large-cap  Growth 
Mid-cap  Growth 
Financial 
Mid-cap  Blend 

Leaders 

52-week  total  return 


10.8  Precious  Metals 

7.1  Pacific/Asia  ex-Japan 

6.7  Japan 

6.1  Diversified  Pacific/Asia 

5.7  Foreign 


% 


Laggards 

S2-week  total  return 


-5.0 
0.6 
0.6 
0.8 
1.4 

% 


Financial  58.6  Precious  Metals  -24.5 

Latin  America  54.8  Japan  -1.8 

Technology  50.5  Diversified  Pacltlc/Asia  10.8 

Large-cap  Growth  46.2  Pacific/Asia  ex-Japan  16.9 

Large-cap  Blend  45.3  International  Hybrid  21.7 


a  are  as  of  market  close  Wednesday,  July  30,  1997,  unless  ottierwise  indicated.  Industry 
include  S&P  500  companies  only.  Fundamentals,  technical  indicators.  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  July  29.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek,com,  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


THE  BUDGET  DEAL: 
A  LOST  OPPORTUNITY 

Good  economic  times  are  yielding  dubious  fiscal  policy, 
while  bad  times  gave  us  good  fiscal  policy.  Perhaps  that's 
not  so  suiprising.  Still,  it's  disappointing  that  politicians,  reap- 
ing the  benefit  of  a  revenue  windfall  to  the  U.  S.  Ti-easuiy  fol- 
lowing years  of  hard-won  fiscal  restraint,  have  chosen  this 
time  to  complicate  the  tax  code  and  keep  plenty  of  pork  in  the 
budget.  The  reduction  in  the  capital-gains  tax  rate  is  of  doubt- 
fid  economic  value  at  this  bullish  moment,  education  credits  will 
simply  induce  educational  institutions  to  hike  tuition,  and  some 
noxious  subsidies  to  industry  have  been  retained. 

To  be  sure,  we  like  parts  of  this  budget,  such  as  the  $275 
billion  reduction  in  projected  spending  over  the  next  five 
years,  the  allocation  of  $24  billion  in  much-needed  health  in- 
surance for  children,  and  expanded  savings  incentives.  No 
question,  the  agreement  is  a  political  landmark:  This  was 
supposed  to  be  the  era  of  gridlock  in  Washington.  Instead, 
President  Clinton  and  Congi-ess  are  rushing  to  take  credit  for 
each  other's  ideas. 

Oiu-  preference  would  have  been  to  simplify  the  tax  code  by 
introducing  fewer  and  lower  mai'ginal  tax  rates,  broadening  the 
tax  base,  and  closing  loopholes  rather  than  opening  up  new 
ones.  We  suspect,  though,  that  as  long  as  U.  S.  economic 
growth  continues  at  about  3%,  this  budget  deal  is  affordable. 
But  there's  no  guarantee  that  such  gi'owth  can  can-y  on  in- 
definitely, and  it  would  have  been  better  to  strike  a  budget  deal 
that  promoted  long-term  growth  and  budget  balance.  Deeper 
r'eforms — such  as  smaller  cost-of-living  adjustments  for  Social 
Security  and  income-based  premiums  for-  Medicare — ar-e  yet  to 
be  tackled.  We  hope  politicians  have  the  will  to  pm'sue  tough 
fiscal  policies  while  the  economic  backch-op  is  still  favorable,  the 
better  to  ensure  that  it  remains  so. 

HOW  TO  PICK 
THE  RIGHT  CEO 

Not  many  chief  executives  spend  time  wondering  who 
their  successors  will  be.  That's  understandable:  It's  hu- 
man natm-e  to  think  that,  if  you'r-e  top  dog,  no  one  else  can  do 
the  job.  But  it's  clear  that  Corporate  America  will  have  to 
take  succession  planning  more  seriously.  The  recent  departm-e 
of  Gilbert  F.  Amelio  fi-om  the  No.  1  slot  at  Apple  Computer 
Inc.  and  the  resignation  of  John  R.  Walter  from  the  corjjorate 
suite  at  at&t  show  how  badly  awry  the  process  of  choosing 
leaders  can  go.  With  cormer  offices  slated  to  open  up  within 
the  next  few  years  at  such  companies  as  General  Electric, 
Ford,  and  Citicorp,  the  search  for  talent  is  on. 

Today,  a  few  for-war-d-looking  executives  and  directors  are 
showing  how  best  to  orchestrate  the  selection.  An  intricate, 
six-month  process  at  Campbell  Soup  Co.  elevated  internal  can- 


didate Dale  F.  Morrison  to  the  position  of  president  and 
on  July  15.  Campbell's  board,  which  business  week  m 
Best  Board  in  America  last  year-,  undertook  an  elab( 
screening  of  two  internal  candidates  and  thi-ee  external  > 
conducting  many  interviews,  background  checks,  and  di; 
sions  within  the  search  committee — without  then-CEO  I 
W.  Johnson  present  to  influence  the  outcome.  Contrast 
with  AT&T  Chief  Robert  E.  Allen's  meddlesome  involveme 
Walter's  selection  less  than  a  year  ago. 

Campbell's  selection  process  was  brought  about  in 
by  nudging  from  Johnson,  an  outsider  hired  by  Campb( 
1990  to  shake  things  up.  Indeed,  the  ceo  can  set  the  ton 
planning,  just  as  for  all  other  aspects  of  business,  ge's  Jol 
Welch  has  made  succession  a  clear  priority  by  rotating  r 
than  a  dozen  aspirants  through  numerous  assignments 
challenges,  making  sure  they  have  frequent  contact 
company  directors.  At  Corning  Inc.,  the  ceo  and  board  i 
annually  to  consider  candidates,  while  at  SmithKline  Beec 
promising  executives  are  moved  through  a  series  of 
tions  so  that  they  can  boast  experience  in  two  business  i 
two  functional  areas,  and  two  countries.  Corporate  bo 
would  do  well  to  follow  the  example  of  Campbell  and  ot 
as  they  select  new  leader-s. 

HEADED  FOR  INDIA? 
LEARN  THE  ROPES 

Nearly  1  biUion  people.  A  middle  class  of  250  million, 
many  multinational  companies,  that  has  been  the 
peal  of  India  since  its  government  began  to  deregulate 
economy  and  welcome  foreign  investment  six  years  ago. 
what  seemed  at  fu-st  to  be  a  vast  mar-ket  pr-omising  easy  ] 
its  has  turned  out  to  be  a  complex,  multifaceted  society  ' 
many  obstacles  to  successful  investment.  General  Elei 
Co.  and  a  few  others  seem  to  have  made  the  right  mc 
But  mor-e  common  are  the  blunder's,  such  as  Mercedes-B< 
foray  into  local  pr-oduction  of  its  E-class  sedan  with  a  p 
now  running  at  10%  of  capacity. 

To  be  sure,  the  government  could  do  more  to  deregi 
the  economy  and  streamline  the  bur-eaucracy.  But  mull 
tionals  must  take  a  less  naive  approach.  Widely  held 
sumptions  about  the  size  of  India's  middle  class  are  wrong 
dian  economists  put  it  at  closer  to  100  niillion.  Then,  too,  I 
is  exceedingly  diverse,  with  25  states,  17  official  langua 
and  6  major  r-eligions.  Manufactur-ers  shouldn't  expect  t 
products  to  go  over  equally  well  with  all  groups. 

Years  of  colonial  rule  have  made  Indians  sensitive  to 
eign  incursions.  Enron  Corp.'s  pur'suit  of  a  power  pro 
alienated  Indians:  Em-on  got  bogged  down  in  24  court  cas 
even  though  it  eventually  won  them  all.  Other  compa 
failed  to  do  their  research — and  wound  up  investing  \ 
feuding  local  partners,  for  example,  ge  and  a  handftil  of  >h 
er  investors,  meanwhile,  did  extensive  homework  on  their  o 
tential  markets  and  partners.  For  investors  in  India,  "pro(  f 
with  caution"  should  be  words  to  live  by. 
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Do    you    really    have    time    for  downtime? 


With  businesses  becoming  more  dependent  on  technology 


by  the  day,  there's  never  a  good  time  for  a 


server  to   go   down.    Which   is   why   at  HP 


we've  engineered  our  legendary  reliability 


HP  Netserwer  Lx  Pro      into  our  Intel'  Pentium"  Pro  processor- 


based  N  e  t  S  e  r  V  e  r  s  .  The  result?  Maximum  uptime.  With  a 


host  of  features  like  a  redundant  power  supply,  memory 


scrubbing  to  decrease  accumulated  errors,  hot-swappable 


drives,  unattended  Automatic  Server  Restart, 


and  even  redundant  fans  that  protect  against 


1" 


PENTIUM  PRO 


overheating,  HP  Net  Servers  can  actually  reduce  downtime. 


Because  in  today's  fast- paced  business  world,  most 


people  don't  even  have  time  for  lunch,  let  alone  downtime. 


w  w  w .  h  p  r  e  s  o  u  r  c  e  .c  o  rn /d  r  i  I' e  or  1-800-533-1333,  ext.  2360 


HEWLETT' 
PACKARD 


A  dozen  of  the  Valley's  | 
brightest  stars:  I 
(top  row.  left  to  right) 
Larry  Ellison,  Oracle; 
Marc  Andreessen. 
Netscape;  Andy  Grove, 
Intel;  Al  Shugart, 
Seagate  Technology: 
Gordon  Moore,  Intel; 
John  Chambers, 
Cisco  Systems 
(boHom  row.  left  to  rigW 
Steve  Jobs, 
Apple  Computer,  Pixar; 
ScoH  McNealy, 
Sun  Microsystems; 
John  Doerr.  Kleiner 
Perkins  Caufield  &  Byers 
Larry  Sonsini. 
Wilson  Sonsini 
Goodrich  S  Rosati; 
Lew  Piatt, 

Hewlett-Packard;  ^ 
Jim  Clark,  Hetscapefl 


Editor's  Memo 


SILICON  SAGA 


It  has  been  40  years  since  a  group  of 
engineers,  including  the  legendary 
Gordon  Moore  and  Robert  Noyce, 
joined  six  others  to  found  Fairchild 
Semiconductor,  a  pioneer  in  working  ex- 
clusively with  a  simple  material  called 
silicon.  The  rest,  as  they  say,  is  histoiy. 
But  what  a  histoiy — the  fascinating  saga 
of  how  the  orchards  around  Faii'child's 
headquarters  in  Mountain  View,  Calif., 
eventually  blos- 
somed into  the 
hotbed  of  the  In- 
fonnation  Age. 

SOicon  Valley  is 
a  trae  melting  pot, 
f  j  M^^^  with  immigrants 
i  ^^^^^k  from  all  over  the 
world  providing 
much  of  the  intel- 
lectual firepower. 
Andy  Grove,  for  example,  an  emigi'e 
from  Hungaiy,  teamed  up  with  Moore 
and  Noyce  to  build  Intel  Corp.  into  a 
superstar. 

But  in  many  ways,  the  Valley  is 
quintessentially  American:  the  romantic 
entrepreneurialism  of  Henry  Ford  and 
Thomas  Edison  recreated  by,  among 
others,  Steve  Jobs  and  Steve  Wozniak 
starting  Apple  Computer  Inc.  in  a 
garage. 

We  have  been  telling  parts  of  this 
story  regularly  over  the  years.  When 
we  laimched  oui*  Information  Processing 
department  in  the  1970s,  I'm  proud  to 
say,  we  were  the  first  noncomputer 
magazine  to  institute  a  regular  section 
to  cover  the  burgeoning  hardware  and 
software  industries  on  a  weekly  basis. 
Since  then,  we  have  run  scores  and 
scores  of  cover  stories  and  special 
reports  on  informa- 
tion  technology  and  iHlRniTSjSS 
won  well  more  than  ■ 
our  share  of  editorial  prizes  for  com- 
puter coverage. 

So  it  was  not  a  tough  call  to  decide 
what  to  write  about  in  this,  business 
week's  first-ever  special  summer  double 
issue:  The  story  of  what  really  makes 
Sihcon  Valley  tick  in  the  1990s— the 
story  of  the  people,  the  culture,  the 
deals,  and  the  technology.  For  oui-  gate- 
fold  cover  photogi'aph,  we  got  a  dozen 
stars  of  Silicon  Valley  together  in  one 
room  and  asked  them  to  ham  it  up  a 
bit  when  they  said  cheese.  In  typical 


Silicon  Valley  fashion,  they  happily 
agreed. 

The  whole  project  was  headed  by 
Kathy  Rebello,  who  just  last  April  be- 
came the  senior  editor  in  charge  of 
BUSINESS  week's  infoiTnation  technology 
coverage.  Kathy  is  perfectly  suited  for 
the  multitasking  involved  here.  A  gi'ad- 
uate  of  San  Jose  State  University,  she 
has  hved  in  the  Valley  since  1985.  She 
joined  our  San  Francisco  bureau  in 
1991,  became  bm-eau  chief  in  1995,  then 
moved  the  six-person  bureau  to  San 
Mateo  to  be  closer  to  the  high-tech  ac- 
tion. Since  becoming  a  senior  editor, 
she  splits  her  time  between  New  York 


WE  KNEW  THEM  WHEN: 
APPLE'S  WOZNIAK  AND 
JOBS  IN  1981  AND  INTEL'S 
GROVE,  NOYCE,  AND 
MOORE  IN  THE  1970s 


and  San  Mateo.  The  distinctive  look  of 
this  Special  Issue  was  created  by  Se- 
nior Art  Director  Francesca  Messina. 
Associate  Picture  Editor  Ronnie  Weil 
handled  the  photogi-aphy. 

This  being  the  Information  Age,  we 
decided  not  to  restrict  oiu-  Silicon  Valley 
presentation  to  print.  We  have  cooper- 
•ju    ated  with  the  cnbc  cable  television 
network,  which  will  be  nmning  com- 
plementary stories 
for  a  week  beginning 
on  Aug.  8.  And  our 
Web  site,  at  www.businessweek.com, 
will  featui'e  plenty  of  information  that's 
not  contained  in  the  magazine,  including 
an  interactive  list  of  the  Valley's  biggest 
pubhc  companies  and  transcripts  of  key 
intei-views.  The  region  that  is  behind  so 
many  of  today's  innovations  deserves 
nothing  less  than  multimedia  treatment. 

Editor-in-Chief 
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BUSINESS  WEEK  /  AUGUST  25,  1997  3 


 ^  v-T-T  [-rr  \     ■         ;  \  ' 

Up  Front 


EDITED  BY  PAT  WECHSLER 


GREAT  RATE  DEBATE 


THE  FCC  SPARKS  A  GLOBAL  HISSY  FIT 


U.  S.  CALLERS  COULD  BE 

in  line  to  save  some  mon- 
ey when  the  Federal 
Communications  Commis- 
sion approves  rules  to 
lower  international  callinj^ 
rates,  expected  as  early 
as  August  7.  But  not 
everyone  is  smiling. 

Many  nations — includ- 
ing Italy,  Japan,  Aus- 
tralia, Ti'inidad-Tobago, 
and  Latvia,  to  name  a 
few — are  criticizing  the  fcc 
for  its  imilateral  action.  These 
countries  insist  that  phone 
charges  should  be  set  by  the 
International  Telecommunica- 
tion Union  in  Geneva.  This 
multinational  regulatory  body, 
however,  has  tb'agged  its  feet 
on  the  subject,  frustrating 
Fc;c  chief  Reed  Hundt. 

So  the  feds  put  the  process 
in  motion  last  December  with 
a  proj^osed  nile  to  lower  car- 
rier-to-canier  rates  fi"om  88^  a 
minute  to  between  15(2  and 


HUNDT:  Most  unfavored  nabob 


23(2.  The  commission  also  says 
that  it  will  block  foreign  car- 
riei"s  from  enteiing  the  U.  S. 
market  if  they  don't  comply 
with  the  lower  rates.  This  has 
enraged  many,  including  the 
Japanese.  "Japan  thinks  that's 
against  the  [principles  of]  the 
World  Ti'ade  Organization," 
says  Embassy  official  Junichi- 
ro Miyazaki. 

The  cost  of  this  overcharge 
to  a  nation  of  immigrants  who 
love  to  phone  home:  $5.4  bil- 
lion annually.  Catherine  Yang 


SPORTS  BiZ 

BINOCULARS, 
ANYONE? 


WHEN  THE  U.S.  OPEN 
tennis  tournament  kicks  off 
Aug.  25,  it  may  not  be  the 
players  having  tantrums. 
More  likely,  it'll  be  the  fans. 

The  problem?  Many  people 
hate  their  seats.  In  the  new 
Arthur  Ashe  Stadium  in 
Flushing,  N.  Y.,  30  feet  of  lux- 
ury boxes  has  relo- 
cated loyal  and  usu- 
ally affluent  fans  to 
the  upper  deck.  In 
the  old  stadium, 
they  sat  closer.  Ten- 
nis buffs  are  so 
irate  that  several 
have  filed  com- 
plaints with  the 
state's  Attorney 
General,  who  is  in-  ^ 
vestigating   ticket  SAMPRAS: 


scams  at  New  York  arenas 
and  theaters.  "They  built  a 
new  stadium  with  more  seats, 
and  everybody  gets  moved 
50%  farther  from  the  court," 
grouses  Rockwell  Internation- 
al general  counsel  William 
Calise,  one  angry  fan. 

Calise  might  ask  his  own 
company  why  he's  sitting  in 
the  cheap  seats  ($3,515).  Cor- 
porations gobbled  up  all  89 
luxury  suites,  costing  between 
$85,000  to  $100,000.  Also 
scooped  up  at 
.$8,000  a  pop  were 
seats  just  above  the 
suites.  Fans  gripe 
that  they  were  nev- 
er given  a  shot  at 
those  better  spots. 
Open  officials  are 
telling  unhappy 
campers  to  tuiTi  in 
f  ickets  by  Aug.  15 
and  get  a  refund. 
())■  !s  it:'        Brad  Wolverton 


TALK  SHOW  'iThis  has  happened  a  thousand  times  befon 
so  it's  not  worth  making  a  fuss  about. '5 

— Deputy  Flight  Director  Viktor  Blagov,  referring  to  the  loss  of 
oxygen  tanks  on  the  Mir  space  station. 


HONCHOS 

THE  INSIDE  DOPE  ON 
OUTSIDE  CEOs 

EVERYONE    KNOWS  THAT 

Louis  Gerstner  Jr.  has 
turned  around  IBM 
since  arriving  as 
an   outside  CEO 
four  years  ago. 
But  with  the  re- 
cent failures  of  out- 
siders at  AT&T  and 
Apple  Computer,  does 
recruiting  outsiders  re- 
ally make  sense? 

Hai-vard  business  school 
says  it  depends.  According 
to  research  that  examined 
200  of  the  nation's  largest 
companies  between  1978  and 
1992,  a  CEO  drafted  exter- 
nally has  an  edge  only  when 
his  predecessor  was  ousted. 
In  those  cases,  outsiders  im- 
proved returns  on  assets 
3.6%  on  average   over  a 
three-yeai-  period.  Inside  can- 
didates who  become  CEOs  un- 


der similar  circumstances  p 
duced  no  improvement. 

Why?  An  outsider  brir 
in  badly  needed  fresh  pi 
spective,  the  study  conclud 
But  in  the  case  of  a  ceo 
tiring  or  leaving  volunt 
ily,  the  outsider  lack 
mandate  for  change, 
handcuffs  his  ability 
reshuffle  top  manaj 
ment,"  says  study  co-i 
thor  Rakesh  Khurana 
So  when  a  transi 
goes  smoothly,  outsid 
actually  tend  to  ovi 
see  declines  at  comP 
nies — 5%  on  aver^ 
over  three  years; 
siders  eke  out 
1.5%  gain. 

The  researchi 
surmise  th 
knowing  a  co 
pany  and 
markets  is 
big  edge  oi 
if  a  big  char, 
isn't  needed. 
John  By) 


PHONE  WARS 


SAN  DIEGO  KISSES  A  BABY  BELL  BYE-BYE 


IN  A  MAJOR  BOOST  FOR 
competition  in  local  phone 
markets,  the  city  of  San 
Diego  plans  to  pull  all  of  its 
local  telephone  business  ft"om 
Pacific  Bell  and  give  it 
to  Teleport 
Communica- 
tions Group. 
The  deal, 
which  was 
scheduled  to 
be  announced 
on  Aug.  13, 
marks  the 
first  time  a 
top- 10  U.S.  city  has  dropped 
its  incumbent  Bell  to  get 
service  for  municipal  offices. 

With  $283.3  million  in  rev- 
enues, the  Staten  Island 
(N.  Y.)-based  Teleport  is  one 
of  the  upstart  providers  at- 
tempting to  chip  their  way 
into  local  markets.  So  far,  com- 
panies such  as  Teleport,  head- 
ed by  aggressive  CEO  Bob  An- 


ANNUNZIATA:  Dereg  heru 


nunziata,  have  picked  up  mc- 
ly  business  customers.  7 
San  Diego  deal  marks  a  s 
nificant  victory  for  not  oi 
the  new  local  provider  1 
also  the  1996  Telecommuni 
t  i  0  n  s    A  ( 
which  h 
been  roum 
criticized  i 
failing  to 
crease  the  1- 
el  of  comp(- 
tion  in  loi! 
markets  fit 
enough. 
To  Teleport,  the  six-y< 
contract  with  the  natio 
sixth-largest  city,  San  Di( 
County,  and  local  schools - 
expected  to  be  worth  a  mi- 
mum  of  $30  million.  For 
Diego,  the  switch  ft-om  P 
Bell,  now  ovraed  by  SBC  C< 
munications,  is  expected 
mean  discounts  of  20% 
30%.  Peter  Elstr 
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Staffing  Solutions  Beyond  The  Usual  Tom,  Dick  And  Harry. 
Especially  When  You  Need  Wolfgang,  J uanita  And  Hiroshi. 


The  global  village  is  a  reality. 
Business  is  no  longer  just 
done  interstate.  It's  done 
internationally.  And  you 
need  a  staffing  partner  who 
is  already  there.  That's  where 
Management  Recruiters 
International  Global  Human 
Resource  Network  comes  in. 
With  over  A  ,000  recruiters 


in  more  than  40  countries, 
MRI's  search  professionals 
live  in  and  are  familiar  with 
the  local  market.  So  they 
know  the  local  currencies, 
customs,  pay  scales  and 
benefit  packages.  And  most 
importantly,  the  process 
for  hiring  "nationals "  where 
you  do  business. 


From  Europe  and  Australia  Sales  Consultants 
to  South  Africa  and  South 

America,  MRI  can  help  Management 
you  find  talented  people  Recruiters 

wherever  you  do  business. 

For  more  information,  CompuSearch 
call  800-875-4000 
or  visit  our  website  at       OtficeMates  5 
www.mrinet.com. 


My  Intelligent  Staffing  Solutions. 

www  mrinet  com 


Up  Front 


ON  THE  GRAPEVINE 


NICE  BOUQUET.  FULL-BODIED  PRICES 


INFLATION   MAY   BE  UNDER 

control,  but  not  when  it 
comes  to  fine  old  Bordeaux. 
Because  of  bad  harvests  this 
decade,  these  reds  of  the  late 
1980s  and  1990  from  select 
chateaus  are  in  hot  demand 
and  at  very  high  prices. 

Few  are  more  aware  of 
this  than  Alan  Stillman.  He  is 
proprietor  of  the  New  York 
Restaurant  Group,  owner  of 
eight  New  York  eateries,  in- 
cluding the  well-known  steak- 
house  Smith  &  Wollensky, 
which  plans  to  open  restau- 
rants in  Miami  and  Chicago 
this  fall.  With  his  75,000-bot- 
tle  cellar,  Stillman  has  accu- 
mulated wines  for  years  for 
use  in  his  restaurants.  But  in 
the  past  few  months,  he  came 
to  realize  that  many — his  '89 
Petrus,  '85  Lafite-Rothschild, 


THE  BIG  PICTURE 


BANKING  JOBS 
MAY  BOUNCE  BACK 

Commercial  banks  are 
hiring  again  for  the  first 
time  in  years.  That's 
largely  thanks  to  a  looser 
regulatoiy  climate  in 
which  banks  can  do 
everything  from  selling 
mutual  funds  to  under-  i 
writing  debt. 


'87  '89  '91  '93  '95  '97* 
▲  THOUSANDS  'THROUGH  JUNE 

DATA.  BUREAU  OF  LABOR  STATISTICS, 
MERRILL  LYNCH  &  COMPANY 


DRAWN  &  QUARTERED 


STILLMAN:  Liquid  a.ssets 

and  '87  Opus  One,  to  name 
three,  all  of  which  he  bought 
for  around  $100  a  bottle — 
should  now  sell  for  more  than 
$1,000.  "We've  won  this 
award  and  that  awai'd  for  oui* 
wine  collection,"  Stillman 
says.  "But  no  one's  walking 
into  a  restaurant  and  paying 
$1,200  for  a  bottle."  So  he  de- 
cided to  put  50  cases  up  for 
auction  through  Zachys/ 
Christie's  beginning  Septem- 
ber. Stillman  expects  to  reap 
more  than  $100,000  for  his 
bottles,  then  use  it  to  buy 
less  expensive  vintages.  First 
he  may  treat  himself  to  one 
of  his  high-priced  wines.  But 
at  about  82?  a  sip,  he  says,  it 
may  be  a  little  hard  to  swal- 
low. □ 


TEA  IS  BAGGING  A 
BIGGER  CROWD 

READ  THE  TEA  LEAVES  THESE 

days  and  they  point  to  a  rise 
in  the  drink's  nationwide 
popularity.  Tea  is  so 
trendy  that  some 
purveyors, 
including  tea-bag  ( 
king  Lipton, 
are  opening 
tea  houses 
offering  more 
exotic  blends. 

Frenetic  NEW  LEAF:  B 

Americans  see 
tea — with  its  lower  caffeine 
content — as  a  healthful  sub- 
stitute to  coffee,  according  to 
tea-house  proprietors.  And  al- 
most predictably,  these  new 
establishments   have  their 


biggest  presence  on  the  Wi 
Coast.  Lipton  opened  its 
tea  house  in  Pasadena,  C 
in  December.  "People  are 
asking  for  Lipton  tea  baj 
They  want  Lipton's  from 
Lanka,"  says  Peter  Gog 
Lipton's  du'ectoi-  of  tea  bi 
ing.  The  Tea  Cou 
estimates  there  a| 
now  1,000  tea  hoi 
in  the  U.  S. 
Sales  of 
nationwide  ha| 
risen  fi'om  $ 
billion  in  1990 
$4.2  billion  Isl 
year.  Wliile  C( 

  fee,  at  $6.5  billi 

in  annual  sales,  is  the  buzz 
choice,  tea  is  gaining.  Evi 
java-sellers,  such  as  Starbucl 
and  Peet's,  have  felt  the  n© 
to  expand  their  selection 
teas.  Seanna  Browd 


risk  sales 


HALLS  OF  IVY 


PUBLISHERS  GET  A  CAMPUS  HAZING 


WHEN    STUDENTS    HEAD  TO 

the  college  bookstore  every 
fall,  they  face  a  hard  eco- 
nomics lesson:  Textbooks  are 
a  big  expense.  College  stores 
are  trying  to  do  something 
about  that  in  an  antitrust 
lawsuit,  charging  three  lead- 
ing textbook  publishers  with 
giving  better  discounts  to  re- 
tailers than  to  camjius  stores. 

Filed  on  July  23  in  U.  S. 
District  Court  in  Manhattan, 
the  suit  by  the  National  As- 
sociation of  College  Stores 
claims  that  Cambridge  Uni- 
versity Press,  Oxford  Uni- 


STUDENTS:  Price  prisoners 

versify  Press,  and  Addison 
Wesley  Longman  rarely  give 
academic  bookstores  any 
more  than  20%  discounts, 
wliile  offeiing  the  same  books 
at  50%  off  to  retailers.  The 


college-store  group  is  n 
seeking  damages.  Instead, 
is  asking  for  an  injunction 
end  the  practice  and  level  ti 
playing  field.  (The  suit  d 
not  name  BUSINESS  WEEf 
parent,  The  McGraw-H 
Companies,  a  major  publish 
of  textbooks.) 

The  losers,  says  the  su 
are  students,  who,  as  a  ca 
tive  audience,  are  oftt 
unable  to  shop  around, 
their  denial  of  wrongdoin 
the  three  publishers  claim( 
pricing  structures  are  d 
signed  to  promote  academ 
works  to  a  wider  reading  a 
dience  and  not  to  disadva 
tage  the  college  stores  or  st 
dents.  Oregory  Kor 


FOOTNOTES  Fast-growth  U.  S.  companies  in  strategic  alliances:  in  1996,  61  %;  in  1993,  55% 
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DATA  COOPERS  8.  LYBRAI 


Think  Big 

with  Prudential  ^ 
>nidll  Company  Value  Fund 


Prudential 
Small  Company 
falue  Fund  (Class  A) 

Average  Annual  Total 
Returns  ending  6/30/97 

23.16% 

1  year 

18.28% 

5  years 

16.32% 

Since  Inception 
1/22/90 


nd  per\ormance  above  includes 
sales  load*  Share  price  and 
'eturn  will  flucfuafe  so  thaf  you 
ill  have  a  gain  or  loss  when  you 
II  shares.  Past  performance  is  no 
guarantee  of  future  results. 


Recent  gains  in  the  stock  market  have  been  predominantly 
fueled  by  large  company  stocks.  Many  analysts  feel  that  the 
next  wave  of  growth  will  come  from  smaller  company  stocks. 
The  Prudential  Small  Company  Value  Fund  can  be  a  great 
way  to  participate  in  this  anticipated  growth. 

Capitalize  on  growth  with  a  value  approach.  Not  all  small 
company  stock  funds  are  alike.  Prudential  Small  Company  Value  Fund  uses 
a  "value"  investing  style  that  seeks  to  uncover  small  firms  whose  stocks  are 
selling  at  bargain  prices.  Although  investing  in  small  companies  generally 
involves  more  risk  and  volatility,  this  fund's  value  style  offers  a  more 
conservative  approach,  which  may  help  reduce  risk. 


For  more  Information,  call  today. 

Find  out  how  the  Prudential  Small  Company  Value 
Fund  can  add  the  vitality  and  growth  potential  of  small 
cap  stocks  to  your  portfolio.  Call  for  a  prospectus  with 
more  complete  information  on  share  classes,  sales 
charges,  management  fees  and  expenses.  Read  it 
carefully  before  you  invest. 

1-800-THE-ROCK  ext  7080 

prudentlal.com 


Prudential 

Investments 


Ilass  A  share  return  assumes  5%  front-end  sales  load.  Prior  to  8/1/94,  sales  load  was  5.25%,  which  would  have  resulted  in  a 
wer  number.  Shares  of  the  Fund  are  offered  through  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  and 
uco  Securities  Corporation,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 


YOU'RE  NOT  ALONE 


rson  Software, 
.nterprise  Company, 
o  things 
erently 
re.  For 

e're  delivering 
it  everyone  else  is 
tomorrow:  web-accessible 
nU  Applications^^  enterprise 
e  and  automated  workflow 
ents.  So  while  those  other 
s  are  "working  on  it," 
/  implementing  process- 
;olutions  and  utihzing 
lology  to  get  our  clients 
nning  that  much  taster. 
Snancials,  human  resources, 
.ent  and  supply  chain  process 
as  user-friendly  as  the  people 
;lop,  install,  and  support 
■c  any  of  our  2,500  clients 
le.  Its  all  in  our  attitucie  — 
^one.  For  more  intormation, 
v.lawson. com/guide  or  call 
)0-477-1357. 


TRAITS  OF 
A  GOOD  SOFTWARE 
COMPANY. 

•ATTENTIVE 

Asks  you  what 
vou  need  instead 
of  talk  in  you  into 
what  they're  got. 

•FAST 

Provides  quick 
implementation  and 
quick  access  to  data. 

•  SMART 

Thinks  beyond  data- 
bases to  innovative 
data  access  and 
analysis  capabilities. 

•ADAPTABLE 

Adapts  smoothly  to 
different  corporate 
environments,  as 
well  as  changing 
technologies. 


Software 


DING   EDGETECHNOLOGY   WITHO  U  t,  T  H  E   At  TIT  II  D  E 


otcware 


NEW,  LOWER  PRICEI 

Visit  your  local  retail  storg 

or  corporate  reseller, 
or  you  can  even  see  us 
www.iomega.com 


TONS  OF  STORAGE  SPi 

Increase  your  storage  spacq 
100MB  at  a  time  for  as  lev 
$12.95  per  disk  after  reba| 

Perfect  for  storing 
and  running  your  whole  offit 


COMPLETE  PORTABIL 

The  Zip"  drive  and  Zip  disks 
small,  lightweight,  and  rugc 
Which  means  you  can  take  v 
home,  on  the  road,  or  anywt 
else  you  need  to  go. 


FAST,  EASY  BACKU 

Hooks  up  fast  to  your  PC  or 
And,  at  up  to  20  times  faster 
that  old  floppy  drive,  it's  g 
for  making  copies  of  everyt: 
So  the  next  time  your  comf 
spazzes  out,  you  won't. 


OVER  SIX  MILLION  OUT  THERE.  Forget  about  that  old  floppy  drive.  Zip  drives  are 
everywher'',-  at  home,  in  schools,  and  at  the  office.  In  fact,  they're  the  perfect  complement  to  the  enhanced 
audio  and  visual  capability  of  today's  MMX™  technology-based  systems.  And  with  so  many  Zip  drives  out 
there,  it's  more  than  just  compatible,  it's  universal. 

BECAUSE     it's     YOUR  STUFF. 


Iomega 


©  1997  Iomega  Corporation,  lomt  qa  and  the  Iomega  logo  are  registered  trademarks,  and  Zip  and  "Because  It's  Your  StufI"  are  Irademarks  of  Iomega  Corporation  MMX  is  a  trademark  of 
in'el  Corporation.  All  olher  irademarks  are  the  properly  ot  their  respective  holders  Prices  listed  are  estimated  street  prices.  Actual  prices  may  vary.  Zip  is  compatible  wilh  Windows®  95,  3.1, 
NT.  DOS,  OS/2,  and  Mac  OS.  Up  to  20  lirr.  js  faster  using  the  SCSI  or  IDE  models,  up  to  5  limes  faster  using  the  parallel  port  model 
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(Digital  Briefcase) 


Iomega  100MB  Zip" (disks  give  you  the  capacity  to  carry  more. 
Learn  more  about  Iomega  Zip  drives  aniJ  disks  at:  www.iomega.com/ZipIdeas 


(Digital  Safe) 

Iomega  100MB  Zip'disks  give  you  the  capacity  to  protect  more. 
Learn  more  about  Iomega  Zip  drives  and  disks  at:  www.iomega.com/ZipIdeas 
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OUTSTANDING    c  o  m  fo  r  i 
FOR    THOSE     LONG  STRETCHES. 


•hxclli.k.s  oIIkt  GM  |,r,,clucl>  C)IW()  GM  Cq,,  HuJ,!-  up,  AnuTK-a! 


eaders  Report 


FED  CHEERS 
RISK  MANAGEMENT 


recent  article,  "Taking  the  angst 
)f  taking  a  gamble"  (Finance,  July 
irovides  a  useful  discussion  of  the 
management  technique  called  "val- 
;  risk"  (var),  in  which  infonnation 
t  past  market  volatility  is  used  to 
tify  an  institution's  exposure  to 
•e  market  movements  and  gain 
fits  into  a  portfolio's  lisk.  This  mea- 
nent  approach  represents  an  im- 
int  effort  by  the  financial  commu- 
te improve  its  management  of  risk 
is  one  that  the  Federal  Reserve 
supports. 

jreover,  contrary  to  the  author's 
■tion,  the  Federal  Resei-ve  also  en- 
!s  the  decision  by  the  Bank  for  In- 
itional  Settlements  to  build  upon 
results  in  setting  bank  regulatory 
al  requirements.  Indeed,  we 
;ed  to  bring  that  standard  to 
ion  and  will  enforce  it  as  sched- 
in  1998,  along  with  our  foreign 
^.erparts. 

le  Federal  Reserve's  interest  in  an 
native  "precommitment"  approach, 
red  to  in  the  article,  reflects  the 
d's  desire  to  find  future  ways  of 
loting  market  discipline  and  reduc- 
regulatory  intrusion,  while  con- 
ly  improving  its  supervisory  and 
iatory  process.  However,  until  bet- 
ools  are  found,  basing  market  risk 
al  requirements  on  var  is  a  big 
fomard  and  one  that  the  Board 
orts. 

Richard  Spillenkothen 
Director 

Division  of  Banking  Supervision 
&  Regulation 
Federal  Reserve  System 
Washington 

DA'S  CEO: 

;T  I  DID  AT  JAGUAR  

hile  I  am  most  appreciative  of 
^Ess  week's  characterization  of  my 
ies  and  track  record,  I  must  cor- 
some  errors  as  they  relate  to  my 
l  it^nce  at  Jaguar  ("The  struggle 


for  Mazda's  soul,"  The  Corporation, 
July  21). 

Fii'st  off,  I  was  not  responsible  for  i-e- 
vamping  Jaguar's  dealer  network.  More- 
over, your  facts  are  incorrect  about 
Jaguar's  "poor  customer-service  scores." 
Jaguar  undertook  a  major  dealer  re- 
vamping in  the  mid-  to  early  1980s, 
which  brought  about  improvements  in 
customer-handling  scores  long  before  I 
arrived  in  1993.  In  fact,  when  the  J.  D. 
Power  index  was  fii'st  published  in  1986, 
Jaguar  ranked  fourth  in  customer  han- 
dling, and  it  has  dropped  below  the  top 
10  only  once  since. 

As  for  the  question  of  whether  I 
rode  into  Mazda  on  a  white  horse,  I 
can  assure  you  that  the  work  ahead 
will  be  successful  only  through  the  ded- 
icated efforts  of  the  entire  Mazda 
team — and  that,  as  it  does  at  Jaguar, 
includes  the  dealers. 

Richard  Beattie 
Chief  Executive  Officer 
Mazda  North  American  Operations 
Irvine,  Cahf. 

Editors'  note:  The  customer  satisfaction 
scores  provided  to  us  by  J.  D.  Power 
atid  Associates  combined  custcnmr  fian- 
dling  mth  vehicle  repair  and  reliability. 
The  scores  Beattie  cites  refer  only  to 
the  customer  Imyidling  compoyient  of  the 
J.  D.  Power  survey  and  are  not  pub- 
licly available. 

APPLE  IS  RIPE 
FOR  A  MERGER 


Prince  Alwaleed's  statement  that  Ap- 
ple Computer  should  "consider  any  al- 
liance that  makes  sense"  is  right  on 
track  ("Is  Apple  mincemeat?"  News: 
Analysis  &  Commentary,  July  28).  In 
line  with  its  involvement  in  "distance 
learning"  through  the  Western  Gover- 
nors University  project,  Apple  should 
ally  itself  with  the  leaders  of  the  bud- 
ding "technotainment"  industry. 

What  would  Apple  gain?  To  para- 
phrase Steve  Jobs,  it  would  be  part  of 
an  "insanely  gi-eat"  business  develop- 
ment. BUSINESS  WEEK  estimated  this 
spring  that  this  could  be  a  .$100  billion 
global  business. 
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CORRECTIONS  &  CURIFICATIONS 

"A  slimmer  cigna,"  (In  Business  This  Week, 
Aug.  11)  misidentified  the  buyer  of  cigna 
Corp.'s  life-insurance  business.  It  is  Lincoln 
National  Corp.,  not  New  York  Life  Co. 

"The  big  picture"  (Up  Front,  July  14) 
should  have  said  the  health  benefits  for 
retirees  were  paid  by  their  former  employ- 
ers, not  their  pension  plans. 

"Why  the  Donorgate  hearings  won't  lead  to 
reform"  (News:  Analysis  &  Commentary,  July 
21)  wrongly  said  a  campaign-finance 
reform  bill  introduced  by  Senators  John 
McCain  (R-Ariz.)  and  Russell  D.  Feingold  (D- 
Wis.)  had  no  co-sponsors.  It  should  have 
said  the  bill  has  no  other  Republican  co- 
sponsors,  although  Senator  Susan  M. 
Collins  (R-IVIe.)  has  agreed  to  back  an 
amended  version. 


If  Apple  Comjjuter  follows  this  strat- 
egy, the  millions  of  future  computer 
owners  who  live  in  the  world's  develop- 
ing countries  will  have  the  opportunity 
to  benefit  fi'om  Apple's  inherently  user- 
fiiendly  operating  system — still  the  bet- 
ter mousetrap  of  the  operating-system 
world. 

Steven  G.  Brant 
President 

Trimtab  Management  Systems 
Brooklyn,  N.  Y. 

MOURNING  VERSACE, 

NOT  JUST  HIS  EMPIRE  

"After  Versace"  (Cover  Story,  July 
28)  was  a  fine  piece  of  analysis  of  the 
Versace  empii'e,  and  very  timely  as  well, 
considering  that  Versace  was  in  the  final 
prepai'atoiy  stages  of  an  initial  public  of- 
fering that  by  all  accounts  would  have 
been  enormously  successful.  However, 
the  story  would  have  been  more  suc- 
cessful had  the  authors  considered  the 
human  element. 

Apart  from  the  glamour  and  pa- 
parazzi that  were  inherently  part  of 
Gianni's  life,  there  was  the  man  himself, 
who  made  his  dreams  a  reality.  Those 
dreams  were  cruelly  taken  away  from 
him  with  two  bullets  to  the  back  of 
the  head. 

Millard  B.  Souers  Jr. 
Falls  Church,  Va. 

CHILE  AS  AN  ECONOMIC  MODEL? 
NO  THANKS.  MR.  ROBERTS 

In  his  column,  "Welfare  doesn't  have 
to  be  habit-fonning — ^just  look  at  Chile" 


BUSINESS  WEEK  /  AUGUST  25,  1997  13 


Readers  Report 


(Economic  Viewpoint,  July  28),  Paul 
Craig  Roberts'  enthusiasms  at  long  last 
reveal  the  real  political  preferences  of 
him  and  his  right-wing  political  cohorts: 
military  dictatorship. 

Unfortunately,  using  a  tactic  to  which 
we  readers  of  his  columns  have  become 
accustomed  over  time,  he  distorts  the 
facts  and  tells  only  half  the  story  in  or- 
der to  glorify  a  military  government 
that  "had  no  need  to  buy  votes  with 
handouts"  and  in  order  to  excoriate  a 
postmilitary  democratic  government  so 
bold  as  to  propose  unemployment  in- 
surance, which  Roberts  equates  with 
"welfare." 

First  of  all,  the  military  government 
of  General  August  Pinochet  did  not 
"step  down"  but  was  forced  fi'om  power 
after  the  people  finally  got  a  chance  to 
vote  on  the  dictatorship.  This  was  de- 
spite the  fact  that  the  vote  was  a 
Gaullist-style  referendum  Pinochet  set 
up  to  ensure  another  decade  of  his  bru- 
tal regime.  The  people  voted  in  response 
to  a  decade  and  a  half  of  not  only  polit- 
ical repression  but  also,  contrary  to 
Roberts'  mythology  of  success,  econom- 
ic failure  for  the  vast  majority  of  the 
Chilean  people. 

Between  1970  (even  before  Allende's 


socialist  govei-nment)  and  1990,  the  per- 
centage of  national  income  going  to 
wages  fell  from '42%  to  34%,  and  the 
poverty  rate  rose  from  17%  to  more 
than  40%'. 

It  seems  about  time  that  Roberts, 
just  came  out  and  said  what  he  contin- 
ues to  imply  in  column  after  column: 
Chile  and  its  free-mai'ket  militarism  is 
his  model  for  the  world,  including  the 
U.  S.  In  fact,  there  is  no  other  way  to 
create  the  kind  of  "prosperity"  that 
Roberts  advocates  than  to  do  away  with 
democracy. 

Ronald  G.  Woodbury 
State  University  of  New  York 
Potsdam,  N.  Y. 

Paul  Craig  Roberts  has  highlighted 
Chilean  welfare  programs  as  an  example 
for  other  countries  of  how  to  help  the 
poor  and  the  disadvantaged — while 
avoiding  the  welfare  dependency  which, 
many  argue,  has  developed  in  industri- 
alized countries.  I  shall  not  contest  his 
arguments,  but  I  will  contest  a  specific 
conclusion  he  draws  at  the  end  of  the 
column.  I  think  it  goes  beyond  a  legiti- 
mate search  for  best  practice  in  public 
policies. 

In  a  nutshell.  Mi'.  Roberts  argues  that 


if  Chile  has  good  social  policies,  it 
because  a  military  dictatorship  guara 
teed  the  political  conditions  that  allow 
Chicago-trained  economists  to  delivi 
their  agenda.  Now  that  Chile  has  i 
turned  to  democratic  rule,  Mr.  Robei 
argues,  frustrated  politicians  are  i 
tempting  to  vvreck  this  model  by  putti 
forwai'd  such  proposals  as  an  unei 
ployment  insurance  system  so  they  m 
have  something  "to  sell  to  the  electort 
for  votes." 

The  main  flaw  in  the  columnist's  ; 
gimient  Kes  not  in  his  implicit  defense 
military  rule  to  achieve  public-poli 
goals  but  in  the  facts  he  quotes  to  su 
port  his  hypothesis.  Since  1990,  free 
elected  officials  and  legislators  in  Ch 
have  not  only  put  more  resources  ir 
efficient  social  programs  but  also  ha 
launched  new  initiatives.  Among  the 
are  training  programs  for  the  une' 
ployed — which  the  columnist  wrong 
attributes  to  the  military  government 
and  the  proposals  for  unemployment 
surance  themselves. 

In  the  latter  case,  the  proposal  ti 
was  put  forward  by  the  Chilean  gc 
ernment  sets  up  a  system  that  prote( 
the  unemployed  not  with  transfer  fun 
from  the  government  but  with  th( 
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The  Telecom  Interactive  97  Forum  and 
Exhibition  is  ready  for  tal<e  off. 

The  International  Telecommunication 
Union  (ITU)  offers  the  first  authoritative, 
truly  global  overview  of  the  vast,  chal- 
lenging marketplace  for  interactive  and 
multimedia  services. 

It's  a  unique  opportunity  to  showcase 
products  and  services,  study  trends  and 
developments,  and  make  the  kind  of 
cross-industry  connections  that  will  drive 
the  future  of  this  high-energy  sector. 
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own  savings,  accumulated  in  individual 
capitalization  accounts  fed  by  contribu- 
tions out  of  their  past  wages  and  man- 
aged by  private  companies.  In  other 
words,  subsistence  during  hardship 
times  is  not  covei'ed  by  "welfare"  but  by 
the  past  saving  effort  made  by  each 
worker 

I  hope  this  demonstrates  that,  con- 
trary to  Mr.  Roberts'  beliefs,  politicians 
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Shopping  for  computer  equipment'  Visit  Mauen,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
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can  make  sound  decisions  on  social  poli- 
cies wdthin  a  democratic  environment. 
This  should  come  as  good  news  to  coun- 
tries that  are  not  prepared  to  pay  the 
price  of  dictatorship  to  get  their  public 
policies  right. 

Mario  Marcel 
Executive  Director 
for  Chile  and  Ecuador 
Inter-American  Development  Bank 
Washington 

BANKERS  ARE  FIGHTING 

THE  DIRTY-MONEY  WAR  

You  suggest  that  bankers  need  to  be 
pushed  into  the  fight  against  illegal  mon- 
ey laundering  ("Know  your  customer — 
or  else,"  Finance,  July  21).  Our  industry 
has  been  cooperating  with  federal  au- 
thorities since  1985.  Banks  have  filed 
more  than  11  million  reports  with  Uncle 
Sam  to  report  cash  transactions  over 
$10,000  (those  most  hkely  to  involve 
dirty  money). 

The  Federal  Reserve  study  you  cited 
concluded  that  bankers  are  following 
"know  your  customer"  procedures.  The 
banking  industry,  through  the  Ameri- 
can Bankers  Assn.,  has  been  an  active 
member  of  a  U.  S.  Treasury  Dept.  team 


to  monitor  and  share  information 
criminal  activities. 

We  haven't  halted  international  m( 
ey  laundering.  But  to  suggest  tl 
bankers  are  sitting  on  their  hands 
this  battle  is  irresponsible. 

Donald  G.  Ogil' 
Executive  Vice-Preside 
American  Bankers  As 
Washing! 
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Short-term  fever? 


hy  B.Grady 

Oh  you've  got  it  alright.  Between  the 
sandwich  you  downed  on  the  freeway 
to  make  that  meeting  on  the  opposite 
side  of  the  city,  and  the  mad  dash  home 
to  catch  enough  of  Tommy's  soccer 
game  so  as  not  to  be  late  for  Bridget's 
ballet  recital,  you're  knee-deep  in  it. 
^elcome^*"^  the  ^'i*^""^  -len^'^  \^/or\d. 


thinking  that  powers  every  other  facet 
of  your  life  has  finally  driven  into  your 
investment  psyche.  But  let's  remember 
why  you  invested  in  the  first  place:  for 
tomorrow.  It's  a  long-term  goal.  That's 
why  there's  a  straightfoiAvaid  long-term 
discipline  behind  every  Kemper  Fund. 


So  shorf-tenn 


fevev 


HERE'S  A  LONG-TERM 
BREAKTHROUGH. 


YAuia'.    ^^^'fhe  ^.ns  ^VxvxV, 

W  hy  it's  that  Kemper  Funds  long-temi 
line  again.  Uh...  where  were  we?  Oh 
yeah.  Well,  with  experts  nervous  about 
how  the  market  can  continue  to  hit  new 
iiighs,  it's  no  wonder  the  short-term 

"I  couldn't  sit  through  my 
favorite  sitcom  for  more  than  \ 
five  min utes ...I  couldn 7  e ven  \ 

bring  myself  to  order  slow- 
roasted  chicken." 
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nde  ^^V^ 
He\p«^&  out  4, 

ot  an  active  market  is  what  Kemper  s 

been  doing  for  nearly  50  years  now  — 

in  a  world  that's  become  increasingly 

short-term  focused.  If  their  long-term 

discipline  can  cut  through  an  everyday 

scenario  this  easily,  imagine  what 

Kemper  Funds  can  do  for  your  poitfolio. 

Ask  your  financial  advisor  about 

the  long-temi  thinking  behind  Kemper 

Funds.  Or  call  1  -888-Kemper-7  ext.  9 1 6 

or  visit  www.kemper.com 


puv. 


KEMPER  FUN 
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SCORNFUL  LOOK 

r  THE  CONSULTING  BIZ 


Ieard  the  one  about  the  consul- 
tant who  borrows  an  e.xecutive's 
watch  to  tell  him  the  time?  It's 
Id  joke,  and  not  a  very  good  one. 
James  O'Shea  and  Charles  Madi- 
two  veteran  journalists  from  the 
ago  Tribune,  bring  exactly  that  de- 
e  point  of  view  to  a  book  that  oth- 
se  could  have  been  the  most  im- 
ant  work  on  consulting  in  decades. 
mgerous  Compomj,  their  examina- 
of  one  of  the  world's  booming  busi- 
es, is  an  ill-informed,  anticonsultant 
5d  filled  with  gi'ievances 
have  been  leveled  at 
ultants  for  decades.  The 
decry  the  industry's 
fees,  its  recycling  of  old 
■36,  its  willingness  to  tell 
ts  only  what  they  want 
iar,  and  its  penchant  for 
ing  raw  mbas  into  key 
ilem-solving  roles.  But 
is  hardly  news  to  any- 
who  has  been  either  a 
m  or  a  beneficiary  of  a 
lilting  assignment.  Mean- 
3,  they  fail  to  describe  how  the  busi- 
really  works — and  why  it  has  been 
iccessful. 

why  should  anyone  read  this  book? 
)ite  the  missed  opportunity  to  pro- 

a  truly  penetrating  inquiry,  the 
ors  do  provide  a  lively  overview  of 
nportant  industry,  with  chapters  on 
he  major  players,  including  Ander- 
Consulting,  Bain,  Boston  Consulting 
ip  (BCG),  and  McKinsey  &  Co.  And, 
ing  nearly  three  decades  after  the 
ication  of  the  last  significant  book- 
th  examination  of  consulting — Hal 
Ion's  1969  The  Business  Healers — 
gerous  Company  does  contain  some 
king  revelations. 

discloses,  for  example,  that  Ander- 
Consulting's  contract  with  Alaba- 
lased  O'Neal  Steel  Co.  provided  a 
js  for  every  100  jobs  eliminated. 


The  authors  also  recount  the  story  of 
how  conglomerate  Figgie  International 
nearly  went  banki'upt  after  racking  up 
more  than  $75  million  in  consulting  fees 
in  the  early  1990s.  And  they  convinc- 
ingly relate  the  disturbing  tale  of  how  a 
Bain  &  Co.  consultant  turned  in  one  of 
his  own  clients.  Guinness  plc,  for  en- 
gaging in  an  illegal  stock-manipulation 
scheme. 

To  be  fail',  O'Shea  and  Madigan  tossed 
in  a  few  success  stories,  too.  They  tell 
how  A.  T.  Kearney  &  Co.  helped  Sears, 
Roebuck  &  Co.  save  millions, 
assisting  in  its  search  for  al- 
ternative sources  for  such 
products  as  auto  batteries. 
They  also  provide  a  case 
study  of  how  BCG  helped 
pharmaceuticals  maker 
Boehi-inger  Mannlieim  Group 
develop  a  strategy  to  prof- 
itably market  an  important 
medical  device  for  diabetics. 

There's  a  useful,  though 
brief,  checklist  at  the  end  of 
the  book  to  help  clients  get 
the  most  fi-om  their  consultants.  Among 
other  things,  the  authors  advise  man- 
agers to  set  clear  goals  for  hired  giuis, 
demand  to  be  served  by  a  consultant's 
more  senior  partners,  never  yield  con- 
trol of  an  operation  to  outsiders,  and 
closely  measure  results,  basing  pay- 
ments on  performance.  Another  bit  of 
good  advice:  Never  allow  a  consulting 
fii'm  to  denigrate  your  employees.  "You 
are  buying  intelligence,  not  arrogance," 
the  authors  write. 

Still,  this  is  largely  a  view  of  the  in- 
dustry from  10,000  feet.  Seldom  do  the 
authors  dive  deeply  into  a  fii"m,  its  cul- 
ture, or  its  people.  More  often  than  not, 
O'Shea  and  Madigan  seem  to  be  scratch- 
ing their  way  inside  the  business  from 
the  outside.  The  consultants  you  meet  in 
this  book  are  largely  faceless,  one- 
dimensional  people.  So  consumed  are 


OT  EXPLAINED:  WHY  COMPANIES 
COUGH  UP  $50  BILLION  A  YEAR 


whichever  way  you  ] 
We  help  you  enjoy  it. 


Hoechst  Marion  Roussei 

The  Pharmaceutical  Company  of  Hoechst 


at  it,  life  is  for  living. 


Today  we  live  twice  as  long  as 
people  did  a  century  ago  -  thanks  in  no 
small  part  to  medical  progress. 

Of  course,  our  longer  life  expect- 
ancy makes  us  more  vulnerable  to  the 
diseases  of  old  age. 

Modern  medicines 
for  better  quality  of  life 
your  whole  life  long. 

At  our  pharmaceutical  company 
Hoechst  Marion  Roussel,  researching 
and  developing  medicines  to  treat  the 
diseases  of  old  age  is  a  top  priority. 

That  goes  just  as  much  for  cardio- 
vascular diseases  as  it  does  for  cancer, 
rheumatism,  osteoporosis,  metabolic 
disorders,  and  mental  illness.  We  work 
with  one  goal  in  mind:  preserving 
quality  of  life  for  people  -  even  at  a  ripe 
old  age. 

Hoechst  AG,  D-65926  Frankfurt 
http://www.hoechst.com 

Hoechst  is  an  international  group  of 
companies  spearheading  innovation 
in  Life  Sciences  and  Industry.  With 
more  than  140,000 people  worldwide, 
last  year's  sales  totalled  $  34  billion. 


Finding  new  ways. 


Hoechst 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip  Growth  Fund  invests  in  today's  leading 
growth  ct)mpanies  as  well  as  those  with  the  ahility  to  hecome  tomorrow's 
industry  leaders.  These  hlue  chip  companies  offer  the  potential  for  sustained 
growth  while  providing  reduced  volatility  compared  with  small-  and  mid- 
cap  companies. 

A  strategy  that  has  earned  Morningstar's  highest  rating.  The  fund's 
strategy  has  proven  effective.  Morningstar  awarded 
the  fund  a  five-star  rating  for  its  overall  risk-adjusted 
performance.  It  was  rated  among  1,997  domestic 
equity  funds  for  the  three-year  period  ended  6/30/97* 
Past  performance  cannot  guarantee  future  results. 
Minimum  investment  is  $2,500  ($1,000  for  IRAs).  No  sales  charges. 


Morningstar 
***** 


Call  24  hours  for  a  free  information  icit 
including  a  prospectus 

1-800-401-4627 


Iinvsl  Willi  ( '.iin/iilciii 

TRoweFVice 
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♦Morningstar  proprietary  ratings  reflect  historital  l  isk-adiiisted  perloriiiaiKe  as  of  6/.-;0A)7.  Tliese  ratings  may  cliange 
montiily  and  are  c:dctiiated  from  tlie  fund's  3-year  average  anniud  returns  in  excess  of  90-day  Treasury  bill  retiinis  with 
appropriate  fee  adjustments  and  a  lisk  factor  that  reflects  fund  performance  helovv  ')()-day  Treasury  bill  returns.  The  fimd 
received  S  stars  for  the  vyear  period.  Ten  percent  of  the  fiJiids  in  an  investment  categoiT  receive  S  stars.  Read  the 
prospectus  carefully  before  investing,  T  Rowe  Price  hnestment  Services,  inc.  Distributor  iw  (.(n^jw, 


What  you  don't  know 
CAN  cost  yoUjt,^^^ 


Now  you  can 
make  financially 
sawy  decisions 
by  interpreting 
economic  trends 
with  the  help  of 
Standard  &  Poor's 
chief  economist, 
David  Blitzer. 

Available  at 
bookstores  everywhere 


trying  tp  ^ 


,id  M. 


Blitzer 


Books 


the  authors  with  a  few  of  consulti 
well-known  foibles  that  they  fail  to 
plain  why  companies  wilhngly  pay 
bilhon  a  year  to  advice-givers. 

It's  not  hard  to  figure  out  why  ! 
occurred.  According  to  the  authi 
notes,  they  failed  to  gain  access 
many  of  the  industry's  key  playt 
from  Andersen  Consulting's  Geo 
Shaheen  to  McKinsey  co-founder  M,. 
vin  Bower,  the  most  influential  figurl 
the  history  of  consulting.  In  fact,  tl! 
devote  scarcely  more  attention  to  B« 
er  and  his  brilliant  legacy  than  to 
ex-employee  who  has  filed  a  sex  > 
crimination  suit  against  McKinsey.  I" 
ther  did  the  authors  gain  any  fresh 
sight  into  just  what  kind  of  advice  a 
got  for  the  nearly  half-billion  doll 
it  spent  on  consultants  from  198;> 
1994 — even  though  at&t  is  a  comp; 
whose  managers  and  former  executi 
are  known  for  leaking  information 
reporters. 

Most  of  all,  however,  the  authors 
proached  the  business  not  with 
healthy  skepticism  of  good  journal 
but  with  the  cynical  eyes  of  go^ 
columnists.  Witness  their  view  of  st 
egy  consultants,  dubbed  the  "Dy 
Vaders  of  downsizing":  "Their  Intel 
tual  products  would  make  shuttered 
tories  a  part  of  the  American  landsc; 
and  they  would  create  havoc  in  sti 
gUng  communities  across  the  land."  ' 
consultants  have  helped  compai 
downsize  their  operations,  but  in  n 
cases,  those  cutbacks  were  critica, 
sm'vival.  And  often,  the  authors'  thi- 
away  lines  are  just  as  gi-atuitous. 
example,  they  describe  Harvard  b 
ness  school  as  "the  nation's  Ivy  Lea 
factory  for  snot-nosed  mbas." 

For  all  their  polish  and  good  brt 
ing,  some  consultants'  sales  technic, 
rival  those  of  used-car  dealers,  and  p 
the  best  of  them  can  make  mistal 
But  consultants  are  a  major  I'eason  ^ 
U.S.  industry  is  so  efficient  and  i 
ductive.  Every  day,  consultants  bi 
sophisticated  knowhow  and  special 
expertise  to  clients  who  lack  that  kni 
edge  in-house.  They  provide  fi-esh  < 
side  perspective  to  many  compai 
hampered  by  insular  managements, 
every  botched  or  useless  assignm 
there  are  dozens,  if  not  hundreds; 
others  that  increase  a  company's  f 
ductivity  and  add  black  to  its  boti 
line.  Few  consultants,  despite  0'^^ 
and  Madigan's  scornfiil  view  of  th 
borrow  or  steal  a  watch  to  tell  a  cl: 
the  time. 

BY  JOHN  A.  BY 
Bijrne  covers  management  issuer 
BUSINESS  WEEK. 
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A  special  report  on 
Silicon  Valley  in  the 
August  18-25,  1997 
double  issue 

On-salefor  two  weeks 
inning  August  8, 1997 


CNBC 

lementary  coverage  of 
1  Valley  for  two  weeks 
inning  August  4, 1997 

Zheck  local  listings  for 
inel  number  and  time  , 


In  the  World  of  High-Tech, 
Change  Happens  Fast. 


ow  There  Are  Two  New 
Ways  to  Get  Up  to  Speed. 


This  summer  Business  Week  and  CNBC  are  teaming  up  to  provide  a  comprehensive 
and  timely  look  at  the  phenomenon  that  is  Silicon  Valley.  In  its  August  18-August  25 
special  double  issue,  Business  Week  will  explore  the  past,  present  and  tuture  of  this 
vaunted  slice  of  Northern  California.  Beginning  August  4  and  running  for  two  weeks, 
CNBC  will  pick  up  where  Business  Week  leaves  off,  with  complementary  coverage  in 
segments  throughout  the  day. 

Both  Business  Week  and  CNBC  will  talk  to  the  people  who  put  Silicon  Valley  on  the 
map  and  examine  how  the  unorthodox  business  culture  born  here  has  increasingly 
become  the  model  for  Corporate  America.  Other  technology  hot-spots  around  the 
globe,  some  already  well-known,  others  likely  to  become  household  names,  will  also 
be  featured  in  these  special  reports. 


The  world  is  changing;  don't  get  left  behind. 


usinessA^ek 


CNBC 


INSil 
SILICON  VALLEY 


(  www. businessweek . com) 


www.cnbc.com 
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You  are  required  /?  /  i ; 

to  sit  in  an  8  foot  by  12  foot  cell  called  an  oFfice. 

\bu  are  required        ;^  /  -  v  ;  ■  ■  •  ^  : 

to  wear  a  regulatory  uniform  called  a  suit. 


You  are  required    y',  !  V  V ;  .       '.:  \  i 

to  fly  to  places  where  the  only  hotel  is  a  motel. 

How  you  work  ■      .  .'■ 

when  they  set  you  free, , 


however, 


is  entirely 


up  to 


////^^       The  new  Armada  7500  is  the  notebook  that  balances  mobihty  with  the  high  performance  of 
a  <lesktop.  At  only  6  lbs,  it  comes  with  up  to  a  166MHz  Pentium"  processor  with  MMX'"  technol- 
ogy, up  to  2.1GB  hard  drive,  up  to  32MB  of  RAM  (upgradeablc  up  to  128MB),  a  33.6K  modem 
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radeable  to  K56flex  protocol'),'  a  12.1"  CTFT  display  and  expansion  base  options.  In  short,  the 
ida  7300  gives  you  the  power  and  freedom  to  work  however  and  wherever  you  darn  well  please.  To 
2  a  Compaq  Authorized  Reseller,  call  1-800-943^7656  or  \'isit  www.compaq.com/products/portables/. 

Intel  Corpuratiun,  Other  products  mcntiont-d  may  be  trademarks  or  registered  trademarks  ijl  their  respeetivc  companies,  '7i50MT  Model  only  -Upgrade  planned  lor  year  end  The  KSbtlex  protocol  is  designed  onlv  to  alkiw 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

HAVE  YOUR  MAC- 
AND  WINDOWS,  TOO 


Virtual  PC  isn't  the 
first  switch-hitter,  but 
it's  the  simplest  and 
the  least  expensive 

1am  writing  this  column 
using  Microsoft  Word  97. 
Wliat's  unusual  about  that 
is  the  fact  that  I'm  working 
on  a  Macintosh  clone,  even 
though  the  Mac  version  of 
Word  97  is  still  under  con- 
struction. 

Tlie  secret  is  a  clever  piece 
of  software  called  Virtual  PC 
fi-om  Connectix  (800  950-5880) 
that  allows  a 
Mac  to  do  a  sui-- 
prisingly  good 
job  of  emulating 
a  Windows  F>c.  In  M 
these  troubled 
times  for  Apple 
Computer,  Virtu- 
al PC  provides  a 
lifeboat  for  Mac 
owners.  At  a 
minimum,  it 
offers  a  way 
around  one  of 
the  most  serious  problems 
facing  the  Mac:  The  ongoing 
reluctance  of  software  pub- 
lishers to  develop  new  pro- 
gi-ams  for  the  system. 
EASIEST.  Running  PC  soft- 
ware on  a  Mac  isn't  new. 
Add-in  cards  from  Radius 
and  Apple  can  put  a  Win- 
dows-ready Pentium  proces- 
sor into  a  Mac  for  .$600  or 
more.  And  vSoft Windows  95, 
from  Insignia  Systems,  is  a 
.$200  software  solution.  But 
Virtual  PC,  at  $150,  is  the 
cheapest,  easiest,  and  most 
complete  answer  I've  seen. 

Virtual  P(  ,  which  includes 
a  full  copy  of  Windows  95, 
behaves  just  hke  any  other 
Mac  apphcation.  When  you 
click  on  its  icon,  a  Win95 


desktop  pops  up  in  a  window 
or,  at  your  option,  fills  the  en- 
tire screen.  Just  about  every- 
thing behaves  exactly  as  you 
would  expect  with  Win95. 
And  you  can  swatch  back  and 
forth  between  the  Virtual  PC 
window  and  any  regular  Mac 
application  with  a  mouse 
click. 

You  do  have  to  make  some 
allowances  for  physical  dif- 
ferences between  the  ma- 
chines. The  most  notable  is 
that  the  Mac  mouse  only  has 
one  button,  while  the  PC  has 
two,  and  Windows  95  uses 


ingly  fast  Power  Computing 
Corp.'s  PowerCenter  Pro 
with  a  210-megahertz 
PowerPC  604e  processor  and 
64  megabytes  of  memory  im- 
itated a  120  MHz  Pentium 
running  Virtual  PC.  Nonethe- 
less, Microsoft  Office  97,  a 
notorious  hog  of  computer 
power,  perfonned  adequately, 
if  a  bit  sluggishly,  under  Vir- 
tual PC. 

HARD  PROBLEM.  Another  dif- 
ficulty is  that  while  Virtual 
PC  handled  all  the  software  I 
threw  at  it,  most  hardware 
designed  for  PCs  won't  work. 
Accessories  such  as  scanners, 
tape  backups,  or  Zip  storage 
drives  that  attach  through  a 
printer  port  are  out  because 
the  Mac  uses  a  completely 
different  method  to  connect 
to  printers.  You  can,  however, 
use  Virtual  PC  with  Mac 
printers.  Accessories  that 
connect  through  a  serial  port 
are  a  mixed  bag.  The  majori- 
ty of  PC  modems  will  work 
on  a  Mac  with  just  a  change 
of  cable.  So  will  nearly  all 
digital  cameras,  but  scanners, 
most  likely,  will  fail. 

One  area  where  Vutual  PC 
could  be  improved  is  the  pi'o- 
cedure  used  to  read  Mac  files 
in  Windows.  You  have  to  as- 
sign a  drive  letter,  such  as 
"G:",  to  the  Mac  folder  you 
want  to  open  in  Windows.  It 
works  fine,  but  it's  cumber- 
some to  set  up.  (It's  a  gi'eat 


This  is  one  way  to  lessen  the  risk  of 
sticking  with  the  Mac  platform 


both  heavily.  You  simulate 
Windows'  right  mouse  button 
by  pressing  a  key  while  click- 
ing. The  approach  is  awk- 
ward but  familiar  to  button- 
deprived  Mac  users.  A  better 
solution  would  be  a  mouse 
with  progi'ammable  buttons, 
such  as  the  Kensington  Turbo 
Mouse. 

Of  course,  using  a  Mac  to 
emulate  a  Windows  PC  falls 
short  of  the  real  thing  in 
several  ways  that  can't  easi- 
ly be  remedied.  The  most 
notable  is  speed.  My  blaz- 


deal  easier  for  a  Mac  pro- 
gram to  handle  Windows 
files.) 

The  main  audience  for  Vir- 
tual PC  is  Mac  enthusiasts 
who  need  to  run  Windows 
programs,  such  as  the  Mi- 
crosoft Access  database  man- 
ager, that  don't  exist  for  Mac 
OS.  And  for  someone  on  the 
threshold  of  buying  a  new 
computer,  it  can  make  the  de- 
cision to  stick  with  the  Mac 
platfoiTn  a  little  less  risky.  At 
this  price,  that's  a  pretty 
good  insurance  policy. 


BULLETIN  BOAR 


SOFTWARE 
PHOTD  FIDDLING 

At  a  time  when  all  softwari 
looks  more  and  more  alike, 
Kai's  Photo  Soap  from 
MetaCreations  (800  472- 
9025)  certainly  stands  out 
unique  design  (the  Window 
95/NT  and  PowerMac  versii 
appear  identical)  consists 
a  series  of  "rooms"  where 
perform  the  various  functi( 
the  Soap  uses  to  "clean"  yi 
digitized  photos.  I  found  th 


the  $49.95  program  made 
some  chores,  such  as  remc 
ing  red-eye  or  fixing  scratc 
or  speckles  in  pictures,  ver 
easy.  But  the  unfamiliar  to 
set  is  not  as  intuitive  as  I 
would  like.  Some  tasks,  sui 
as  changing  colors  in  part 
a  picture,  proved  maddenii 
difficult. 

WORLD  WIDE  WEI 
WHEN  LESS  IS  MORE 

Getting  information  on  the 
World  Wide  Web  is  easy, 
sometimes  too  easy.  Startu 
WiseWire  (www.wisewire.co 
is  a  new  approach  that  cai 
help  you  deal  with  data  ov( 
load.  The  free  service  lets^ 
choose  from  a  variety  of 
"wires,"  each  covering  an 
area  such  as  sports  or  higl 
tech,  A  given  wire  presents] 
data  culled  from  sources  li 
the  Associated  Press,  Inter 
discussion  groups,  and  We 
sites.  Built-in  intelligence 
the  system  tailor  the  wires 
your  interests  based  on  the 
ratings  you  give  individua 
items. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Tine  Wall  Street  Journal* 
All-Star  Analysts  1996  Survey 

a 

. . .  IXlany  people  would  put  special  empkasis  on  tlie 

nuniLer  of  All- Stars  wko  were  konored  for 
stock  picking.  Tkat,  after  all,  is  tke  ultimate  purpose 
of  securities  analysis.  In  tke  stock-picking  category, 

Oppenkeimer  was  tke  dark-korse  winner.  Witk  a 
researck  staff  considerakly  smaller  tkan  tkose  of  its 
giant  rivals,  Oppenkeimer  plac  ed  13  people  on  tke 
All- Star  list  for  tkeir  stock-picking  success. 


Tlie  Wall  Street  Jouriial* 
All-Star  Analysts  1997  ourvey 

V^ppenkeimer  kad  tke  most  stock-picking 
All-Stars,  witk  16.  It  was  tke  second  year  in  a  row 
tkat  Oppenkeimer  kad  keaten  a  couple  of  dozen  lar  per 
rivals  in  stock  picking. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


WHY  CONGRESS  SHOULD 
STUB  OUT  THE  TOBACCO  DEAL 


BAD  ODOR: 

The  parties 
met  in  secret 
to  settle  a 
major  issue  of 
public-health 
policy-not 
quite  what  the 
framers  of  the 
Constitution 
had  in  mind 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


When  tobacco  executives,  state  attor- 
neys general,  and  public-health  ad- 
vocates announced  their  25-year 
deal  on  June  20,  it  seemed  an  extraordinary 
coup.  The  industry  gave  up  a  $368.5  billion 
l)ot  for  victim  compensation  and  antismoking 
education.  It  got  a  cap  on  liability  and  a  delay 
in  nicotine  regulation.  Tobacco  stocks  rallied. 

But  the  settlement  is  backfiring  on  the  in- 
dustiy,  as  well  it  should.  Private  deals  such  as 
this  are  a  bad  way  to  set  regulatory  policy. 
The  costs  of  smoking-related  illness  were  $88 
billion  in  1995  alone,  while  the  deal  covers 
only  about  $8  billion  a  year,  adjusted  for  in- 
flation, according  to  recent  Senate  testimony 
by  Jeffi'ey  E.  Harris,  a  physician  and  econo- 
mist at  Massachusetts  General  Hospital  and 
Massachusetts  Institute  of  Technology.  To- 
bacco came  to  the  table  only  because  tort  lit- 
igation against  tobacco  was  at  last  making 
headway.  It  was  the  litigation  that  uncov- 
ered the  most  damaging  documents  on  what 
the  industry  knew  and  what  it  concealed. 
Couitroom  sympathy  is  shifting  dramatically 
to  plaintiffs.  Only  last  week,  a  Florida  trial 
judge  ruled  that  the  industiy's  favorite  de- 
fense— that  the  public  was  well  aware  of  the 
hazards  of  smoking — could  not  be  used  in 
that  state's  Medicaid  reimbursement  suit. 

The  more  headway  made  by  litigation,  the 
less  reason  antismoking  advocates  have  to 
settle.  After  all,  the  industry  exists  to  sell 
cigarettes.  The  more  insulated  the  industry  is 
from  litigation  and  regulation,  the  more  to- 
bacco it  will  sell.  The  industry  has  a  long 
history  of  turning  "constraints"  to  its  advan- 
tage. Package  warnings,  hailed  as  a  public- 
health  advance  in  the  1960s,  became  the  basis 
for  defeating  lawsuits.  The  ban  on  TV  ads 
spurred  a  generation  of  tobacco-sponsored 
events  and  product-placement  strategies. 
PIPE  DREAM.  The  deal,  of  course,  requires 
I'atification  by  Congress,  since  only  Congress 
can  delay  or  hobble  the  Food  &  Ding  Ad- 
ministration's efforts  to  gain  authority  to  reg- 
ulate tobacco  as  a  drug,  and  only  Congress 
can  change  the  product-liability  rules.  The 
industry  thought  state  attonieys  general  and 
public-health  advocates  would  troop  to  Capitol 
Hill  to  bless  the  deal — a  pipe  dream.  The 
proposal  smoked  out  much  tougher  opposi- 
tion by  former  Republican  health  appointees 
C.  Everett  Koop  and  David  A.  Kessler,  as 
well  as  new  demands  fr"om  mainstream  health 
organizations  and  the  Administration. 


The  $5  biUion  annual  cap  on  claims,  cot 
bined  with  a  $1  million  ceiling  on  individl 
suits,  means  as  few  as  5,000  claimants  a  ya 
could  collect.  Several  arcane  provisions  woj 
discoiu'age  litigation.  For  example,  a  speo 
panel  of  three  federal  judges  would  have! 
approve  access  to  documents  that  the  indi 
try  claims  are  privileged.  Litigation  woi 
have  to  pass  thi'ough  the  eye  of  this  neec 
The  deal  also  bans  most  class  actions. 
SACRED  TENETS.  As  the  antitobacco  side  ti 
a  closer  look  at  the  details,  one  supporter 
ter  another  has  defected.  Apart  from  its  (. 
tails,  the  deal  was  dubious  all  along  on  t 
key  gi'ounds  of  process.  The  parties  got 
gether,  in  seo'et  negotiations,  to  settle  a  n 
jor  issue  of  public-health  policy.  Congi-ess 
bystander,  was  supposed  to  sign  on  the  dotti 
line.  This  was  not  exactly  what  the  framers! 
the  Constitution  had  in  inind,  nor  is  it  the  ri: 
CongTess  fancies  for  itself.  The  deal  mo(| 
one  of  the  sacred  tenets  of  law  and  econori. 
theory,  which  holds  that  private  parties, ' 
their  own,  will  reach  efficient  bargains, 
this  case,  the  absent  party  was  the  pub 
and  the  deal  reached  precludes  the  futi 
use  of  the  common  law  for  future  redress. 

Second,  it  is  bizarre  to  design  a  product 
ability  cap  for  one  industry.  The  Suprei; 
Couit  recently  threw  out  the  proposed  mit 
settlement  of  asbestos  claims,  on  the  gi-oui 
that  one  gr-oup  of  negotiators  could  not  pn 
erly  abrogate  the  rights  of  those  not  at  1 
table.  And  if  the  tobacco  industry,  of  all  , 
dustries,  gets  a  cap  on  product  liability,  wj^' 
shouldn't  more  deseiwig  gi'oups,  such  as  at 
makers  or  toy  manufacturers,  get  one,  tot 

Others  in  the  business  community  are  ii 
quandary.  Should  they  support  their  tobai, 
brethi-en,  hoping  the  pact  will  set  a  precedil 
for  similar  product-liability  agreements?  > 
should  they  shun  this  deal  because  its  obvi(^ 
failings  are  giving  anticorporate  Naderisn 
boost?  Business  would  be  wise  to  treat  k 
Tobacco  like,  well . . .  hke  a  cancer. 

This  deal  is  billed  as  the  best  trade-off  | 
tainable,  but  a  regulated  industry  should  if 
be  given  a  veto  over  the  acceptable  ter 
of  regulation.  Many  of  the  public-health  pj- 
visions  of  the  deal  that  step  up  antismokf 
campaigns  and  restrict  tobacco  marketing  ;! 
admirable.  They  should  be  enacted — and  i 
vate  antitobacco  litigation  should  continue, 
a  few  years,  we  can  revisit  a  settlement  w 
a  deservedly  weaker  tobacco  industry.  ' 
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Economic  Trends 


BY  GENE  KORETZ 

WHERE  WEALTH 
SURGED  IN  THE  '90s 

Among  a  thin  slice  of  households 

There's  httle  dispute  that  incomes 
have  grown  more  unequal  in  the 
U.S.  in  recent  decades.  But  the  ques- 
tion of  the  distribution  of  wealth  is  more 
controversial.  Wliile  research  by  econo- 
mist Edward  N.  Wolff  of  New  York  Uni- 
versity found  a  sharp  increase  in  the 
sliare  of  wealth  held  by  the  top  1%  of 
households  in  the  1980s,  Fedei-al  Reserve 
survey  data  relying  on  different  statisti- 
cal adjustments  show  relatively  little 
change  in  the  concenti-ation  of  wealth. 

The  1990s,  however,  may  be  different. 
A  new  technical  working  paper  by 
Aithm-  B.  KennickeU  of  the  Federal  Re- 
sei-ve  and  R.  Louise  Woodbum  of  Emst 
&  Young  suggests  that  the  top  1%  of 
the  population — especially  the  top  half  of 
that  1% — has  been  getting  a  lot  richer. 

From  1992  to  1995,  a  period  in  which 
household  net  woith  grew  by  more  than 

THE  RICH  GET  EVEN  RICHER 

SHARE  OF  TOTAL  U.S.  HOUSEHOLD  NET  WORTH 


11992  Biggs 


32.9%  31.5% 


BOTTOM  90% 
OF  HOUSEHOLDS 


30.2%  35.1% 


TOP  1% 


DATA;  ARTHUR  B  KENNICKELL.TEOERAL  RESERVE  BOARD' 
R,  LOUISE  WOODBURN,  ERNST  &  YOUNG 

$2.7  trillion,  the  study  finds  that  the 
richest  1%  boosted  then*  share  of  the  to- 
tal from  30.2%  to  35.1%.  What's  more, 
almost  all  of  that  gain  acciued  to  the 
top  half  of  that  segment,  a  gToup  that 
saw  its  avei-age  net  woith  jumi)  from  $8 
million  to  $11.;:!  million.  (The  average 
for  the  whole  top  1%.  was  $7.2  million.) 

Meanwliile,  the  share  held  by  the  bot- 
tom 90%'  of  households  slipped  to  just 
31.5%,  down  fi-om  32.9%.  Their  average 
net  worth:  nearly  $73,000— but  just 
$39,000  when  home  equity  is  excluded. 

Interestingly  enough,  the  biggest  part 
of  the  gain  r-acked  up  by  the  wealthiest 
1%  of  the  population  came  at  the  ex- 
pense of  the  next  9%-.  The  average  net 
worth  of  this  group  remained  around 
$766,000,  but  its  share  of  the  pie  fell 
by  3.7  percentage  points. 


What's  behind  the  rising  concentra- 
tion of  wealth  among  the  top  1%?  A 
big  factor  is  theii'  gTowing  share  of  busi- 
ness assets  such  as  private  companies, 
entrepreneurships,  and  professional  cor- 
porations, which  jumped  from  56.5%  of. 
the  total  for  all  households  in  1992  to 
71.4%  in  1995.  And  the  concentration 
of  stock  ownership  among  the  very 
wealthy  means  they  have  reaped  huge 
rewards  from  the  stock  mai-ket  boom, 
despite  the  rising  number  of  households 
investing  in  mutual  fimds. 

From  1992  to  1995,  the  value  of 
stocks  held  by  the  top  1%  surged  by  a 
heady  72%<.  And  the  group's  share  of 
household  equity  holdings  also  climbed, 
ft-om  38.5%  to  42.2%,  as  the  share  held 
by  the  bottom  90%  actually  fell. 


FAST  AND  LOOSE 
ON  THE  MOUND 

American  League  batters  beware 

Economists  call  it  "moral  hazai'd,"  and 
it's  a  particularly  galling  problem 
for  insurance  companies.  It  refers  to  the 
tendency  of  persons  who  are  protected 
fi-om  beai'ing  the  full  costs  or  negative 
consequences  of  particular  acts  to  in- 
dulge in  such  behavior  more  than  they 
would  othei-wise  do.  Those  with  loss  or 
theft  insurance,  for  example,  tend  to  be 
more  careless  about  their  property  than 
those  lacking  such  security. 

But  moral  hazard  occui's  in  many  sit- 
uations besides  insurance.  (One  often 
cited  example  is  drivers'  tendency  to 
drive  more  recklessly  since  seat-belt 
laws  were  passed.)  In  an  intriguing 
study  in  the  current  issue  of  Ecoiioinic 
Inquiry,  Brian  L.  Goff  of  Western  Ken- 
tucky University,  William  F.  Shugart  II 
of  the  University  of  Mississippi,  and 
Robert  D.  Tollison  of  George  Mason 
University  point  to  a  "classic  moral  haz- 
ard problem"  created  by  a  iTile  change 
in  Major  League  Baseball. 

In  1973,  the  American  League  intro- 
duced the  designated-hitter  rule,  which 
relieved  pitchers  of  having  to  come  to 
the  plate.  The  National  League  never 
adopted  the  rule.  Since  the  lule  allows 
American  League  pitchers  to  throw  at 
opposing  batters  with  gi-eater  impunity 
than  their  opposite  numbei-s  in  the  Na- 
tional League  (who  have  to  take  their 
turn  at  bat),  the  researchers  theorized 
that  more  American  League  batters 
would  get  hit  by  pitched  balls. 

Tliat  is  exactly  what  the  study  shows. 
From  the  start  of  the  century  through 
1972,  a  batter's  chance  of  getting  hit 


MORAL  HAZARD?  7 


remained  roughly  the  same  in  bo] 
leagues.  But  since  the  designated-hj 
ter  rule  was  introduced,  Americ 
League  batters 
have  been  hit  by 
pitches    10%'  to 
15%   more  than 
National  League 
batters  in  a  typi- 
cal season. 

Thus,  whatever 
the  original  inten- 
tions of  the  Amer- 
ican League  in 
adopting  the  des- 
ignated hitter 
rule,  it  has  creat- 
ed a  clear  moral 
hazard  for  the 
game.  Freed  of 
worries  about 
having  to  face  desigvated-hitter  n 
personal  retalia-  matj  affect  tlw  thro 
tion  from  an  op-  ' 
posing  pitcher,  American  League  pitc 
ers  have  become  far  more  vrilling  to  c 
it  close — or  loose — ft'om  the  mound.  ' 


HELP  WANTED  BY 
SMALL  BUSINESS 

Hiring  plans  surge  to  record  level 

To  July's  strong  employment  repc 
and  other  signs  that  the  economy 
reaceelerating,  add  the  sentiments 
the  nation's  bellwether  small-busine 
sector.  According  to  the  National  Fe 
eration  of  Independent  Business  (NFI 
small-business  optimism  in  July  hit 
highest  level  since  late  1994. 

"The  picture  doesn't  get  much  bt 
ter  than  this,"  says  nfib  econom; 
William  C.  Dimkelberg.  Reports  of  sal 
increases  were  the  second-highest  sin 
1995,  profit  gains  rose,  and  45%-  of  co 
panies  said  they  saw  rising  sales  ahe; 

But  the  biggest  news  came  on  t 
job  front.  Not  only  was  job  creation 
both  June  and  July  the  strongest 
yeai-s,  but  hiiing  plans  were  reported 
18%'  of  respondents  in  July,  the  hig 
est  level  since  the  nfib  .sui-vey  began 
1973.  And  though  the  number  reporti 
wage  increases  was  high,  it  was  do\ 
from  its  recent  December  peak,  a 
plans  to  raise  prices  were  subdued. 

Expectations  of  future  econon 
gi'owth  also  notched  up  their  best  re; 
ing  since  1995,  and  capital-spendi 
plans  remained  robust.  "Based  on  sm; 
business  huing  jjlans,"  says  Dunkelbei 
"the  unemployment  rate  should  mo 
even  lower  in  August." 
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ronger  growth,  but  mediocre  productivity,  have  the  markets  fretting 

But  the  July  survey  of  the  nation's  purchasing  man- 
agers was  one  hot  report  too  many.  The  composite  in- 
dex of  industrial  activity,  compiled  by  the  National 
Association  of  Purchasing  Management,  surged  to  58.6% 
last  month,  ft-om  55.7%  in  June.  It  hit  the  highest  lev- 
el since  1994,  with  all  components  looking  stronger, 
including  new  orders  (chart). 

Particularly  worrisome  for  the  markets  were  the 
napm's  inflation-related  indexes.  Delivery  times  slowed 
markedly,  after  showing  no  growing  strains  in  the  dis- 
tribution system  in  the  previous  four  months,  and  the 
index  of  prices  paid  is  drifting  up,  with  the  July  read- 
ing now  the  highest  in  more  than  two  years. 


lEW  JOBLESS  CUUMS 
READ  BACK  DOWN 


FOUR-WEEK  MOVING 
AVERAGE 
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Wall  Street  was  delighted  af- 
ter Federal  Reserve  Chair- 
1  Alan  Greenspan's  upbeat  assessment  of  the  econ- 
/  a  few  weeks  ago.  He  predicted  continued 
lerate  growth  in  the  second  half  and  discussed  at 
rth  the  possible  inflation  benefits  of  technology- 
'en  gains  in  productivity.  It  all  sounded  Uke  the  Fed 
put  policy  on  hold  for  a  long  time,  and  that  was 
nc  to  the  markets'  ears. 

But  a  fanny  thing  happened 
on  the  way  to  the  second  half. 
Only  a  day  after  the  Com- 
merce Dept.  reported  that  sec- 
ond-quarter growth  had  slowed 
to  2.2%  from  the  first  quarter's 
rapid  4.9%  pace,  the  first  broad 
reports  on  the  third  quarter 
came  rolling  in.  And  they  were 
far  stronger  than  expected, 
suggesting  that  the  second- 
quarter  slowdown  was  only 
porary.  Moreover,  contrary  to  expectations,  the  Com- 
ce  Dept.'s  revisions  to  gross  domestic  product  back  to 
i  gave  no  support  to  the  argument  that  productivity 
wth  in  the  1990s  is  accelerating  (page  42). 
/all  Street's  mood  turned  sour  in  a  flash,  especially 
he  bond  market,  as  worries  about  inflation  and  Fed 
i  hikes  began  to  resurface.  After  key  reports  on 
>•.  1  from  the  Labor  Dept.  and  the  nation's  pur- 
sing managers,  any  hopes  that  the  30-year  bond 
d  was  headed  below  6%  anytime  soon  were  dashed, 
ids  suffered  their  worst  sell-off  in  more  than  a  year, 
hing  the  benchmark  yield  to  6.44%,  from  6.29%  the 
before.  The  yield  has  since  drifted  up  to  around 
h,  but  good  earnings  reports  have  limited  the  fallout 
he  stock  market  (page  158). 

iLL  STREET'S  JIHERS  will  continue  as  long  as 
third-quarter  data  suggest  a  gi'owth  rebound.  And 
far,  the  numbers  are  compelhng.  The  July  labor- 
•ket  report  showed  that  payrolls  shot  up  by  316,000 
^  more  than  80,000  greater  than  the  monthly  aver- 
in  the  first  half.  The  unemployment  rate  fell  back  to 
24-yeai"  low  of  4.8%  hit  in  May.  Also,  new  claims  for 
less  benefits  fell  sharply  at  the  end  of  July  (chart), 
gesting  continued  job-market  strength  in  August.  At 
t.  Wall  Street  was  unfazed  by  those  numbers,  be- 
se  wages  held  steady  and  hours  worked  fell. 


PURCHASERS  SAY 
BUSINESS  IS  BOOMING 


THE  MOST  CRUCIAL  DATA  in  the  rebound  fore 
cast,  however,  are  those  from  consumers,  and  recent 
numbers  show  renewed  strength.  The  second-quar- 
ter GDP  report  said  that  household  spending  rose  at  a 
paltry  0.8%  annual  rate,  after  surging  5.3%  in  the 
first  quarter,  but  the  monthly  data  show  that  spending 
picked  up  toward  the  end  of  last  quarter,  after  no 
growth  from  February  through  April. 

More  important,  July  car 
sales  rebounded  strongly,  re- 
flecting new  incentives  and  ef- 
forts to  clear  out  1997  mod- 
els. Sales  of  domestic  and 
foreign  cars  and  light  trucks 
jumped  to  a  surprisingly  stur- 
dy annual  rate  of  15.4  million, 
well  above  the  second-quarter 
average  of  14.4  million.  And 
July  retail  surveys  suggest 
good  department  store  gains. 

Another  ai-ea  that  promises  to  provide  muscular  sup- 
port to  growth  in  the  second  half  is  capital  spending. 
The  GDP  data  revealed  that  business  outlays  for  build- 
ings and  equipment  climbed  at  an  annual  rate  of  15.1%, 
led  by  a  20.4%  sm^ge  in  equipment  outlays.  The  sur- 
prise is  that  high-tech  equipment  was  not  the  main 
driver.  Purchases  of  more  traditional  machinery  and  in- 
dustrial equipment  shot  up  23.7%,  the  largest  advance 
in  SV'  years.  Companies  are  responding  to  strong  de- 
mand, good  profits,  and  cheap  financing.  High-tech  in- 
vestment is  stiU  rising  at  a  double-digit  rate,  but  it  has 
slowed  considerably  in  recent  quarters. 

The  only  possible  spoiler  in  the  second-half  growth 
outlook  is  the  first  half's  rapid  pace  of  inventory 
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growth.  Businesses  increased  their  stockpiles  by  $66.8 
billion  in  the  second  quarter,  after  adding  $63.7  billion  to 
them  in  the  first  quarter  (chart).  That's  the  largest 
two-quarter  rise  in  inventories  since  1984.  The  con- 
cern is  that  second-half  production  will  suffer  if  com- 
panies have  to  pare  excessive  stockpiles. 

However,  the  fti"st-half  buildup  probably  has  more  to 
do  with  increasing  U.  S.  demand  for  imports  than  with 
U.  S.  oveiproduction.  Imports  in  the  fii'st  half  also  rose 
at  the  fastest  pace  since  1984,  and  excluding  oil,  foreign 
goods  now  account  for  30%  of  U.  S.  demand  for  goods. 
To  the  extent  that  any  unintended  inventory  rise  is  im- 
ports, the  negative  effect  of  inventory  reductions  will 
not  fall  on  U.  S.  producers. 

Moreover,  if  consumer  spending  bounces  back  in  the 
second  half,  demand  will  be  sufficient  to  justify  further 
strong  inventory  gi'owth.  In  fact,  only  10%  of  the  na- 
tion's purchasing  managers  said  that  July  inventory 
levels  were  too  high,  down  from  14%  in  June. 

COMBINED  WITH  PROSPECTS  for  a  strong  second 
half,  the  failure  of  the  Commerce  Dept.'s  gdp  revisions 
to  show  substantially  faster  economic  growth  in  re- 
cent years — and  thus  a  quicker  pace  of  productivity — 
is  stining  up  old  concerns  about  how  fast  the  economy 
can  expand  without  generating  infiation.  After  two  ma- 
jor revisions  in  as  many  years,  the  GDP  numbers  still 
show  that  productivity  gi'owth  in  the  1990s  is  less 


JAPAN 


TOO  HEAVY  ON  THE  BRAKES? 


COMPANIES  BUILD  UP 
THEIR  STOCKPILES 


than  the  productivity  gi'owth  in  the  previous  deca 
In  fact,  what  the  data  show  is  that  profits,  wh 
were  revised  up  sharply,  are  taking  an  ever-risi 
share  of  national  income,  the  highest  since  1968.  Me 
while,  the  share  of  workers'  compensation  has  ( 
creased  to  the  lowest  proportion  since  1968.  All  t 
suggests  that  companies  are  boosting  profits  more 
squeezing  labor  costs  than  by  lifting  productivity. 

But  as  the  strike  at  United 
Parcel  Service  Inc.  shows, 
this  strategy  has  its  limits. 
That  strike  boils  down  to  a 
company  trying  to  hold  down 
labor  costs  with  cheaper  part- 
time  workers  who  receive 
limited  benefits,  vs.  employ- 
ees who  want  full-time  jobs 
with  more  pay  and  better 
benefits.  For  that  reason,  the 
markets  will  be  closely  watch- 
ing the  strike's  outcome  (page  40). 

One  telltale  indicator  of  labor's  new  feistiness  is 
July  percentage  of  unemployed  people  who  voluntarf"' 
left  their  last  job.  It  rose  to  12.6%,  the  most  sh^ 
1991.  To  the  extent  that  companies  had  been  shav:  '"^ 
costs  by  exploiting  job  insecurity,  that  is  another  a 
that  ftuther  cost  containment  will  be  haixler  to  come 
in  a  strong  economy  with  tight  labor  markets. 
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Evidence  is  growing  that 
Japan's  fiscal  tightening  may 
be  a  bigger  drag  on  the  economy 
than  initially  expected.  So  while  it 
was  widely  accepted  that  second- 
quarter  gi"owth  would  be  very 
poor,  it  now  appears 
that  the  second  half 
will  also  be  weak. 

The  Apr.  1  hike  in 
the  value-added  tax  to 
5%  from  3%  caused 
consumers  to  buy  be- 
fore the  hike.  As  a  re- 
sult, first-quarter  real 
gross  domestic  product 
jumped  at  a  6.6%  an- 
nual rate,  but  analysts 
expect  second-quarter  GDP  to  fall 
by  about  3%. 

Moreover,  last  quarter  ended 
with  plenty  of  bad  news.  While 
the  ratio  of  job  offers  to  appli- 
cants edged  up  in  June,  unem- 


JAPAN'S  INVENTORIES 
ARE  EDGING  UP  AGAIN 
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ployment  remained  at  a  record 
3.5%.  Compared  with  a  year  ago: 
June  housing  starts  fell  11.6%; 
July  vehicle  sales  were  down 
10.1%;  and  household  spending 
posted  a  startling  drop  of  4.7%, 
the  biggest  decline  in 
23  years.  All  this  sug- 
gests that  the  anemic 
consumer  sector, 
symptomatic  of 
Japan's  weak  recov- 
ery, has  not  yet 
turned  the  corner. 

Another  big  sur- 
prise was  the  unex- 
pectedly large  drop  in 
June  industrial  pro- 
duction— 3.1%',  the  fourth  decline 
in  five  months.  Weak  domestic  de- 
mand was  to  blame.  Shipments  of 
manufactured  goods  fell  2%,  while 
inventories  rose  1.7%-  to  their 
highest  level  in  four  years.  The 


inventoiy-sales  ratio  is  climbing 
(chart),  suggesting  little  need  to 
boost  output  anytime  soon. 

The  only  bright  spot  for  indu& 
try  has  been  exports,  which  have 
benefited  from  the  yen's  slide  vs.;  Z 
the  U.  S.  dollar.  But  even  manu 
facturers  are  waniing  that  ex- 
ports will  not  continue  to  increasijuf 
strongly.  For  one  thing,  the  yen 
has  strengthened  since  May.  Also 
many  east  Asian  economies  are 
slowing,  so  their  demand  for 
Japanese  goods  is  waning. 

Weak  domestic  demand  means 
that  the  economy  is  more  likely  t 
grow  at  a  rate  closer  to  2%  than 
3%  in  the  second  half.  That  snarli 
Tokyo's  plans  to  cut  the  budget 
gap,  and  pressure  may  rise  to 
boost  gi'owth  by  weakening  the 
yen.  That  sti-ategy,  while  it  may 
lift  exports,  is  sure  to  exacerbate' 
trade  tensions  with  the  U.  S. 
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FRANKLIN  HIGH  YIELD 
TAX-FREE  INCOME  FUND 

Looking  For  High  Current 
Tax-Free  Income? 

★  ★  ★  ★  * 

You  can  start  by  looking  at  the  Franklin  High 
leld  Tax-Free  Income  Fund.  Five-star  rated  by 
^orningstar,  Inc.,  overall  and  among  1,315,  640 
id  297  municipal  bond  funds  for  the  3-,  5-  and 
D-year  periods  ended  6/30/97,'  the  fund's  Class 
shares  seek  to  provide  investors  with  high  cur- 
nt  income  exempt  from  regular  federal  income 
X  by  investing  in  high  yielding,  lower-  and  non- 
ted  municipal  securities.^  And  that  may  be  an 
Ivantage  for  those  seeking  to  maximize  their 
x-free  income.  Of  course,  an  investor  is  paid  a 
gher  yield  to  assume  a  greater  degree  of  credit 
sk.The  fund  is  designed  to  give  you: 
Monthly  Income  Dividends 
National  Diversification 
The  Potential  For  Tax-Free  Compounding 
( '.iil  your  investment  representative  or  Franklin 
i.lay  for  a  free  brochure. 

King  pertains  only  to  Class  I  shares  of  the  fund, The  fund  offers  other  shure 
sses,  which  arc  subject  to  different  fees  and  expenses  which  will  allcci  their 
■formunce.  Please  sec  the  prospectus  for  information, 
jrningstar  proprietary  ratings  reflect  historical  nsk-ad)usted  performance  as 
6/ 30/97. The  ratings  are  subject  to  change  every  month.  Past  performance 
no  guarantee  of  future  results.  Morningstar  ratings  are  calculated  from  the 
id's  three-,  five-,  and  ten-year  average  annual  returns  in  excess  of  90-day 
;asury  bill  returns  with  appropriate  sales  charge  ad|ustments,  and  a  risk 
tor  that  reflects  fund  performance  below  90-day  T-bill  returns. Ten  percent 
the  funds  in  an  investment  category  receive  five  stars. 
These  dividends  are  generally  subject  to  state  and  local  income  ta.\es.  if  any 
r  investors  subject  to  federal  or  state  alternative  minimum  ta.x,  a  smull 
rtion  of  these  dividends  may  be  subject  to  such  tax.  Distributions  of  capital 
ins  and  of  ordinary  income  from  accrued  market  discount,  if  any  are 
lerally  tu.xable. 

anklin  Templeton  Distributors,  Inc. 


Call 


FRANKLIN 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 

Franklin  High  Yield  Tax-Free  Income  Fund,  including  sales  charges,  expenses  and 

risks,  I  will  read  it  carefully  before  I  invest  or  send  money 

□  I  am  currently  a  Franklin  shareholder 

Name 

Address 

City/State/Zip 


Daytime  Phone 


F  K  A  NJ  K  1 11  Nj  ^ 

7  7  7  Mariners  Island  Boulevard 
San  Mateo.  CA  94404-  1  58S 


A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 


News:  Analysis  &  Commentary 


SMOKE  AND 
MIRRORS? 

If  the  tobacco  settlement  becomes 
law,  taxpayers  could  be  the  big  losers 


The  best  place  to  glimpse  the  fu- 
ture of  the  proposed  $368.5  bil- 
lion tobacco  settlement  could  be 
Pascagoula,  Miss.  That's  where 
years  of  legal  battles  paid  off  for 
tobacco's  adversaries  on  July  15:  $170 
million  was  deposited  in  Pascagoula's 
SouthTrust  Bank,  the  fii'st  installment  in 
Mississippi's  $3  billion  settlement  with 
the  industry. 

Now  the  question  is:  What  should 
Mississippi,  the  fu'st  state  to  settle  with 
the  tobacco  industiy,  do  with  the  money? 
FATAL  FLAW.  The  answer  will  echo 
around  the  nation,  if  Congi-ess  adopts 
the  global  tobacco  settlement  reached 
by  40  state  attorneys  general  and  the 
tobacco  industiy  on  June  20.  The  agree- 
ment will  likely  undergo  extensive  re- 
vision. But  using  the  present  settlement 
as  a  framework,  a  gi'owing  choi'us  of 
critics  is  starting  to  follow  the  money — 
and  they're  finding  a  fatal  flaw.  Thanks 
to  vague  wording  in  the  settlement, 
much  of  the  money  could  be  misspent, 
they  say,  doing  little  to  meet  the  deal's 
supposed  goals:  to  improve  public  health 
and  compensate  tobacco  victims.  Now 
those  critics  are  worrying  that  what 
first  looked  like  a  landmai'k  public-health 
achievement  could  become  a  public-pol- 
icy nightmare. 

Already,  tobacco  has  quietly  won  an 
extremely  lucrative  prize:  In  the  bal- 


anced-budget agi'eement  signed  into 
law  on  Aug.  5,  the  companies  got  a 
$50  bOIion  windfall.  That's  the  amount 
new  cigarette  taxes  will  raise,  and 
the  budget  agreement  says  tobacco 
can  deduct  that  amount  from  what 
it  will  owe  if  the  settlement  becomes 
law.  That  provision  followed  a  6- 
month  period  in  wliich  tobacco  com- 
panies gave  nearly  .$2  million  in 
unregulated  "soft  money"  to  national 
political  parties,  according  to  Common 
Cause.  About  $1.6  million  went  to  Re- 
publicans. Philip  Morris  Cos.  led  the 
pack,  giving  $794,500— $673,700  of  it  to 
Republicans. 

Worse,  critics  say  as  much  as  one- 
third  of  the  money  in  the  settlement 
won't  come  from  the  tobacco  industiy  at 
all:  Some  $140  billion  could  come  out  of 
the  pockets  of  U.  S.  taxpayers.  That's 
because  the  agreement  says  all  pay- 
ments "shall  be  deemed  ordinary  and 
necessary  business  expenses" — meaning 
they  are  tax  deductible.  So  the  industiy 
will  get  a  tax  break  equal  to  about  one- 
third  of  what  it  pays,  or  roughly  $140 
billion.  "This  settlement  represents  the 
biggest  single  subsidy  of  the  tobacco 
industry  ever,"  says  Stanton  A.  Glantz, 
a  professor  in  the  cardiology  depart- 
ment at  the  University  of  California  at 
San  Francisco. 

The  pact  is  being  sold  as  a  victoiy 


for  the  nation's 
health.  Mississippi 
Attorney  General 
Michael"  Moore, 
the  prime  mover 
behind  the  deal, 
has  called  it  "the 
most  historic  pub- 
lic-health achieve- 
ment in  histo- 
ry." Moore  later 
broke  ranks  to 
settle — but  it's 
not  clear  he  will  achieve  much  for 
public  health.  "There  are  those 
who  say  the  whole  purpose  of  the 
suit  was  to  repay  the  Mississippi 
taxpayer,"  says  State  Senator 
Dick  Hall,  chaimian  of  the  Mis- 


FOLLOW  THE  MONEY 

Tobacco's  $368,5  billion  proposed  settlement  with  the 
states  is  to  be  distributed  to  victims,  state  coffers,  and 
such  things  as  antismoking  campaigns  and  research,  in 
varying  amounts  from  year  to  year.  But  it's  not  clear  the 
settlement's  goals  will  be  met: 


$25  BILLION 


PUBLIC  HEALTH 
TRUST  FUND 

Decisions  about  how  this 
will  be  used  for  tobacco- 
related  research  have  not  yet 
been  made 


$4  BILLION 


A  YEAR  FOR 
TOBACCO  VICTIMS 

Details  of  how  victims  v\u 
be  compensated  and  wpl 
the  money  can  be  used 
are  still  unclear 
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sissippi  Senate  appropriations 
committee. 

The  issue  is  so  politicized  that 
Hall  can't  even  move  the  money 
from  Pascagoula  to  Jackson,  the 
state  capital.  "The  attorney  gen- 
eral is  from  Pascagoula,  and  the 
lead  attorney,  Dickie  Scruggs,  is 
from  Pascagoula,  and  I  guess  they 
just  wanted  it  down  there,"  he 
says.  When  the  money  reaches 
Jackson,  he  fears  that  "it  will 
be  a  feeding  frenzy."  And  as 
Mississippi  goes,  so  may  go 
the  nation. 

Tobacco  isn't  winning  every 
battle.  On  Aug.  6,  a  Florida  court 
jrdered  the  release  of  key  industiy 
documents.  But  the  industry's  loss- 
es are  few  and  fai'  between.  Even 
the  deal's  defenders  are  con- 
cerned tobacco  is  winning  too 
much.  "A  lot  of  issues  still 
haven't  been  settled.  This  is 
all  veiy  miu-ky,"  says  Wilham 
D.  Novelli,  president  of  the 
National  Center  for  Tobacco- 
Fi-ee  Kids,  who  helped  negotiate 
the  deal.  He  beUeves  the  deal's  prob- 
ems  will  ultimately  be  solved. 

State  officials  even  disagree  about 
whether  their  share  shoukl  be  used 
for  public  health.  Some,  such  as 
New  York  Attorney  General  Den- 
nis Vacco,  ai'gue  that  states  should 
be  able  to  use  their  awards  on 
anything  they  like.  Others,  such 
as  Mmnesota  Attorney  General  Hubert 
H.  Humphi'ey  HI,  a  critic,  believe  the 
money  must  be  "used  for  the  public 
health  and  not  fixing  potholes,"  says  his 
spokeswoman.  Holly  Ziemer. 

There  are  other  controversies.  The 
settlement  allocates  about  $1  bil- 
lion, for  example,  to  antismoking 
efforts.  But  the  funding  may  not 
be  effective,  critics  say.  According  to 
one  proposal,  much  of  it  "would  go 
to  phaiTnaceutical  companies  and  the 
medical  industry"  for  free  chest  X- 
rays  and  free  nicotine  patches  for 
smokers  who  want  to  quit,  says 
William  Godshall,  executive  director 
of  SmokeFree  Pennsylvania. 

The  agreement  provides  for  $500 
million  for  an  antismoking  ad  campaign 


and  additional  money  for  other  tobacco- 
control  programs.  But  Robin  Hobart, 
co-director  of  Americans  for  Nonsmok- 
ers'  Rights  in  Berkeley,  Calif.,  says  it's 
not  enough.  "The  $200  million  we  now 
spend  for  tobacco  control  is  just  a  drop 
in  the  bucket." 

The  ads  contemplated  in  the  settle- 
ment may  also  be  vulnerable  to  an  in- 
dustry attack.  In  Massachusetts,  which 
has  an  ad  progi'am  like  California's,  the 
industry  has  lobbied  to  cut  funds  for 
the  ads  and  has  even  threatened  to  sue 
the  state  for  defamation,  says  Gregory 
Connolly,  who  oversees  the  Massachu- 
setts Tobacco  Control  Progi-am.  "If  you 
think  the  industry  is  going  to  sit  back 
and  let  opponents  run  aggressive  anti- 
smoking  ads  without  fighting  back, 
you're  crazy." 

MAJOR  PROBLEM.  The  settlement  does 
have  its  defender's,  of  covu'se.  One  is  at- 
torney John  P.  Coale,  who  represents 
smokers  in  26  state  class  actions.  He 
notes  that  the  deal  could  ovei-whelm  the 
U.  S.  tort  system.  Tort  payouts  now  total 
about  $3  billion  annually,  he  says.  The 
settlement  could  dump  $5  billion  into  the 
system — dwai-fing  all  other  cases.  Coale, 
a  lead  negotiator  in  the  agreement, 
doesn't  know  how  the  money  will  be 
divvied  up.  But  he's  confident  it  will  go  to 
"the  things  that  everyone  agr-ees  on ...  in 
the  end  the  country  gets  helped." 

But  not  everyone  agrees.  A  major 
problem  with  the  agreement  is  that 
Congr-ess  has  control  over  how  much 
the  tobacco  industry  should  pay.  And 
Congress  has  proved  remarkably  inef- 
fective at  taking  any  punitive  action 
against  the  industry.  Besides,  congres- 
sional paralysis  was  precisely  what  the 
agreement  was  supposed  to  surmount. 
That's  why  the  state  attor-neys  gener-al 
took  matter-s  into  their-  own  hands.  Now 
that  their  deal  has  moved  to  Congress, 
tobacco  has  alr-eady  won  a  $50  billion 
prize  in  the  congressional  halls  and 
cloakrooms  it  knows  so  well.  That  little 
victory  is  a  warning  sign  that,  settle- 
ment or  no,  the  tobacco  industry  won't 
fade  quietly  away. 

By  Paul  Raebum  in  New  Yark,  with 
John  Carey  and  Susan  Garland  in 
Washington,  Amy  Barrett  in  Philadel- 
phia, and.  Mike  France  in  New  York 


1  BILLION 


t  FOR  TOBACCO 
nON  PROGRAMS 

e  gobbled  up  by  the 
:eutical  industry  with 
imate  effect  on 
;  rates 


$600  MILLION 


A  YEAR  FOR  FEDERAL 
HEALTH  AGENCIES 

Unclear  how  this  money 
would  be  spent  and  who 
would  make  the  actual 
spending  decisions 


$500  MILLION    I  UP  TO  $15  BILLION 


A  YEAR  FOR 
ANTISMOKING  ADS 

Far  too  little  to  establish 
effective  programs  like  those 
now  operating  in  California 
and  Massachusetts 


THE  GRAND  TOTAL 

States  would  get  the  balance 
of  the  annual  payments  and 
be  free  to  use  the  money  for 
anything  from  public  health 
to  potholes 
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AUTO  MAKERS 


13)1  .1' 


DETROIT  FINALLY 
GETS  IT 


Ford  leads  the  way  in 
holding  down  prices.  But 
can  carmakers  wean  the 
public  off  the  rebate  habit? 

It  had  become  routine.  For  years, 
when  Detroit  auto  makers  rolled  out 
their  new  models  each  fall,  they  au- 
tomatically tacked  on  a  price  hike, 
I'egardless  of  what  their  Japanese  com- 
petitors were  up  to.  So  when  Ford  Mo- 
tor Co.  announced  on  Aug.  1  that  it 
would  hold  prices  flat  for  the  new  mod- 
el year,  New  Jersey  auto  dealer  Peter 
Jai-vis  took  it  as  a  sign  that  Detroit  had 
finally  got  it.  "Car  manufacturers  have 
woken  up  and  decided  they  can't  go  on 
[raising  prices]  forever,"  he  says. 

It's  a  wake-up  call  that  many  thought 
the  Big  Three  U.  S.  carmakers  would 
never  answer  But  General  Motors  Corp. 
announced  on  June  26  that  it  would  hike 
1998  prices  just  1.3%  on  average.  And 
C'luysler  Corp.  executives  hint  they  will 
hold  prices  level,  and  perhaps  even  re- 
duce them  on  a  few  models.  Rigorous 
cost-cutting  and  a  softer  yen  have  been 
enabling  the  Japanese  to  slice  prices  on 
new  models  as  they  an'ive  in  the  U.  S. 
As  a  result,  in  the  past  three  years, 
Japan's  prices  inched  up  just  4%,  while 
the  Big  Three  raised  sticker  prices  by 
nearly  12%.  It's  hardly  surprising  that 
Tokyo  nabbed  another  1.5  points  of  U.  S. 


car  sales  from  Detroit  in  that  time. 

To  hang  on  to  sales,  domestic  auto 
makers  later  slapped  hefty  rebates  on 
all  but  the  hottest  vehicles.  But  Mo- 
town  is  now 
working  the 
front  end,  for- 
going most  in- 
creases— and 
even  trimming 
some  prices.  At  the 
same   time,  domestic 
auto  makers  are  going 
head-to-head  with 
Japanese  rivals  in  im- 
proving quality  and 
adding  features.  The 
Big  Three  still  trail 
Japan   in  shrinking 
sticker  prices,  "but  at 
least  they're  not  still 
raising  prices  willy- 
nilly,"  says  Susan  Ja- 
cobs, president  of  Ja- 
cobs &  Associates,  a 
Rutherford  (N.J.) 
auto  consulting  fii-m. 

The  curbing  of  car 
prices  cheers  econo- 
mists. Americans' 
standard  of  living 
can  rise  only  if 
wages  outstrip 
price  increases. 
Big-ticket  items 
such  as  cars  in- 


fluence that  equation  heavily.  Rebal 
already  were  bringing  down  the  avera 
prices  paid  for  autos,  even  before  t 
last  round  of  pricing.  The  Bureau 
Labor  Statistics  calculates  that  wag 
rose  3.7%)  in  the  12  months  ended 
June,  compared  with  a  mere  0.2% 
crease  in  actual  car  prices.  Schrod 
Weitheim  &  Co.  auto  analyst  John  Ci 
esa  says  cai*  prices  are  finally  stalling 
act  like  those  on  computers  and  hoi 
apphances:  "1998  is  shaping  up  [as] 
year  when  a  comparably  equipped 
costs  less  than  it  did  in  1997." 
SPORT-UTE  SCARE.  Unfortunately 
the  Big  Three,  holding  prices  in  che 
isn't  likely  to  wean  consumers  off 
bates.  "We've  taught  them  if  it's  not  i 
sale  this  week,  it  will  be  next  wee! 
laments  dealer  Jarvis.  So  rebates  a: 
other  incentives,  which  averaged  $1,7 
per  vehicle  in  the  fii'st  half  of  1997,  al 
likely  to  remain  high.  One  reason:  t| 
steep  price  of  a  new  car,  which  now  i 
erages  nearly  $19,000.  Says  Diane 
Swonk,  deputy  chief  economist  at  Fit 
Chicago  NBD  Corp.:  "These  vehicl 
won't  sell  without  gimmicks." 

Scariest  for  auto  execs  is  the  growi 
need  to  offer  rebates  on  high-profit  mi 
vans  and  compact  spoit-utility  vehicl< 
which  until  recently  were 
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18,795 

1W8  FORD 

I     Down  ^ 


a  tear.  That's  expected  to 
inue  as  Dodge  introduces  its  big 
the  big  Durango,  and  on  the  liixiuy 
of  sport-utes,  Mercedes-Benz  biings 
its  Alabama-built  M-Class  and  Lin- 
its  Navigator.  In  minivans,  Toyota 
or  Coi"p.  is  ofTenng  the  Sienna.  Its 
ir  price  is  more  attuned  to  U.  S. 
es  than  the  Previa  it  replaces, 
yen  full-size  pickup  tmcks,  the  in- 
dustry's rebate-free 


are  threatened, 
marketing  chief  Ronald  L.  Zarrella 

begun  to  worry  about  the  once- 
linkable:  rebates  on  big  pickups, 
re  sales  have  slowed  lately.  "I  don't 
k  it's  going  to  happen,"  he  says, 
t  if  it  does,  that 

get  very  expen- 
."  Indeed,  gm  sells 
rly  690,000  big 
■.ups  each  year,  so 
n  a  $500 " rebate 
d  cost  the  compa- 
^345  million. 
>etroit's  saving 
;e  has  been  accel- 
;ing  efficiency  and 
-cutting,  which  give 
3eway  to  keep  the 
on  prices  without 
ng  profits,  gm's  15 
'  car  and  tnick  mod- 


els were  all  de- 
signed to  cost  it  less, 
thanks  to  fewer  parts 
and  simpler  assembly. 
Even  with  gm's  mod- 
est 1998  price  hike, 
Zarrella  says  the 
company  has  a  piice 
edge:  "We  think 
we've  still  got  a  pret- 
ty good  value  story, 
vs.  the  Japanese." 

Ford  has  slashed 
$1.8  billion  in  costs  al- 
ready this  yean  Flush 
with  profits,  the  No.  2 
auto  maker  made  its 
watershed  aimounce- 
ment:  The  sticker 
prices  for  compara- 
bly equipped  1998 
cars  will  fall  1.1%, 
while  tiTick  prices 
rise  0.5%.  Com- 
*  bined,  prices  will 
be  unchanged. 
Ford  cut  $740 
from  the  base  piice  of 
its  bread-and-butter  Tamois,  to 
start  at  $18,795.  And  to  combat  Toy- 
ota's RAV4  and  Honda  Motor  Co.'s  CR-v 
small  sport-utes.  Ford  chopped  the  base 
price  of  its  two-door,  two-wheel-drive 
Ford  Explorer  Sport  $1,940,  to  $19,995. 

In  the  wake  of  Ford's  actions,  the  in- 
dustry is  awaiting  Chrysler's  response. 
It  hasn't  yet  announced  what  it  will 
charge  for  its  1998  lineup,  including  new 
midsize  sedans,  the  Chiysler  Concorde 
and  Dodge  Intrepid,  which  go  on  sale 
this  fall.  But  flat  or  lower  prices  are 


than  the  previous  version,  thanks  to  a 
weaker  yen  and  savings  on  items  such 
as  antilock  brakes.  Some  versions  of  the 
Honda  Accord,  set  to  debut  in  Septem- 
ber, may  cost  less,  too. 

Toyota  has  become  the  most  ambi- 
tious cost-cutter  of  all.  It's  expected  to 
slash  the  price  of  its  Corolla  subcom- 
pact  by  as  much  as  $1,000,  according 
to  Christopher  W.  Cedergren,  manag- 
ing partner  at  Nextrend,  a  Thousand 
Oaks  (Calif.)  auto  consulting  fimi.  How? 
Through  myriad  small  savings  on 
bumper  parts,  glove  compartments,  and 
headlights.  And  Toyota's  Lexus  Div. 
could  lop  $6,000  or  more  from  the  stick- 
er of  its  slow-selling  GS300  when  the 
new  version  arrives  in  October,  Ceder- 
gi'en  says.  "It's  going  to  escalate,"  he 
adds.  "Toyota  is  still  looking  at  very 
aggiTSsive  cost-cutting." 
FAMILY-SEDAN  WAR.  The  main  reason 
price  wars  have  gi'own  so  fierce  now  is 
that  auto  makers  continue  to  add  mod- 
els and  boost  output,  even  though  car 
and  light-tmck  sales  have  been  flat  at  15 
million  units  for  several  years.  "Demand 
is  not  growing,  but  supply  is,"  says  an- 
alyst Casesa. 

Nowhere  is  the  battle  more  intense 
than  in  family  sedans.  The  new  Nissan 
Altima,  Dodge  Intrepid,  Oldsmobile  In- 
trigue, Mazda  626,  Chrysler  Concorde, 
Volkswagen  Passat,  and  volume  champ 
Honda  Accord  join  dozens  of  current 
models.  Never  mind  that  luxury  sales 
are  slack.  There  will  be  new  Audi  A6, 
Cadillac  Seville,  and  Lexus  Gi%:!fM)  sedans, 
as  well  as  Mercedes  t'LK  and  Volvo  C70 
coupes.  The  sluggish  small-car  segment 
gets  a  new  Toyota  Corolla,  a  Chevy 
Piizm,  and  next  spring,  the  '90s  version 
of  the  vw  Beetle. 


THE  PRICING  GAME 


AVERAGE  INCREASE  IN  U.S 
PRICES  FOR  CARS  AND 
LIGHT  TRUCKS 


JAPANESE 
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'92-'94 
▲  PERCENT 

DATA:  JACOBS  ( 


a  good  bet  for  carryover  mod 
els.  "We've  been  chasing  internal  costs 
very  heavily,"  says  James  P.  Holden, 
Chrysler's  executive 
vice-president  for  sales 
and  marketing.  "That, 
coupled  with  new  pi'od- 
ucts  and  model  simplifi- 
cation, allows  us  to  hold 
the  line." 

Despite  Detroit's  re- 
solve, Japanese  car- 
makers are  reducing 
costs   and  slashing 
prices  even  faster.  The 
most  popular  version 
of  Nissan  Motor  Co.'s 
new     Altima  costs 
$17,990— $1,500  less 


'96-'97 


■97- 


EST. 


ASSOCIATES,  NEXTREND 


The  glut  bodes 
mure  headaches 
fo)-  carmakers  and 
dealers  but  lots 
of  bargains  for 
buyers.  "Consumers 
are  in  the  driver's 
seat,"  says  Ford 
ChaiiTnan  Alex  J.  Ti-ot- 
man,  calhng  the  19i»8  model 
year  "the  greatest  buyer's  market  in 
history."  For  customers  finstrated  by 
years  of  climbing  prices,  that's  good 
news  indeed. 

By  Kathleen  Kerwin  in  Detroit 
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UNIONS 


THIS  PACKAGE  IS  A  HEAVY  ONE 
FOR  THE  TEAMSTERS 

UPS  has  lots  of  cash,  but  the  strikers  are  determined 


You  can  say  one  thing  for  Teamsters 
President  Ron  Carey:  He's  got  guts. 
In  fact,  the  strike  he  called  against 
United  Parcel  Service  Inc.  on  Aug.  3 
is  so  bold  as  to  seem  almost  foolhardy. 

It's  true  that  the  Teamsters  drew 
first  blood  in  the  showdown.  Almost  all 
of  ups's  185,000  Teamsters  have  stayed 
off  the  job.  And  UPS  is  nearly  shut 
down:  Its  75,000  managers  and  nonunion 
workers  are  moving  less  than  5%  of  the 
12  million  packages  that  the  Atlanta 
company  typically  handles  daily,  says 
Chief  Executive  James  P.  Kelley. 

Still,  UPS  holds  most 
of  the  cards.  The  finan- 
cially troubled  union's 
strike  fund  is  empty, 
while  the  highly  prof- 
itable UPS,  Kelley  says, 
"has  enough  cash  to  en- 
dure this,  strike  if  we 
have  to."  And  union  of- 
ficers concede  privately 
that  it  may  be  difficult 
to  maintain  resolve 
among  part-timers,  who 
frequently  quit  and  have 
little  loyalty  to  UPS  or 


the  union.  What's  more,  Carey  is  weak 
politically:  He  won  his  post  by  a  whisker 
and  may  be  forced  into  a  rematch  against 
rival  James  P.  Hoffa  because  of  alleged 
fund-raising  abuses  in  last  December's 
election  (box). 

BIG  RISK.  There's  a  fair  chance  that  the 
two  sides  will  settle  soon.  Indeed,  on 
Aug.  6  they  agi-eed  to  go  back  to  the 
bai-gaining  table.  Union  officials  say  they 
came  close  to  a  deal  in  secret  talks  away 
from  the  bargaining  table  the  week  be- 
fore the  .strike.  But  Kelley  ultimately  re- 
fused to  budge,  so  Carey  walked.  That 

WHAT'S  DIVIDING  UPS 


PART-TIME  WORKERS 


UPS  has  offered  to  create  1,000  new  fuil-time  jobs  for  the  union's 
105,000  part-timers  and  to  give  10,000  more  part-time  workers 
full-time  slots  as  full-timers  retire  or  quit.  The  Teamsters  want 
10,000  new  full-time  slots  now,  plus  openings  from  attrition. 

UPS  wants  to  replace  the  Teamsters'  multi-employer  pension  plan 
with  one  just  for  UPS  workers.  It  would  pay  full-time  drivers  $3,000 
a  month  after  30  years,  vs.  $2,000  now.  The  union  wants  to  keep 
the  Teamsters  plan  and  still  lift  payments  to  $3,000  a  month. 


NEW  YORK  WALK 

Nearly  all  185,000 
employees  struck  unio 
leader  Carey's  old 
employer — a  companj 
he  has  longed  to  take  ( 

leaves  the  Teamsters  ch 
mnning  a  tremendous  ri: 
since  an  unsuccessful  stri 
could  undermine  the  unio 
clout.  "UPS  clearly  has  t 
ability  to  outlast  us,"  sa 
one  Teamsters  official,  "a 
what  scares  me  is  that  th 
may  be  willing  to  takej 
strike  simply  because  t 
can  afford  to." 

So  why  is  Carey  willi 
to  fight  against  such  ode 
The  answer  stems  fi"om  ] 
years  as  a  militant  Tea 
sters  dissident.  A  UPS  d 
ver  for  12  years,  Car 
Ik-ai It'll  the  Teamsters'  largest  UPS  lo( 
for  24  years  before  becoming  preside 
of  the  Teamsters  in  1992.  He  and  oth 
dissidents  spent  much  of  the  1980s  ch 
lenging  his  predecessors  for  not  taki 
on  UPS,  the  union's  largest  employip 
Carey  took  a  fii-st  shot  at  uPS  when  t 
current  pact  was  signed  in  1993.  I 
won  bettei"  pensions  but  fell  short 
other  goals,  largely  because  he  hadi 
prepared  members  for  a  showdovra. 

This  time,  Carey  has  spent  mont 
bracing  the  troops  for  battle.  He  ai 
other  top  union  officers  held  hundre 
of  rallies  at  UPS  facilities  around  tl 
country.  And  they  showered  membe 
with  pamphlets  and  videos  explainii 
key  issues.  The  campaign  has  succeede 
judging  by  how  few  worker's  ai'e  crossii 
the  picket  Knes.  "I'm  going  to  stay  out 
long  as  it  takes,"  says  Benny  J.  True 
dale,  28,  who  has  worked  as  a  part-tir 
UPS  driver  in  Norcross,  Ga.,  for  nil 
years  while  he  waits  for  a  full-time  jo 
Truesdale's  problem  is  a  key  uni( 
gi'ipe.  Part-timers,  wl 
make  up  57%  of  u 
workers,  earn  half  tl 
$19.95  an  horn-  that  fa 
time  drivers  make. 
1993.  UPS  agreed 
convert  500  part-tin 
jobs  into  full-time  on 
over  four  years.  Uj 
has  agreed  to  conve 
an  additional  1,000  jot 
and  also  offered  to  gi"' 
part-timers  10,000  fii 
time  jobs  that  open  i 
from  attrition.  Howevf 
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believes  those  jobs  will  turn  full- 
;inyway,  since  attrition  has  opened 
,(H)()  full-time  jobs  since  1993.  So  he 
s  another  10,000  converted.  But 
■iling  more  jobs  would  "cut  into 
lexibility,"  says  Kelley. 
-!  did  come  close  to  meeting  Cai-ey's 
nds  for  full-time  jobs,  say  officials, 
zret  talks  during  the  last  week  of 
between  Dave  MiuTay,  the  compa- 
;hief  negotiator,  and  Ken  Hall,  his 
isters  counterpart.  According  to 


union  officials,  Murray  also  said  UPS 
might  drop  its  demand  to  pull  out  of  the 
Teamsters  multi-employer  pension  plan 
and  set  one  up  just  for  UPS  workers. 
But  when  Carey  and  Kelley  met  on  July 
30,  Kelley  went  back  to  the  company's 
original  position.  Kelley  doesn't  deny  this 
but  says  that  Murray  and  Hall  "were 
making  a  minimal  amount  of  progi'ess." 

Since  the  strike  began,  Kelley  has 
insisted  that  Carey  let  members  vote 
on  the  contract  the  union  rejected.  But 


if  UPS  workers  stay  solidly  behind  the 
union,  Kelley  may  decide  that  a  lengthy 
strike  would  be  too  damaging  to  morale, 
even  if  the  company  has  the  financial 
muscle  to  win  it.  If  that  happens,  the 
two  sides  likely  would  pick  up  where 
they  left  off  in  their  secret  talks  and 
clinch  a  deal.  And  Carey  would  come 
out  looking  hke  a  winner  after  all. 

By  Aaron  Bernstein  in  Wash  ington, 
with  Nicole  Hams  in  Atlanta  and  bu- 
reau repoHs 


HOW  CLEAN  IS  MR.  CLEAN? 


ton  Carey  isn't  brawling  just 
with  United  Parcel  Service 
these  days.  Over  the  past  five 
ars,  the  Teamsters  president  has 
lu  ed  a  battle  to  flush  corrupt  offi- 
»!s  from  union  locals.  But  now  the 
oor  movement's  Mr.  Clean  must 
fend  himself  against  charges  that 
s  reelection  campaign  last  year 
abezzled  union  funds.  The  allega- 
)ns  could  well  topple  Carey,  what- 
er  the  outcome  of 
s  battle  with  UPS. 
Carey  was  narrowly 
i-cied  to  a  second 
fm  last  December 
■ainst  Detroit  lawyer 
mes  P.  Hoffa,  son  of 
mier  Teamsters  head 
mes  R.  Hoffa.  But  his 
:ti)ry  isn't  official  un- 
the  court-appointed 
r-etion  overseer,  Wis- 
iisin  lawyer  Barbara 
ick  Quindel,  says  so. 
lindel  has  delayed 
r  ruling  while  a  Manhattan  gi-and 
l  y  probes  allegations  that  union 
id  employer  funds  wound  up  in 
irey's  campaign  coffers. 
In  June,  direct-mail  consultant 
artin  Davis  was  arrested  on  mail- 
aud  charges  for  allegedly  master- 
inding  a  scheme  in  which  Teamsters 
■ndors  overbilled  the  union  for 
ork,  then  donated  the  extra  pay- 
ents  to  Carey's  campaign.  Fedei'al 
lies  bar  using  union  or  corporate 
oney  in  officers'  elections.  Davis  has 
eaded  not  guilty.  A  Carey  campaign 
lokesman  says  Carey  had  no  knowl- 
Ige  of  any  alleged  plan. 
But  the  case  has  a  new  twist:  The 
S.  Attorney  for  Manhattan  is 
•obing  whether  the  Teamsters  and 
le  Democratic  National  Committee 
drted  election  laws  in  helping  each 
her  raise  money  for  their  respec- 
ve  campaigns  last  year  That  inves- 
?ation  led  to  the  July  29  resigna- 


tion of  William  W.  Hamilton  Jr.,  the 
Teamsters'  top  lobbyist.  In  his  letter 
of  resignation,  Hamilton  says  he 
worked  hard  to  reelect  President 
Clinton  and  Democrats,  as  well  as 
Carey,  but  "in  neither  effort  did  I 
knovdngly  do  anything  wrong." 

What  may  be  fueling  prosecutors' 
suspicions  is  an  Aug.  11,  1996,  memo 
to  Hamilton  fi'om  fimd-raiser  Davis, 
whose  company  worked  for  both  the 
Teamsters  and  the  dnc. 
In  it,  Davis  infoiTned 
Hamilton  that  the  dnc 
wanted  campaign 
checks  from  the  Team- 
sters totaling  $990,000 
made  out  to  39  state 
Democratic  parties.  "I'll 
let  you  know  when  they 

RON  CAREY'S 
TEAMSTERS  WOES 

►  A  New  York  grand 
jury  is  investigating 
allegations  that  the  Teannsters' 
president  made  use  of  union  and 
corporate  funds,  both  of  which 
would  be  illegal,  in  his  1996  re- 
election campaign.  The  probe  so 
far  has  implicated  Carey's  top 
political  consultants,  but  not 
Carey  himself. 

►  The  same  grand  jury  is  now 
investigating  whether  the  Team- 
sters and  the  Democratic  National 
Committee  schemed  to  raise  mon- 
ey for  each  other  in  violation  of 
federal  laws. 

►  The  Senate  Governmental 
Affairs  Committee  next  month 
may  examine  ties  between  the 
DNC  and  the  Teamsters.  The  pan- 
el on  July  31  agreed  to  subpoena 
Teamster  officials. 


have  fulfilled  their  commitments," 
Davis  told  Hamilton.  Investigators 
want  to  know  if  a  quid  pro  quo  exist- 
ed. Says  Cornell  University  labor  ex- 
pert Michael  H.  Belzer:  "It  sounds 
like  the  Teamsters  got  caught  up  in 
the  cesspool  that  American  politics 
has  become."  Spokesmen  for  the 
Teamsters  and  the  dnc  deny  a  deal 
was  cut. 

TIGHT  SPOT.  Under  Carey,  the  Team- 
sters have  become  major  Democratic 
boosters,  giving  $8.5  million  to 
Democratic  candidates  over  the  past 
five  years.  This  means  the  Justice 
Dept.,  which  spent  $21  milHon  in  tax- 
payer funds  overseeing  the  latest 
Teamsters  election,  is  investigating 
one  of  President  Clinton's  biggest  fi- 
nancial supporters. 

Election  officer  Quindel  is  in  a 
tight  spot,  too.  If  she  nulhfies 
Carey's  victory,  a  new  election  must 
be  held  in  which  Hoffa  could  win  the 
presidency.  A  spokesman  says  she 
hopes  to  rule  soon  and  denies  reports 
that  she's  stalling  until  the  New 
York  probe  is  complete.  Sources 
close  to  the  election  officer  say  she  is 
reluctant  to  rule  because  there  have 
been  campaign  violations  on  both 
sides.  Quindel  has  loiled  that  Hoffa's 
i-unning  mate  had  to  retui'n  more 
than  $50,000  in  improper  donations. 

Indeed,  Hoffa's  campaign  may  also 
be  under  federal  scrutiny.  The  U.  S. 
Attorney  in  Detroit  in  June  subpoe- 
naed payroll  records  of  pro-Hoffa 
Local  337.  Hoffa  spokesman  Richard 
Leebove  says  he  doubts  the  subpoe- 
nas are  "related  to  the  Hoffa  effort." 
But  a  source  says  the  probe  may  be 
focusing  on  whether  raises  were  im- 
properly awarded — and  ended  up  in 
Hoffa's  campaign.  Being  able  to  cite 
the  familiar  refrain  in  fund-raising 
scandals,  "They  all  do  it,"  may  not 
be  enough  for  the  embattled  Team- 
sters boss. 

By  Paula  Dwyer  in  Washington 
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COMIVIENTARY 

By  Mike  McNamee 

THE  PRODUCTIVITY  BOOM  IS  STILL  A  MYSTERY 


Long  before  he  dreamed  of  study- 
ing economics,  Alan  Greenspan 
studied  box  scores.  Growing  up 
in  New  York,  the  future  Federal 
Reserve  chairman  honed  his  statis- 
tical skills  on  the  slugging  percent- 
ages of  the  Dodger  greats.  These 
days,  Greenspan  may  wish  econom- 
ics was  more  like  baseball.  The 
game  has  changed — but  no  one 
revises  1939's  batting  averages.  In 
economics,  the  stats  get  rewritten 
every  year. 

In  mid-July,  Greenspan  went  out 
on  a  limb.  He  suggested  an  upcoming 
revision  of  gToss  domestic  product 
data  for  1993-96  would  back  up 
his  belief  that  productivity  is 
rising  faster  than  official 
statistics  show.  He  rehed 
partly  on  an  alternate 
measure  of  the  economy, 
gi'oss  domestic  income,  or 
GDI,  which  since  1993  has 
gi'own  much  faster  than 
GDP.  If  the  official  growth 
rate  were  revised  to 
match  income  growth,  the 
healthy  '90s  would  look 
even  more  robust — a  clear 
sign  pi'oductivity  is  surging. 
FLAWED  STATS?  Greenspan 
was  not  alone  on  his  limb.  Weeks 
before  the  Fed  chiefs  statement,  I 
predicted  in  these  pages  that  a 
large  gdp  revision  would  show  an 
acceleration  in  output  sparked 
by  corporate  restructuring  and 
technology  investment  (BW — 
July  7).  And  Wall  Street 
seems  to  accept  a  new  era  of 
growing  productivity  to  sup- 
port currently  high  stock 
valuations. 

But  the  data  didn't  settle 
the  productivity  debate.  Sta- 
tisticians bumped  up  the 
GDP's  1993-96  gi-owth  rate 
only  slightly — from  2.6%  a  year  to 
2.7%.  They  revised  down  the  income 
measure  a  bit  but  still  left  a  major 
gap:  GDI  was  $60  biUion  higher  than 
GDP  in  1996,  and  it  has  grown  at  a 
substantially  stronger  3.9%-  rate  since 
1993. 

New  Economy  proponents  argue 
that  the  next  GDP  revision  will  sup- 
port their  thesis.  And  it's  still  possi- 


ble that  the  stats  are  flawed.  But 
"wait  'til  next  year"  isn't  going  to 
work.  The  July  31  figiu-es  increase 
the  odds  that  official  economic  data 
will  never  capture  the  productivity 
growth  that  Greenspan  and  Wall 


DEBATE 


The  New  Economy 
may  be  fueling  an  output  surge, 
but  the  data  don't  prove  it 


Street  so  fervently  believe  in. 

The  revisions  actually  bolster  the 
GDP  numbers  while  leaving  income 
figures  shaky.  The  gdp  report  is 
missing  only  final  figures  on  1996 
sei'vices  spending,  while  the  income 
report  relies  on  tax  data  trickling  in 
for  1995.  The  income  side  also  uses 
larger  and  more  dubious  fudge  fac- 
tors. Take  proprietors'  income,  a 


$520  bilHon  element  of  national  in- 
come in  '96.  Internal  Revenue  Ser- 
vice audits  in  the  1980s  showed  that 
farmers  and  small-business  owners 
report  only  half  theii*  earnings,  so 
Commerce  Dept.  statisticians  double 
the  figure  they  get  fi'om  the  iRS.  Bui 
if  the  agency's  increased  ability  to 
match  income  reports  and  returns  is 
prompting  more  honesty,  the  income 
numbers  may  be  overstated. 
DISCREPANCIES.  Another  example: 
Many  companies  have  shifted  from 
wi'iting  off  software  the  year  it's  pui 
chased  to  depreciating  costs  over 
sevei'al  years.  That's  sound  account- 
ing, but  it  boosts  pretax  profits  and 
income.  "That  could  explain  biUion 
of  dollars  of  discrepancy,"  says  J. 
Steven  Landefeld,  director  of  the 
Bureau  of  Economic  Analysis. 

Details  buried  in  the  revi 
sions  also  undercut  some 
circumstantial  evidenci 
for  the  productivity 
boom.  The  eaiiier  GDPf 
numbers  didn't  show  f 
spending  keeping  up  > 
with  gains  fi-om  the  ii 
surging  stock  market.  ■ 
This  missing  "wealth  ef-  : 
feet"  had  made  the  income  mea-' 
sure  seem  more  credible.  But  in  ' 
the  new  report.  Commerce 
raised  household  spending 
within  GDP  by  $110  billion 
over  1993-96 — which  is  exact- 
ly in  fine  with  wealth-effect 
pi'edictions. 

But  the  biggest  puzzle — 
the  productivity  paradox — re- 
mains. Corporations  have 
poured  billions  into  technolo- 
gy, with  no  sign  of  a  return 
on  that  investment  in  the 
productivity  stats.  It's  still 
likely  their  bet  will  pay  off 
someday.  But  it  may  be  diffi- 
cult to  measure  the  results  with  to- 
day's flawed  data,  especially  if  the 
productivity  boom  eventually  turns 
out  to  be  a  long,  hard  slog.  In  the 
Greenspan  economy,  it's  singles  and 
bunts — not  homers — that  will  bring 
in  the  runs. 

McNamee  keeps  score  on  the  econ- 
omy from,  Washington. 
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Who  did  Digital  partner  with  to  deliver  a 
production-proven,  high-powered  object 
transaction  middleware  solution  to 
its  customers? 


UNISYS 


t  company  does  Unisys  team  with  to  provide 
plex  transaction  processing  software  solutions 
lainframe  and  Intel  platforms? 


TANDEM 

reliability,  no  limits- 


did  IBM  feature  in  its  RS/6000  mission-critical 
ERsolution™  offering?  _  „ 


3^ -A 


Who  does  Tandem  rely  on  for  its  business-critical 
transaction  software?  _^  _„  ^ 


sse  software  framework  did  PeopleSoft 
ed  in  all  its  application  suites  in  order 
ovide  messaging  and  transaction 
bilities?  l3 


HEWLETT® 
PACKARD 


Who  is  Hewlett-Packard's  premier  supplier  of 
software  infrastructure  for  mission-critical 
solutions?  _  . 


£A     IS     MAKING     A     LOT     OF     FRIENDS     THESE     DAYS.  WHY? 

build  enterprise  middleware  that  enables  the  deployment  of  m  i  ss  i  0  n  -  c  r  i  t  i  c  a  I  applications 
istributed  computing  environments  —  from  enterprise  mainframes  to  Web  PCs. 
more  information,  call  us  at  i-8oo-2i:j6-4954. 


visit  www.beasys.com. 


The  Enterprise  Middleware  Solution 

All  company  names  may  be  trademarks  of  their  respective  companies  with  which  they 
are  associated.  €^1997  BEA  Systems.  Inc. 


News:  Analysis  &  Commentary 


MANAGEMENT 

IS  THIS  APPLE'S 
GRAND  PLAN? 

Gates's  help  and  a  new 
board  may  not  be  enough 

Apple  Computer  Inc.  may  have  long 
ago  lost  its  magic,  but  co-foundei' 
Steven  P.  Jobs  has  surely  kept  his 
touch.  On  Aug.  6,  he  bounded  onto  a 
stage  before  thousands  of  partisans  at  a 
Boston  trade  show  and  stunned  the 
high-tech  world  with  announcements 
that  cast  Apple  in  a  brand-new  light. 

With  no  official  role  at  Apple  other 
than  "adviser,"  Jobs  replaced  most  of 
its  board  with  heavy  hitters  including 
himself,  Oracle  Corp.  ceo  Lawrence  J. 
Ellison,  and  former  IBM  cfo  Jerome  B. 
York.  And  in  a  departure  from  Apple's 
solitary  fight  against  the  personal-com- 
puter masses,  he  announced  a  broad 
pact  with  archrival  Microsoft  Corp., 
which  will  invest  $150  million  in  Apple 
and  has  j^ledged  to  write  Mac  progi'ams 
for  five  years. 

BEST  CASE.  But  is  there  a  strategy  that 
can  restore  Apple's  luster?  Investors 
clearly  bought  into  the  best-case  sce- 
nario. Apple  shai'es  soared  33%  on  the 
day  the  deal  was  announced,  to  $26.30. 
But  experts  say  the  announcements  ai'e 
tiny  fia'st  steps  toward  renewed  health. 
Says  analyst  Timothy  P.  Bajarin  of  Cre- 
ative Strategies  Inc.:  "They  still  really 
need  a  three-year  strategy  and  a  ceo  to 
implement  it." 

That's  not  to  say  Jobs  is  sitting  still. 
Fully  in  charge  since  former  CEO 


Gilbert  F.  Amelio 
was  pushed  out  on 
July  9,  Jobs  has  al- 
ready decided  that 
Apple  will  exit  much 
H  of  the  printer  mar- 

ket,  where  it  ha^ 
lost  market  share, 
insiders  say.  And  he 
1 1  lid  the  packed 
house  at  the  Mac- 
world trade  show 
that  Ajjple  would  fo- 
cus on  strongholds 
in  education  and 
graphics.  He  also 
phoned  Microsoft 
Chairman  William 
H.  Gates  III  to  start 
partnership  talks, 
which  include  a 
cross-licensing  pact  to  share  patents 
and  Apple's  agreement  to  use  Micro- 
soft's Internet  Explorer  Web  browser. 

Jobs  also  produced  a  top-flight  board, 
including  William  V.  Campbell,  a  for- 
mer Apple  exec  who  is  now  ceo  of  In- 
tuit Inc.,  and  York,  who  helped  turn 
around  ibm  and  Chrysler  Corp.  The  new 
lineup  could  help  recruit  the  kind  of 
high-powered  ceo  Apple  desperately 
needs.  "This  sends  a  powerful  message 
about  Apple,"  says  headhunter  David 
Beirne,  who  recently  turned  down  an 
overture  fi-om  Jobs  to  find  Apple's  next 
chief  executive. 

But  the  new  chief  will  face  a  daunt- 
ing task.  Apple  sources  say  the  compa- 
ny is  rapidly  backing  away  from  its  li- 
censing progi'am,  on  which  Mac  doners 
have  built  an  .$800  million  or*  so  industiy 
in  the  past  year  That  could  scare  off 
customers  who  don't  want  to  rely  solely 
on  Apple  machines.  And  while  the  Mi- 
crosoft partnership  is  far-ranging,  the 
software  giant  didn't  agree  to  adapt 
progi'ams  like  its  Office  suite  to  run  on 
Apple's  upcoming  Rhapsody  operating 
software,  the  follow-on  to  Mac  os. 

If  Apple's  future  remains  hazy,  Mi- 
crosoft is  a  clear  winner.  Gates  may 
have  been  shaken  by  Mac  fans'  boos 
when  he  appeai'ed  diuing  Jobs's  keynote 
address  via  video  link — an  outburst  that 
brought  a  stern  lecture  from  Jobs.  But 
the  deal  may  buy  Gates  political  cover 
from  critics,  who  claim  Microsoft  seeks 
total  software  domination.  It  will  also 
help  Microsoft  lock  in  millions  of  Mac 
users  to  its  Internet  software.  Then 
again,  Gates's  golden  touch  isn't  in  ques- 
tion. The  issue  now  is  whether  Jobs  can 
play  Midas  to  Apple. 

By  Peter  Burrows,  with  Steve  Hamm 
in  San  Mateo,  Calif.,  and  ivith  Paid 
Judge  in  Boston 


HMOs 


OXFORD'S  NEWS 
ONLY  SOUNDS  BA 

CEO  Wiggins  quits-but  willfc 
stick  around  to  run  a  new  up 

It  has  been  a  spectacular  run  for 
ford  Health  Plans  Inc.  In  13  y4 
under  founder  Stephen  F.  Wiggl 
the  managed-care  company  has  racl 
up  1.9  million  members,  nearly  1(1 
annual  profit  grov/th,  and  a  $6.2  bill 
market  capitalization.  Wiggins  hal 
stake  now  worth  $240  million.  I 
No  wonder  Oxford's  stock  dropf 
4%,  to  82%,  on  Aug.  4,  even  as  it 
ported  eaiTiings  well  above  expectatic. 
The  bad  news: 
Wiggins,  41,  was 
giving  up  the  ceo's 
office  at  Oxford, 
staying  on  only  as 
chairman.  President 
William  M.  Sulli- 
van, 34,  was  named 
chief  executive. 
SPECIALISTS.  Yet 
investors  missed 
the  point.  Wiggins 
will  give  up  day-to- 
day management 
responsibilities  to 
focus  on  a  new  op-  WIGGINS:  Visior 
eration  that  could  a  "/ar  bigger"  v 
have  a  much  big- 
ger  payoff  for  Oxford — and  for  m;- 
aged  care.  He  will  oversee  Oxford  S 
cialty  Management,  which  he  says  \ 
become  "far  bigger  than  the  health-p 
business." 

The  new  venture  addi-esses  the  pr- 
lem  of  unmanaged  specialist  care.  '- 
day,  most  specialists  receive  fees 
each  service  they  provide.  Under  < 
ford's  plan,  teams  of  specialists  will  1 
a  fixed  price  to  provide  comprehens; 
care  for  a  specific  condition.  Doctors  ^1 
retain  control  over  medical  decisions - 
but  will  be  paid  moi-e  if  their  patieis 
get  well.  "It  could  lower  costs  and  - 
crease  productivity.  Anything  that  d(p 
that  is  a  good  idea,"  says  Kenneth  ■ 
Abramovvdtz,  an  analyst  at  Sanford  . 
Bernstein  &  Co. 

Wiggins  says  Oxford  will  eventua/ 
spin  off  the  unit  into  a  separate  com]' 
ny,  so  it  can  sell  the  sei-vice  to  ot\' 
HMOS.  He  will  stay  on  at  Oxford  It 
also  head  the  new  company — and  purs! 
a  second  fortune.  i 
By  Susan  Jackson  in  New  Hai ' 
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Someday,  we'll  all  invest  this  way: 


15  YEARS  AGO,  WE  CREATED  ONLINE 
INVESTING  WITH  ONE  PURPOSE  IN  MIND: 
To  give  the  individual  investor  more  power 
and  control.  To  put  the  tools  of  investing 
into  your  hands.  Now,  millions  of  transactions 
later,  E*TRADE  is  continuing  to  topple 
the  old  ways  of  doing  things. 


The  tools  of  the  trade. 


You  GET  FREE  QUOTES,  CHARTS,  EARNING 
ESTIMATES  and  up-to-the-minute  news. 
Equally  important,  we  give  you  the  tools  to 
easily  customize  this  information  for  your 
own  personal  needs. 


From  $14.95  a  trade. 
Because  you're  in  this  to  make  money. 


At  E*TRADE,  WE  offer  drastically 
lower  prices  than  traditional  —  or  even 
discount  —  brokers.  What's  more,  you 

www.etrade  com 

Call  1-800-STOCKS-3 


can  place  trades  24  hours  a  day  —  by 
phone  or  PC.  And  you  can  access  our  Web 
site  directly  through  AOL,  CompuServe, 
Prodigy,  MSN  or  WebTV. 


Give  your  Stockbroker  more  time 
to  think  up  those  sick  jokes. 


If  you're  fed  up  with  high  commissions, 
tired  of  inconvenient  hours  or  frustrated 
by  limited  research  and  analysis,  call 
1-800-STOCKS-3  for  a  free  information  kit. 
Or  visit  our  Web  site  at  www.etrade.com. 


You  do  the  natli.  Compare: 


E'TRADE 

e. Schwab 

Schwab 

Merrtll  Lynch 

Trade  by  phone 
800  listed  shares  @ 

$20 

$14.95 

$117,36 

$117.36 

$324.00 

Trade  via  PC 

800  Nasdaq  shares 

§$20 

SI  9.95 

$2995 

$104.32 

Not 
Available 

Price  Charts  and 
fast-breaking  news 

Free 

Free 

Free 

Free 

Free  access  to  fundamental 
data  and  earnings  estimates 

Unlimited 

Limited 

Limited 

Unlimited 

Some  firms  may  offer  discounts  and  services  not  available  ai  E*TRADE.  Umit  and  stop  orders  are  S19.95  For  listed 
orders  over  5,000  shares,  add  Ic/share  to  the  entire  order  Add  $15  for  broker-assisted  trades  Orders  execute  during 
market  hours.  Comparative  rates  are  based  on  a  6/30/97  phone  survey  No  connect  fees  for  web  access.  Direct 
modem  and  Touchtone  connect  lees  are  27c/mmule,  but  with  12  free  mmutes  per  trade,  you  may  pay  nothing. 
©  1997  E'TRADE  Securities,  Inc  Member  NASD,  SIPC.  MBSWK97 
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COMMENTARY 

By  John  Carey 


IN  THIS  DRUC  WAR.  CONSUMERS  IRE  THE  CASUALTIES 


Mi 


Iention  "drug  war"  and  most 
people  think  of  fighting  cocaine 
or  heroin  abuse.  But  there's  an- 
other big  battle  under  way:  Brand- 
name  drugmakers'  fight  to  stop 
generic  copies  of  their  pi-oducts  from 
hitting  the  market  once  their  patents 
expire.  With  cheaper  generic  dings 
now  accounting  for  more  than  half  of 
all  prescriptions,  any  brand-name 
manufacturer  that  can  successfully 
delay  introduction  of  a  new  generic 
rival  can  reap  hundreds  of  millions  of 
dollars  in  extra  revenue. 

Unfortunately  foi'  taxpayers  and 
patients,  brand-name  companies  are 
winning  too  many  of  these  reai'guard 
actions.  And  they'i'e  employing  a  host 
of  tactics.  The  latest  audacious  move 
came  on  July  28,  when  chngmaker 
Serono  Laboratories  Inc.  persuaded 
U.  S.  District  Court  Judge  Stanley 
Sporkin  to  take  an  unprecedented 
step:  He  overturned  the  Food  &  Dioig 
Administration's  approval  of  a  generic 
version  of  Pergonal,  a  fertility  ding. 
REVERSAL.  Serono  originally  peti- 
tioned the  FDA  to  deny  approval  to  a 
generic  Pergonal  back  in  1992,  ai'gu- 
ing  that  the  generic  wasn't  an  exact 
match,  especially  when  it  came  to 
the  inactive  proteins  and  other  trace 
ingredients  that  make  up  more  than 
90%  of  the  urine-derived  ding.  But 
the  FDA  didn't  buy  it.  In  January,  it 
approved  New  York-based  Ferring 
Pharmaceuticals  Inc.'s  application  to 
make  a  generic  version  of  the  ding. 
Now  Sporkin  has  is- 
sued a  preliminary  in- 
junction baiTing  Fer- 
ring from  marketing 
the  generic. 

Feiring's  president 
and  CEO,  Dr  Joseph  T. 
Curti,  already  has  filed 
an  appeal.  "We  think 
this  judgment  is  very 
unfair  to  patients  and 
to  the  FDA,"  he  says. 
He's  right.  For  one 
thing,  it's  laughable  to 
thu'k  juflges  are  better 
qualified  than  the  FDA 
to  gauge  complex  sci- 
entific issues.  For  an- 
other, experts  have 
found  no  proof  that 


A  BITTER  PILL  FOR 
BRAND-NAME  DRUGS 


DATA  GENERIC  PHARMACEUTICAL  INDUSTRY  ASSN 
OPPENHEIMER  &  CO. 


generic  chngs  the  fda  has  approved 
differ  in  any  substantive  way  fi-om 
brand-name  goods.  "When  people 
have  tried  to  do  studies  to  show  that 
generics  aren't  equivalent  or  that  fda 
inles  are  lax,  they  haven't  been  able 
to  find  any  differences,"  says  Leslie  Z. 
Benet,  chahman  of  the  biopharmaceu- 
tical  sciences  department  at  the  Uni- 
versity of  California  at  San  Francisco. 

Lawsuits  are  just  one  strategy  be- 
ing used  by  the  brand-name  compa- 
nies. Lobbyists  for  Glaxo  Wellcome 
PLC  and  G.  D.  Searle  &  Co.  have 
wangled  longer  patent  terms  through 
intemational  treaties  and  amendments 
to  spending  bills  in  Congi-ess.  Others 
have  deluged  the  fda  with  arguments 
that  a  given  generic  isn't  the  same  as 
the  brand-name  prod- 
uct. Some  have  been 
lobbying  states  to  ban 
FDA-approved  generics. 
"There's  been  a  tremen- 
dous effort  by  the 
[brand-name  ding]  in- 
dustiy  to  preclude 
generic  competition," 
says  Janet  Woodcock, 
dii'ector  of  the  fda's 
drug-evaluation  center. 

One  industiy  tactic, 
FDA  officials  say,  is  the 
strategy  of  continuing 
to  make  drugs  with  im- 
pmnties,  inactive  sub- 
stances, and  other  trace 
ingi-edients  difficult  or 
impossible  to  replicate. 


Companies  then  argue  that  these 
poorly  understood  ingi-edients  may  be 
important  to  a  ding's  safety  and  effi- 
cacy. Wyeth-Ayerst  Laboratories  Inc., 
for  one,  used  this  argument  to  block  a 
generic  version  of  its  $860  million-a- 
year  estrogen  cbng  Premarin.  "One  of 
the  most  successfiil  strategies  to  delay 
competition  has  been  to  suggest  that 
we  don't  know  enough  to  approve  a 
generic,"  explains  Dillon,  Read  &  Co. 
analyst  Jeny  I.  Ti"eppel. 

DuPont  Merck  Phannaceutical  Co. 
trotted  out  a  clever  scheme  last  Jan- 
uary When  it  became  clear  the  fda 
would  allow  Barr  Laboratories  Inc. 
to  market  a  generic  version  of  its 
$500  million-a-year  blood  thinner, 
Coumadin,  DuPont  Merck  financed  a 
drive  to  get  states  to  pass  laws  re- 
quiring patient  and  doctor  consent 
for  generic  substitutions.  So  far,  the 
effort  has  paid  off  only  in  North  Car- 
olina. But  CEO  Bruce  Downey  figures 
Barr  is  spending  $500,000  monthly  to 
fight  back. 

Brand-name  companies  are  just 
protecting  theii"  assets.  Indeed,  as  the 
fda's  Woodcock  says,  "Their  mission 
is  to  presei"ve  their  market,  making 
whatever  arguments  they  can."  But 
eveiyone  fi'om  judges  to  lawmakers 
must  recognize  the  dmgmakers'  argu- 
ments for  what  they  are:  an  effort  to 
protect  lucrative  products.  If  they  do, 
this  is  one  drug  war  that  can  be  won. 

Carey  covers  drug  policy  from 
Washington. 
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:  ECONOIVIY 

IIME  SWEET 
IME  SALES 

ite  dip  and  consumer  cash 
(e  mortgage  applications 

orporate  profits  are  setting  records. 
Unemployment  drops  to  a  24-year 
low.  Even  wages  are  beginning  to 
in  upswing. 

ire's  another  statistic  to  add  to  the 
of  good  economic  news:  buoyant 
gage  applications.  Spurred  by  a 

in  30-year  mortgage  rates,  from 

a  year  ago  to  about  7.5%  in  July, 
cations  from  house  hunters  are  at 

highest  level  since  the  Mortgage 
:ers  Assn.  began  keeping  tabs  in 

Given  the  average  two-month  lag 
een  applications  and  closings,  that 
ests  that  the  strong  housing  mar- 
v\l\  continue  into  the  fall,  providing 
)st  to  the  economy  as  money  trick- 
lown  to  appliance  makers,  furni- 
manufacturers,  and  the  like. 
1 16  hot  housing  industry  is  a  bit  of  a 


surprise.  Experts  expected 
the  market  to  cool  follow- 
ing record  1996  sales.  But 
after  a  spring  breather, 
June  saw  a  6.1%  spurt  in 
new-home  sales,  to  819,000 
units.  The  4.1  million  an- 
nual-sales rate  of  used 
homes  in  June  was  vibrant 
as  well.  "We  weren't  ex- 
pecting it,  but  the  housing 
markets  are  very  strong 
right  now — and  that's  dri- 
ven by  the  economy,"  says 
David  A.  Lereah,  chief 
economist  at  the  Mortgage 
Bankers  Assn. 

FED  HELP.  Washington's  new  tax  law 
could  extend  the  boom  into  1998.  The 
measure  permits  first-time  home  buyers 
to  take  cash  out  of  their  retirement 
plans  to  use  for  a  downpayment  with 
no  penalty.  And  it  expands  the  exemp- 
tion from  capital-gains  taxes  on  home 
sales  to  $500,000  from  the  current 
$125,000.  "We  think  we  will  be  seeing 
some  churning,"  says  Joel  H.  Rassman, 
chief  financial  officer  at  Toll  Brothers,  a 
homebuilder  based  in  Huntingdon  Val- 
ley, Penn.  "It  will  free  up  all  this  mon- 
ey from  people." 


BIG  BREAK:  First-titue  bayer^i  can  use  their  IRAh 


As  in  the  overall  economy,  infiation  is 
quiescent.  The  National  Association  of 
Realtors  says  that  median  prices  edged 
up  only  -3.5%  in  June  from  a  year  ago. 
"The  pubhc  is  beginning  to  realize  that 
the  days  of  making  an  absolute  killing 
are  past,"  says  Kansas  City  Realtor 
Myi'a  Siegel. 

If  that  attitude  prevails,  it  could  keep 
the  housing  market  ft-om  overheating — 
and  ensure  steady  gi-owth  without  in- 
flation well  into  the  new  year. 

By  Tim.  Smart  in  New  Haven,  with 
bureau  reports 


kIKETING 


I  AVALANCHE 
'  NEW  IRAs? 

kers  are  talking  them  up, 
new  savings  may  be  small 


ir  banks,  mutual  ftmds,  and  stock- 
)rokers,  1998  promises  to  be  the 
fear  of  the  ira.  After  spending  a 
ie  lobbying  for  a  broad  expansion 
>c-advantaged  individual  retirement 
ints,  Wall  Street  now  hopes  to  reap 
)enefits. 

me  investment  pros  ex- 

the  tax  law  signed  by 
dent  Clinton  on  Aug.  5  to 
;  annual  ira  contributions 
)ld  to  nearly  $50  billion. 
3tment  houses  are  about 
lundate  taxpayers  with 
eting  designed  to  sing  the 
es  of  the  new  accounts, 
•ill  Lynch  &  Co.  has  al- 
/  taken  out  big  newspa- 
ads  promoting  the  new 
There's  certainly  a  huge, 
Dped  market  out  there:  In 

before  participation  was 
ed,  16  million  taxpayers 
ted  in  the  accounts.  These 
,  barely  4  million  do. 
it  the  new  law's  complexi- 


ty will  make  marketing  tough  (table).  It 
expands  existing  accounts  and  creates 
two  new  ones,  each  with  different  tax 
advantages  and  eligibility  rules.  "We're 
challenged  on  how  to  cut  through  the 
clutter,"  says  Douglas  E.  Harrison,  T. 
Rowe  Price  Associates'  marketing  man- 
ager for  individual  retirement  products. 

The  Roth  ira  would  let  investors 
avoid  taxes  on  earnings  in  the  account 
but  would  not  provide  tax  deductions 
for  contributions  that  existing  iras  en- 
joy. That  could  be  a  more  lucrative  ben- 
efit for  those  patient  enough  to  wait. 
Merrill  Vice-Chairman  John  L.  Steffens 
says  marketing  themes  will  center  on: 
"Do  you  want  a  tax  deduction  now  or 


NEXT  YEAR'S  CHANGES 

Wall  Street  is  salivating  over  an  expanded  array  of 
individual  retirement  accounts. 


TRADillONAL  IRAs 


Tax-deductible  contributions  will  be  available  to  joint 
filers  earning  up  to  $50,000  in  adjusted  gross  income, 
up  from  $40,000.  Penalty-free  withdrawals  will  be 
allowed  for  education  and  first-time  home  buyers. 


ROTH  iRAs 


In  these  accounts,  earnings  can  build  up  tax-free,  but 
there's  no  deduction  for  contributions.  Available  for 
joint  filers  earning  up  to  $150,000  and  singles  earning 
$95,000.  Taxpayers  making  less  than  $100,000  can 
roll  traditional  IRAs  into  the  accounts. 

DATA  JOINT  COMMinEE  ON  TAXATION 


an  even  bigger  tax  deduction  in  retire- 
ment, when  you  might  need  it  most?" 

While  funds  and  discount  brokers  may 
have  trouble  communicating  the  com- 
plexity to  their  customers,  full-service 
brokers  see  it  as  a  mai'keting  opportuni- 
ty. Steffens  calls  iras  "a  terrific  starter 
product"  for  attracting  young  investors. 
TAX  WINDFALL.  Despite  brokers'  dreams, 
some  ex'perts  think  iras  may  have  a  sur- 
prisingly small  payoff — for  Wall  Street 
and  the  economy.  Skeptics  warn  that 
much  of  the  money  expected  to  poiu"  into 
IRAS  will  merely  be  shifted  li'om  existing 
taxable  accounts.  There  is  some  debate 
over  the  issue,  but  that  helps  explain 
what  happened  during  1982-86,  when 
IRAS  were  quite  popular,  but 
the  personal  savings  rate  plum- 
meted from  8%  to  4%,  where  it 
has  stayed. 

If  such  shifting  reoccui's,  the 
result  will  be  a  tax  windfall 
for  savers  but  little  new  busi- 
ness for  investment  fii-ms  and 
a  small  boost  in  new  savings 
available  for  investment. 

How  much  new  money  will 
flow  into  IRAs  is  anyone's  guess. 
But  Wall  Street — which  fives 
by  the  axiom  that  investments 
are  sold  and  not  bought — is 
ch'ooling  at  the  opportunity  to 
find  out. 

By  Howiard  Gleckmayi  in 
Washington,  with  Jeffrey  M. 
Laderman  in  New  York 
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News:  Analysis  &  Commentary 


GOVERNMENT 


PUTSCHQH 
THE  POTOMAC 

Can  an  ex-Fed  governor  whip  Washington  into  fiscal  shape? 

Even  foi'  a  city  that  has 
come  to  symbolize  po- 
litical chaos,  Washing- 
ton, D.  C,  had  an  extraor- 
dinary Aug.  5.  President 
Bill  CUnton  signed  a  law 
transferring  most  local 
governing  authority  ft'om 
Washington's  elected  may- 
or and  city  council  to  an 
appointed  "control  board" 
headed  by  former  Federal 
Reserve  Board  Governor 
Andrew  F.  Biimmer. 

But  when  the  board 
tried  to  meet  hours  later 
at  a  local  church,  angry 
demonstrators  surrounded 
Brimmer  and  his  four  vol- 
unteer board  members,  shouting:  "P^ree 
D.  C!"  A  shoving  match  vAth  a  pohce 
SWAT  team  ensued  before  the  altar — 
with  the  diminutive  Brimmer  standing 
stoically  amid  the  melee.  Then,  the 
board  reluctantly  set  to  work  naming 
new  city  agency  administrators. 
"SHAMEFUL  ACT."  Brimmer  had  better 
keep  his  jaw  jutted.  At  the  meeting,  he 
promised  voters  he  would  move  "deci- 
sively and  swiftly"  to  fix  the  city.  But 
there  is  no  guarantee  that  a  board  com- 
posed of  a  70-year-old  economist,  a  col- 
lege professor,  a  real  estate  executive, 
a  retii'ee,  and  a  museum  cm-ator  can  tiuTi 
around  the  nation's  20th-largest  city.  With 
a  high  school  cb-opout  rate  of  40%  and  its 
police  cniisers  riding  on  bald  tii"es,  D.  C. 
is  a  monument  to  lu-ban  decay. 

Complicating  Brimmer's  job  is  the 
continuing  political  turmoil  in  the  na- 
tion's capital.  No  sooner  had  the  Dis- 
trict's congi'essional  representative,  Del- 
egate Eleanor  Holmes  Norton,  brokered 


a  deal  in  Congi'ess  to  pro-  OFFICFjRSi 
vide  the  District  with  a  RHmmpr  ralk  fnr 

four-year,  $1  billion  aid  i^nmmer  caus  lor 

package  than  she  reversed  police  tO  COOl  off 
herself  and  denounced  the  protesters  who 
power  turnover  that  was  ghouted  "Free  D.C.!" 
part  or  the  deal  as  a 
shameful  act"  and  "a  grave  mistake." 
Mayor  Marion  Barry  Jr.  denounced  the 
federal  bailout  package  as  "a  rape"  of 
the  city's  liinited  home  nxle  charter.  The 
city  council  followed  suit. 

The  control  board  was  created  two 
years  ago  to  review  D.  C.  government 
budget  decisions.  Until  recently.  Brim- 
mer, who  dechned  to  speak  to  business 
WEEK,  largely  confined  his  role  to  over- 
sight of  the  bloated  30,000-employee 
municipal  payroll.  But  as  the  board 
takes  charge  of  running  much  of  the 
city,  it's  likely  to  attract  far  more  at- 
tention— and  controversy.  "Now,  Brim- 
mer has  to  express  a  vision  for  the  city 
that  will  help  refocus  a  bureaucracy 


that's  more  interested  in  its  own  p: 
leges  than  in  serving  citizens,"  s; 
Jamin  Raskin,  an  American  Univer 
law  school  dean  and  District  historial 

So  fai-,  the  control  board  has  been 
able  to  stop  the  fiscal  hemorrhagi: 
This  year's  budget  shortfall  isn't  likely 
be  much  better  than  last  year's  $75  r 
Hon  deficit.  Meanwhile,  the  city's  po] 
lation  continues  to  fall  and  tax  reveni 
are  weak.  Worse,  the  c 
is  barred  by  federal  1 
from  taxing  suburban  cc 
muters  or  real  est; 
owned  by  the  federal  g( 
eiTiment,  nonprofits,  or  1 
eign  governments. 

The  new  federal  fin; 
cial  package  will  allow  j 
District  to  borrow 
million  fi'om  the  U.  S.  TV 
suiy.  The  federal  gove: 
ment  also  will  assume 
District's  unfunded  pens 
liability  of  $4.9  billion 
inci-ease  its  share  of  Mi 
icaid  payments  to  city  r 
idents.  It  will  also  pay 
have  the  city's  prison  s; 
tem  shuttered  and 
prisoners  moved  to  fede 
and  private  facilities. 
TAX  CREDITS.  To  stem 
flight  of  the  middle  cla 
the  IRS  will  provide  $5,1 
federal  tax  credits 
first-time  home  buyers  and  an  exen 
tion  from  capital-gains  taxes  for 
vestors  in  businesses  in  impoverish 
D.  C.  areas.  "Even  with  all  that,  thou: 
the  incentives  may  still  not  be 
enough  to  get  people  to  stay,"  war 
Parry  Young,  a  Standard  &  Poor's 
rector  who  tracks  Washington's  financ 
Brimmer's  next  challenge  is  findi 
a  manager  for  the  day-to-day  operatii 
of  the  city  government.  If  he  can  fi 
someone  with  enough  political  savvy, 
could  stay  in  the  backgroimd  doing  wl 
he  does  best.  Othei^wise,  he  will  have 
get  used  to  shoving  matches  and  iri 
protesters. 

By  Paul  Magnusson  in  Washingt 


HIRE  overall  city 
manager  and 
management- 
consultant  teams 
for  nine  addition- 
al city  agencies 
now  under 
authority  of  the 
D.C.  control 
board. 


REPLACE  OR 
REAPPOINT  all 

agency  directors, 
including  those 
for  public  works, 
fire  and  emer- 
gency medical 
services,  welfare, 
public  health, 
and  housing. 


REFORM  the 

city's  contracting, 
personnel,  asset 
management, 
and  information- 
technology  pro- 
grams and  hire 
private  compa- 
nies to  aid  in  city 
tax  collection. 

DATA  BUSINESS  WEEK 


REPAIR  city 
school  buildings, 
consolidate  school 
districts,  close 
underused 
schools,  and 
make  principals 
accountable  for 
teacher  and  stu- 
dent performance. 


HELP  CLOSE 

the  city's  5,000- 
inmate  prison  in 
suburban  Vir- 
ginia. Prisoners 
would  be  trans- 
ferred to  federal 
prisons  and  pri- 
vate correctional 
facilities. 


CAPITAL 
IDEAS 

Andrew  Brimmer 
and  his  team  aim 
to  remake 

\Washmgt07i's 

[government: 
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HILTON  PLAYS 
LIKE  A  HIGH  ROLLER 

STEPHEN  BOLLENBACH  WANTS 

more  casinos — badly.  In  a 
surpiise  move,  the  Hilton  Ho- 
tels chief  executive  has  upped 
his  hostile  offer  for  itt  to  a 
heady  $70  a  share— or  $8.3 
billion.  Earlier  this  year,  itt 
I'ebuffed  BoUenbach's  $6.5  bil- 
lion offer  for  the  company 
and  embarked  on  a  series  of 
defensive  moves,  including  a 
$2  billion  debt  and  stock  buy- 
back  progi'am.  Most  recent- 
ly, ITT  announced  plans  to 
spHt  in  thi'ee,  and  many  ana- 
lysts thought  that  would  fi- 
nally put  an  end  to  Hilton's 
bid.  But  now  Bollenbach  is 
making  clear  he's  still  gun- 
ning for  itt's  prized  Caesar's 
World  casinos  so  he  can  add 
them  to  Hilton's  own  casino 


CLOSING  BELL 


FIXING  FISHER 

Fisher  Scientific  is  on  the 
operating  table,  but  it's  un- 
clear who  might  heal  the 
medical-equipment  company. 
Shares  have  jumped  more 
than  2,  to  bOVt,  since  Aug.  1 
on  speculation  that  buyout 
behemoth  Kohlberg  Kravis 
Roberts  would  bid  for  the 
company.  That  caps  a  long 
run  for  Fisher's  stock:  In  June, 
it  surged  nearly  25%  follow- 
ing an  unsolicited  offer  of  $48 
a  share  by  a  Bass  family  fund. 
KKR,  Bass,  and  Fisher  won't 
comment,  but  analysts  say 
the  firm  could  sew  up  a  deal 
without  sweetening  the  bid. 


FISHER  SCiENTIFIC 

STOCK  :'f|CE 
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holdings.  Is  $70  a  share  too 
high?  Not  for  Bollenbach, 
who  has  wasted  little  time 
energizing  the  once  sleepily 
nm  Hilton  chain  since  taking 
charge  18  months  ago. 

MGM:  WE  RE  OFF 
TO  SEETHE  BANKER 

LIGHTS,  CAMERA,  OFFERING: 

Hoping  to  capitalize  on  the 
hot  stock  market  and  the 
buzz  siuTounding  its  expected 
December  release  of  Tomor- 
row Never  Dies,  a  James 
Bond  tbriller,  Metro-Goldwyn- 
Mayei'  said  on  Aug.  5  that  it 
would  launch  an  initial  public 
offering  for  12%  of  the  com- 
pany "as  soon  as  possible." 
The  studio,  one  of  the  only 
pure  plays  in  movie  produc- 
tion, hopes  that  it  can  raise 
about  $250  million.  A  gToup 
led  by  financier  Kirk  Kerko- 
rian  that  bought  mgm  last 
year  for  $1.8  billion  from 
French  bank  Credit  Lyonnais. 

PAGING  NETWORK 
FACES  SOME  STATIC 

NOW  HEAR  this:  TROUBLED 

by  poor  acceptance  of  its 
new  voice  pagers.  Paging 
Network's  chairman  and 
chief  executive  both  resigned 
Aug.  5.  They  were  replaced 
by  board  member  and  foi-mer 
Sprint  President  John 
Frazee.  In  July,  Paging  Net- 
work officials  said  they 
would  soon  halt  expansion  of 
Voice  Now,  a  $10- a-month 
pager  service  that  sends  and 
plays  voice  messages  on  a 
handheld  pager.  Costs  of  that 
sei'vice  helped  push  second- 
quarter  losses  to  $50.4  mil- 
lion, up  from  $18.5  million  a 
year  earlier. 

A  MIRACLE  WORKER 
FOR  COLUMBIA/HCA? 

.JUST  WHAT  THE  DOCTOR 
ordered?  Tiying  to  heal  a 
stncken  Columbia/HCA  Health- 
care, CEO  Thomas  Frist  Jr.  on 


HEADLINER:  ROSEMARIE  GRECO 


GORESTATES  LOSES  A  KEY  ASSET 


Rosemarie  Greco  traveled  a 
long  way  from  the  convent 
she  left  in  1968  to  the  No.  2 
spot  at  CoreStates  Fi- 
nancial. But  on  Aug, 
4,  the  president  of 
the  Philadelphia 
bank  startled 
Wall  Street  by 
announcing  she 
was  resigning 
for  "personal 
reasons." 

Greco,  also  a  for 
mer  teacher,  had  been 
named  president  of  $47  bil- 
lion CoreStates,  the  21st- 
largest  bank,  just  over  a 
year  ago  by  CEO  Teirence 
Larsen.  She  began  in  bank- 
ing as  a  secretaiy  at  Fideli- 
ty Bank  in  1968,  moving  up 
the  ranks  to  join 
CoreStates  in  1991. 

As  president  of  Core- 


States'  holding  company, 
Greco  was  one  of  the  high 
est-ranking  women  in  ban] 
ing.  She  helped  Larsen 
manage  a  flurry  of 
successful  acquis'' 
tions,  but  Core- 
States  has  bee 
criticized  for  tl 
less-than-stella 
performance  of 
its  latest,  Mend 
an  Bancoi-p. 
Greco  declined 
comment.  But  analysts  saj 
her  departiu'e  leaves  a  vol 
in  CoreStates  managemeni 
and  increases  the  odds  it 
wiU  be  sold  or  merge.  Ban 
execs  were  already  in  the 
midst  of  a  strategic  review 
of  CoreStates'  direction 
when  Greco's  departure  w; 
announced. 

By  Amy  Bam 


Aug.  4  named  Jack  Bovender 
Jr.,  a  fellow  hca  alumnus, 
president  and  chief  operating 
ofBcei'.  Bovender,  51,  will  have 
liis  hands  full,  with  Columbia 
the  subject  of  a  massive  fed- 
eral investigation  for  possible 
Medicai-e  and  Medicaid  fi-aud. 
Three  Columbia  execs  were 
indicted  in  Florida  on  July  30. 
On  Aug.  5,  Florida  said  it 
would  also  look  into  Colum- 
bia. But  the  new  president  is 
already  working  to  clean  up 
the  company.  He  and  Frist 
have  ended  controversial 
an'angements  that  give  doc- 
tore  financial  stakes  in  its  hos- 
pitals. Says  Bovender:  "It's  a 
new  regime  with  old-school 
values." 


A  BAD  SIDE  EFFECT 
MARS  AETNA'S  CURE 

IT  MAY  BE  A  TRANSFORMED 

company,  but  Aetna  Life  & 
Casualty  still  hasn't  convinced 
investors  that  it  has  found  a 
winning  formula.  The  stock 


of  the  venerable  insu; 
which  merged  with  U 
Healthcare  in  1996  to  becc 
more  of  a  national  HMO  ou 
fell  14'/,  to  102X,  on  Auj 
after  reporting  disappoint 
second-quarter  results  in 
medical  business.  Income 
$280  million  on  revenues 
$4.63  billion  was  in  line  v 
analysts'  estimates.  But  c( 
were  higher  than  expect 
and  executives  warned  t 
Aetna  was  trimming  its  fc 
casts  for  adding  new  m* 
bers  to  its  health-care  pla 

ETCETERA... 


■  General  Motors  unveile 
$2.5  billion  share-repurch 
program. 

m  Cabletron  is  replacing 
Robert  Levine  with  Nyn 
Dan  Reed. 
B  i'(;&E  is  buying  19  N 
England  Electric  Syst 
plants  for  $1.6  billion. 

■  Clinton  named  Colin  P( 
ell's  son,  Michael,  to  a  seat 
the  FCC. 
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A  WIDE  SELECTION  OF  HIGHLY  RATED  FUNDS 


EVERYWHERE  YOU  LOOK  IN  THIS  FAMILY 
OF  FUNDS,  THERE'S  AN  OVE  R  ACH  I  E  VE  R. 


HIGHLY  RATED  FUNDS  IN  EVERY  CATEGORY 


Growth  Funds 

Overall 

3  Year 

5  Year 

10  Yea 

Fidelity  Dividend  Growth  Fund 

5* 

5* 

N/A 

N/A 

Fidelity  Low-Priced  Stock  Fund" 

5* 

4* 

5* 

N/A 

Growth  And  Income  Funds 

Fidelity  Growth  &  Income  Portfolio 

5* 

5* 

5* 

5* 

International  Funds 

Fidelity  Europe  Capital  Appreciation'-"' 

5* 

5* 

N/A 

N/A 

Fidelity  Worldwide  Fund' 

5* 

4* 

5* 

N/A 

Sector  Funds 

Select  Electronics  Portfolio'" 

5* 

5* 

5* 

5* 

Select  Food  &  Agriculture  Portfolio'^' 

i  5* 

s  4* 

S 

4* 

5* 

Select  Home  Finance  Portfolio'" 

5* 

5* 

5* 

5* 

Fixed-Income  Bond  Funds 

Spartan*  Short-Intermediate 

5* 

5* 

5* 

4* 

Municipal  Income  Fund 

High  Yield  Bond  Funds 

Spartan*  High-Income  Fund" 

5* 

5* 

5* 

N/A 

Momingstar  Ratings  as 

of  6/30/97' 

le  number  of  funds  within  the  domestic  equity  category  tracked  by  Momingstar  as  of  6/30/97  was  1997, 1 134  and  618 
!  a  3-,  5-  and  10-year  basis,  respectively;  for  the  international  equity  funds  category,  it  was  525,  235,  and  85  on  a  3-,  5- 
id  10-year  basis,  respectively;  for  the  taxable  bond  funds  category  it  was  1248,  677  and  283  on  a  3-,  5-  and  10-year  basis, 
spectively;  and  for  the  municipal  funds  category  it  was  1315,  640  and  297  on  a  3-,  5-  and  10-year  basis,  respectively, 
omingstar  domestic  equity  fund  universe  included  domestic  stock  funds  (which  included,  but  were  not  limited  to, 
owth,  growth  and  income,  and  equity  income  objectives)  and  specialty  funds  There  is  a  minimum  3-year  performance 
quirement  before  a  fund  is  rated. 


Fideiiiy 


YOU  WORKED  HARD 
FOR  YOUR  MONEY. 

ISN'T  IT  TIME  YOUR  MONEY 
WORKED  HARD  FOR  YOU? 

Before  you  invest  with  ]ust  any- 
one, consider  investing  with  the 
company  that  has  highly  rated 
funds  across  every  Momingstar 
category. 

Of  course,  past  performance 
IS  no  guarantee  ol  future  results, 
and  you  may  have  a  gain  or  loss 
when  you  sell  shares.  But  if  you're 
lookmg  for  the  company  with 
highly  rated  funds,  look  no  further. 


CALL  TODAY  FOR 

YOUR  FREE 
FUND  FACT  KITS. 


1-800-544-0029! 


www.f  idelity.com 


inuesiments 


FIDELITY  INVESTIMENTS® 

s 

z 
e 


NEIWORK® 


iervice;  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

ore  complete  information  on  any  Fidelity  fund,  including  charges  and  expenses,  call  or  write  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

funds  have  a  3%  sales  charge,  'This  fund  has  a  redemption  fee  of  1,50%  on  shares  held  less  than  90  days  'Foreign  investmenLs  involve  greater  nsla  than  U  S  investments  "This  lund 
edemption  fee  of  1%  on  shares  held  less  than  90  days,  Tf  you  sell  shares  of  a  Select  equity  fund  after  holding  them  29  days  or  less,  the  fund  will  deduct  a  redemption  fee  equal  to 
)f  the  value  of  those  shares  For  shares  held  30  days  or  longer,  the  redemption  fee  is  up  to  $7.50.  In  addition,  there  may  be  a  $7.50  fee  for  each  exchange  out  of  a  Select  equity  fund 
in  mind  this  investment  has  potentially  high  nsks  as  well  as  rewards.  'This  fund  has  a  redemption  fee  of  1%  on  shares  held  less  than  270  days  "Lower  quality  securities  offer  higher 
but  also  carry  higher  nsk,  "Highly  rated  funds  were  defined  as  those  funds  that  have  a  4-  or  5-star  overall  Momingstar  rating  Momingstar  propnetary  ratings  reflect  histoncal  nsk- 
■d  performance  as  of  6/30/97,  The  ratings  are  subject  to  change  every  month,  Momingstar  ratings  are  calculated  from  a  fund's  3-,  5-  and  10-year  average  annual  retum  in  excess  of  the 
■  Treasury  bill,  including  loads,  if  appropnate,  and  a  nsk  factor  that  reflects  performance  below  the  90-day  Treasury  bill  Of  all  the  funds  in  each  category,  10%  rate  5-stars  from 
igstar  and  22,5%  rate  4-stars  Share  pnces  and  retums  will  vary  Fidelity  Distnbutors  Corporation  FundsNetwork  is  a  service  provided  by  Fidelity  Brokerage  Services,  Inc 
erNYSE,SlPC,  2d/36306  001 


Growing  your  business  used  without  setting  foot 

to  mean  investing  in  liiand  new     That's  the  power  you  ge 


inlrastrncture  and  all  that  goes 
with  it.  IBM  hiternet  solutions 
are  helping  to  ehange  all  that. 
Today,  companies  are  using  IBM 
Commerce  Point  "software  and 


II3M  Internet  solution 
combination  of  tec 
professional  services 
how  that's  enabling 
e-business  oppoitunities 


services  to  luiild  virtual  stores      Learn  how  you  can  reach 


the 

how  do  we 
sell  more 
stuff  to  more 

bin 


that  go  beyond  Websites. 

A  customers  Web  visit  is  lurried 
into  a  more  efficient  business 
transaction  tliat  can  boost  sales. 
Even  remote  customers  are  able 
to  order  merchandise  online. 


customers  on  the 

Just  drop  by  www.i 
internetsolutions,  or 
call  at  I  800  IBM- 
NC04,  for  our  free 
on  commerce  soluti< 


peopL 


Solutions  for  a  small  plani-t " 


more  places?' ' 

solution 


Washington  Outlook 


-ED  BY  OWEN  ULLMANN 


HERE  IS  CLINTON  HEADED? 

ATGH  HIS  CHOICE  FOR  STAFF  CHIEF 


le  balanced-budget  bill  signed  into  law  by  Bill  Clinton  on 
\ug.  5  may  win  the  President  a  place  in  history.  For 
^hief  of  Staff  Erskine  B.  Bowles,  it's  a  ticket  home  to 
h  Carolina.  A  venture  capitalist  who's  never  warmed 
pital  risk-taking,  Bowles  vowed  to  stay  on  the  job  just 
enough  to  tame  the  deficit. 

)W,  with  Bowles  viidely  expected  to  depart  before  year's 
White  House  colleagues  and  lawmakers  on  Capitol  Hill 
speculating  about  a  replacement.  The  favorites:  Ti-ea- 
Secretary  Robert  E.  Rubin,  Office  of  Man- 
lent  &  Budget  Director  Franklin  D. 
3s,  National  Security  Adviser  Samuel  R. 
er.  Deputy  Chief  of  Staff  John  D.  Podesta, 
ihief  congressional  lobbyist  John  L.  Hilley. 
choosing  a  new  staff  chief,  the  President 
De  sending  an  important  signal  about  his 
for  the  next  thi-ee  years.  Will  he  seek  a 
es  clone  who  can  work  with  a  gop  Con- 
;  to  cut  deals?  Does  he  want  a  visionai-y 
can  mold  a  Clinton  legacy?  Will  he  shift 
; — like  most  second-term  Pi-esidents — fi'om 
(stic  to  foreign  policy?  Or  will  he  play  it 
with  a  supermanager  who  keeps  Chnton 
hedule  and  minimizes  scandal  fallout? 
FOCUS?  Although  the  job  is  high-profile, 
J  it  may  require  a  Clinton  charni  offensive 
.he  one  that  lured  Bowles.  Rubin  rebuffed  JOB  DONE: 
inton  feeler  about  taking  the  post  in  1996 
5till  tops  the  President's  list.  The  former  Wall  Street 
is  one  of  Chnton's  closest  advisers  and  "he  knows  the 
I  e  House  staff  better  than  anybody  else,"  says  one  insider. 
(  Clintonites  think  Rubin  might  be  persuaded  to  take  the 
'  he's  allowed  to  focus  on  trade  and  other  international 
)mic  initiatives.  But  Rubin's  selection  wouldn't  augur 
'  for  compromise  vdth  Congress  on  issues  such  as  tax  re- 
Republicans,  who  admire  Bowles  as  a  fiscal  consei'vative 
can  trust,  grouse  that  the  Treasury  chief  is  too  partisan. 


The  GOP  would  be  much  happier  if  Clinton  tapped  Raines. 
Hill  leaders  credit  him  for  playing  a  major  role  in  crafting  the 
budget  deal.  And  White  House  colleagues  say  the  fonner 
Fannie  Mae  vice-chairman  is  a  strong  manager  skilled  at 
forging  compromises.  As  staff  chief,  Raines,  an  advocate  of  en- 
titlement reform,  would  be  expected  to  make  overhauling 
Medicare  and  Social  Secmity  a  top  piiority.  For  now,  though, 
Raines  insists  he  doesn't  want  the  job. 

If  Rubin  and  Raines  are  tine  to  their  word,  Clinton  may 
turn  to  National  Security  Adviser  Berger,  a 
longtime  friend  and  adviser.  With  Berger  at 
his  side,  Clinton  would  spend  more  time  on 
the  international  stage  pressing  for  Mideast 
breakthroughs  and  maybe  a  rapprochement 
with  Iran.  Bowles's  deputy,  Podesta,  is  an  or- 
ganizational whiz  and  veteran  ti'oubleshooter  in 
charge  of  Whitewater  and  Donorgate  damage 
control.  His  elevation  would  mean  that  Clinton 
is  opting  to  stay  the  course  while  mounting 
an  aggi'essive  counterattack  against  ethics  al- 
legations. Hilley,  a  former  Hill  staffer  respect- 
ed on  both  sides  of  the  aisle,  could  help  the 
President  forge  legislative  compi'omises.  "Clin- 
ton needs  somebody  who  can  wire  him  with 
Congi"ess,"  says  former  adviser  Dick  Moms. 
"Hilley  is  tnisted." 

If  the  President  looks  outside  the  Adminis- 

  tration,  one  candidate  is  fonner  White  House 

counsel  Jack  Quinn,  once  chief  of  staff  to  Vice-President  Al 
Gore,  who  will  be  playing  a  more  prominent  role  in  the 
White  House  as  2000  approaches.  Hill  Democrats  are  pushing 
California  Representative  Vic  Fazio,  a  partisan  wamor  like 
Bowles's  predecessor,  Leon  E.  Panetta. 

Bowles  ended  the  warfare  and  forged  bipartisan  tiust  in 
Washington.  Now,  Chnton  has  to  decide  whether  to  build 
on  that  legacy  or  retm-n  to  the  days  of  political  confrontation. 

By  Richard  S.  Dunham 


wants  out 


CAPITAL  WRAPUP 


E  NEW  FACE  OF  THE  GOP? 

-epublican  National  Committee 
lirman  Jim  Nicholson  wins  raves 
m  party  insiders  as  a  strong  fund- 
5er  and  manager,  but  some  GOPers 

he  lacks  the  charisma  of  his  folksy 
decessor,  Haley  Barbour.  Their 
ation:  a  telegenic  spokesperson  for 

RNC.  One  name  being  kicked 
und  is  Representative  Bill  Paxon 
"iew  York,  who  was  deposed  from 

House  Republican  leadership  in 
y  following  the  failed  coup  against 
use  Speaker  Newt  Gingrich  (R- 


Ga.).  Newtoids  fear  Paxon's  selection 
would  be  a  slap  at  Gingrich  and 
embolden  the  upstate  New  York  law- 
maker to  challenge  Gingrich  for  the 
Speakership. 

To  dampen  anti-Newt  sentiment  in 
the  House,  some  senior  Republicans 
are  talking  about  ending  this  year's 
session  of  Congress  as  early  as  Oct. 
24.  GOP  strategists  say  an  early  ad- 
joiunment  will  give  lawmakers  more 
time  to  bond  with  constituents  and 
less  time  to  stu'  up  another  rebelhon. 
One  proponent  dubs  the  idea  the 
"Speaker  Protection  Plan." 


SO  YOU  WANTED  A  TAX  CUT 

►  It  was  well  known  that  the  1997  tax 
act  would  complicate  the  Internal 
Revenue  Code.  But  Commerce  Clear- 
ing House,  a  pubhsher  of  tax  news, 
tells  just  how  badly.  It  figures  the  law 
creates  285  new  sections  of  the  code 
and  amends  824  others.  Some  36  pro- 
visions are  changed  retroactively,  and 
114  others  took  effect  on  Aug.  5 — the 
day  the  bill  was  signed.  An  additional 
69  will  take  place  in  1998  and  5  in 
1999  and  beyond.  Congress  explains  it 
all  in  just  225,000  words. 
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International  Business 


CHINA 


OVERHAULING 
CHINA  INC.? 

Beijing's  new  catchword:  Privatization 


First  came  President  Jiang  Zemin's 
call  in  May  for  gi-eater  privatiza- 
tion of  the  Chinese  economy  at  a 
speech  to  ranking  cadres  at  the 
Central  Party  School.  Then,  economic 
czar  Zhu  Rongji,  who  many  expect  to 
become  the  next  premiei;  used  his  wide- 
ly publicized  12-day  tour  across  China's 
noithem  Rust  Belt  in  July  to  lecture  ail- 
ing state  enterprises  on  the  need  to 
shape  up. 

It  has  all  the  markings  of  a  political 
crusade.  Much  the  way  the  late  Deng 
Xiaoping  got  the  capitalist  bandwagon 
rolling  with  his  1992  sweep  through 


POINT  MAN 


South  China,  the  Commu- 
nist Party  hiei-archy  has 

been  out  on  the  hustings  to  Vice-Premier  Zhu  hopes 
rally  consensus  for  a  new  the  new  reforms  will  pave 
wave  of  bold  economic  re-  his  wav  to  the  premiership 

lorms.  Ihe  mitiatives  are  ^  t  i 

now  being  debated  between  swims  and 
seafood  banquets  at  the  leadershiji's  an- 
nual retreat  at  China's  coastal  resort  of 
Beidaihe.  They  are  likely  to  be  unveiled 
at  this  fall's  Party  Congi'ess,  the  confab 
conducted  every  five  years  to  chart  the 
country's  future  course. 

The  agenda  is  expected  to  be  far- 
reaching.  A  key  feature:  promoting  a 
wave  of  mergers  meant  to  consolidate 
unvrieldy,  massively  overbuilt  industries 


ranging  from  cars  to  consumer  appli- 
ances. Thousands  of  government-owned 
factories  are  to  be  sold  or  pushed  into 
bankruptcy.  Instead,  Beijing  wiW  focus 
on  nurturing  some  1,000  conglomerates, 
not  unlike  the  business  gi"oups  of  Japan 
and  South  Korea,  to  lead  China  into  the 
21st  centuiy 

NEXT  LEVEL.  Combined  with  other  re- 
forms, such  as  national  pension  and 
health-care  systems  that  will  relieve  the 
heavy  social-welfare  bmxlens  of  employ- 
ers, the  goal  is  not  only  to  keep  the 
state  sector  ft-om  financial  collapse.  It 
also  is  aimed  at  pushing  China's  economy 
to  the  next  level, 
producing  industrial 
conglomerates  big 
and  efficient  enough 
to  compete  globally. 
Says  Denis  Simon, 
dii'ector  of  Andersen 
Consulting's  China 
Strategy  Group: 
"China  needs  to  re- 
cast its  entire  indus- 
trial architecture." 

Such  reforms 
could  bring  wi'ench- 
ing  pain  in  a  coun- 
tiy  where  m-ban  un- 
employment already 
is  neai-  15%.  But  the 
timing  has  rarely 
been  better.  After 
four  years  of  tight- 
money  policies,  Zhu 
seems  to  have  engineered  a  remarkably 
soft  landing  for  the  once  overheated 
economy.  In  this  year's  fii'st  six  months, 
the  economy  gi'ew  9.5%.  Retail  inflation 
is  just  1.8%,  after  hitting  24%.  in  1994. 
China  is  posting  big  trade  surpluses, 
and  foreign  reserves  top  $121  billion. 
This  comes  at  a  time  when  neighbors 
such  as  Thailand,  South  Korea,  and 
Malaysia  have  been  hit  by  plunging  cm*- 
rencies  and  flat  export  grovrth. 


I 


til 


China's  leadership  is  now  ft-ee  to  C( 
centrate  on  the  economy.  Two  ma^ 
tests  of  stability  this  year — the  death  ji 
Deng  and  the  July  handover  of  Ho 
Kong — have  passed  without  incident, 
his  quest  to  assume  Deng's  mant 
Jiang  would  like  to  be  known  as  t 
leader  who  turned  China  into  a  m(  t(| 
ern  industrial  powei\  And  Zhu  woi 
like  to  burnish  his  claim  to  the  pi 
miership  when  conservative  Li  Peng 
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i'  ■  next  spring.  Besides,  many  city 
ut  provincial  govemments  are  already 
li  )ing  on  the  reform  bandwagon  as 
Ij  try  to  salvage  their  industries. 
'  lat's  not  to  say  the  leadership  isn't 
r  r  a  daunting  challenge.  For  staitei"s, 
1  e's  the  magnitude  of  the  problem. 
\  ifding  to  a  June  World  Bank  re- 
)  ,  about  half  of  China's  118.000  state 
i  ])i-ises  lost  money  in  1996,  up  from 
I  third  two  years  ago.  Still,  they  suck 


BLOATED 

Many  state  companies  are 
money  losers,  yet  they  suck 
up  most  of  the  credit 

up  75%  of  domestic  credit.  Thus, 
the  banking  system  is  a  night- 
mare: At  least  20%  of  loans  are 
nonperfonning. 

Beijing  will  have  to  proceed 
gingerly  to  avoid  a  social  back- 
lash. Jiang  is  taking  "a  no-pain, 
no-gain  approach  to  the  econo- 
my," says  one  Western  diplomat. 
"That's  not  a  very  popular  posi- 
tion." Already,  there  ai"e  reports 
of  rising  worker  unrest.  In  July, 
hundreds  of  people  hit  the 
streets  to  protest  a  textile  fac- 
toiy  closiu'e  in  Sichuan  Province. 
The  nervous  provincial  govern- 
ment agi'eed  to  pay  workers  lui- 
til  they  find  new  jobs.  That 
doesn't  bode  well  for  Beijing. 
According  to  official  estimates, 
15  million  workei-s — 12.5%  of  the 
workforce  at  state  entei-prises — 
will  have  to  be  laid  off  in  the 
coming  years. 

Chinese  leaders  know  they 
can't  procrastinate.  Indeed,  many 
authorities  at  the  local  level 
aren't  waiting  for  Beijing  to  set- 
tle on  a  game  plan.  Take  housing 
refonn.  To  spur  the  movement 
toward  private  ownership,  au- 
thorities in  the  eastern  city  of 
Nanjing  banned  local  enteiprises 
from  renting  new  apartments  to 
their  employees.  Instead,  they 
must  sell  them  to  workers. 
MORE  MERGERS.  Local  govern- 
ments are  tackling  another 
major  problem:  enormous  over- 
capacity because  too  many  fac- 
tories make  similar  goods.  In 
Shanghai,  the  city  has  already 
idled  230,000  workers  in  its  ef- 
fort to  consolidate  its  bloated 
textile  sector.  So  far,  the  city 
has  sent  150,000  of  these  work- 
ers to  training  centers  to  study 
computers,  accounting,  and  other 
new  skills. 
Shanghai  also  is  at  the  forefront  of 
mergers.  The  city  recently  established 
the  Yangtze  River  Region  Asset  &  Eq- 
uity Exchange,  a  bom'se  for  buying  and 
selhng  holdings  of  state  enterprises  in 
11  provinces.  Among  the  first  deals  bro- 
kered by  the  exchange  was  the  sale  of  a 
bankiTipt  iubber  plant  in  Chongcjing  for 
$12  million  to  the  Shanghai  Huayi 
(Group)  Co.,  a  diversified  industrial  con- 
glomerate. "There  are  more  transre- 


gional  mergers  than  ever,"  says  the  ex- 
change's president,  Zhang  Hailong,  who 
expects  the  boiu'se  to  handle  $2.4  billion 
worth  of  deals  this  year 

But  that  is  only  a  small  start  given 
what  needs  to  be  done.  Numerous  in- 
dustries are  overcrowded  with  rivals, 
few  of  them  big  enough  to  compete  ef- 
ficiently. China  has  123  car  and  truck 
plants,  for  example,  that  made  just  1.47 
million  units  last  year — less  than  one- 
sixth  the  output  of  Detroit's  Big  Three. 
Yet  at  last  count,  22  Chinese  munici- 
pal, provincial,  and  regional  governments 
still  are  targeting  auto  manufacturing. 
There  are  189  motorcycle  factories,  and 
so  many  televisions  were  being  chmned 
out  that  Beijing  has  banned  new  plants. 

To  spui'  consolidation,  Beijing  has  eai- 
marked  $3.7  billion  to  ease  the  pain  of 
mergers  and  bankiiiptcies.  It  also  plans 
to  modernize  its  stock  and  bond  mai'kets 
so  that  companies  can  depend  less  on 
banks  for  financing.  Wliat's  more,  Jiang 
has  said  that  state  enterprises  should 
have  a  much  broader  ownership  base 
and  that  government  ownership  of  less 
than  51%'  of  shares  is  acceptable. 

For  China,  which  still  officially  chngs 

THE  GAME  PLAN 

•  Concentrate  on  turning  the  top 
1,000  state  companies  into  strong 
conglomerates,  allowing  many  of  the 
remaining  117, 000  to  be  sold  or 
closed 

•  Greatly  reduce  the  number  of 

redundant  factories  making  cars, 
beer,  appliances,  and  other  goods  by 
encouraging  mergers  and 
discouraging  new  entrants 

•  Release  state  companies  from  the 
burden  of  providing  health  care, 
pensions,  and  housing  by  setting  up 
national  health  and  retirement 
schemes  and  making  it  easier  for 
workers  to  buy  homes 

•  Broaden  government  programs  to 
retrain  an  estimated  15  million 
factory  workers  who  will  lose  their 
jobs  through  consolidation 

DATA  WORLD  BANK,  BUSINESS  WEEK 

to  Marxism  as  a  guiding  principle,  the 
implications  of  Jiang's  message  are  huge. 
Predicts  Goldman  Sachs  (Asia)  Execu- 
tive Director  Shan  Li:  "The  15th  Party 
Congi-ess  will  be  the  Congi'ess  of  priva- 
tization." If  so,  China's  communist  lead- 
ers will  have  crossed  an  ideological 
tkreshold  even  Deng  dai'ed  not  breach. 

By  Dexter  Roberis  in  Beijing,  with 
Mark  L.  Clifford  in  Hong  Kong  and 
Matt  Miller  in  Shanghai 
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COMMENTARY 

By  Brian  Bremner 

SOUTH  KOREA  NEEDS  A  FEW  GOOD  BANKRUPTCIES 


A reckoning  of  sorts  is  under  way  in 
Seoul.  Years  of  relentless  and 
debt-fueled  corporate  expansion 
have  culminated  in  the  failui'e  of  five 
major  South  Korean  industrial  gi'oups, 
or  dmebol,  since  January.  It  has  been 
a  jolt  to  Koreans  who  thought  the 
chaebol  were  too  big  and  too  political- 
ly plugged  in  to  ever  go  under 

Of  course,  the  crisis  could  also  be 
an  opportunity.  Allowing  the  weakest 
of  the  overbuilt  steel  and  auto  mak- 
ers to  go  bankrupt  would  mean  the 
healthy  shakeout  of  an  economy 
that's  leveraged  to  the  hilt. 

It's  a  pity  that  probably  won't 
happen  soon.  Already,  there  are 
signs  that  Korean  President  Kim 
Young  Sam's  government  intends  to 
reshuffle  assets  among  existing 
chaebol  rather  than  let  some  fail 
outright.  The  government's 
plan  for  a  mix  of  handouts 
and  stage-managed  merger 
won't  add  up  to  the  over- 
haul of  the  chaebol-Aom\- 
nated  economy  the  coun- 
try so  desperately  needs. 
DOWNGRADE?  Such  pref- 
erential tr-eatment  mat- 
tered less  when  Kor-ea 
was  gr-owing  at  double- 
digit  rates.  But 
it  matters  gTeat- 
ly  now  that  this 
$485  biUion  economy  is 
losing  its  export  competi- 
tiveness and  growth  has 
slowed  to  near  5%.  The 
country  lacks  a  vibrant 
small-business  sector  to 
generate  jobs,  and  it  has 
borrowed  heavily  in  off 
shor'e  capital  markets.  Kor-ea's  pri- 
vate foreign-debt  exposur^e  is  about 
$100  billion,  or  20%  of  gr-oss  domestic 
product.  A  lot  of  that  is  short-term 
financing  that  could  bolt  at  the  fir'st 
whiff  of  more  trouble.  That's  why,  on 
Aug.  4,  credit-rating  agency  Moody's 
Investors  Service  placed  South  Kore- 
an debt  on  review  for  a  possible 
dovragrade. 

All  this  cries  out  for  some  serious 
pohtical  leadership.  Yet  so  far,  Km's 
governiment  seems  more  interested 
in  preserving  the  status  quo  in  order 
to  ensure  the  success  of  his  riiling 


New  Korea  Party  in  a  general  elec- 
tion set  for  December  Consider  the 
recent  moves  by  state-owned  Pohang 
Iron  &  Steel  Co.  It  snapped  up  a  big 
chunk  of  bankrupt  Sammi  Steel  Co. 
earlier  this  year  and  last  month 
made  a  $2.25  bilhon  bid  with 
Dongkuk  Steel  Mill  Co.  for  part  of 
the  steelworks  of  another  failed 
chaebol,  the  Hanbo  Gr-oup.  The  bid 


1' 

all 


11. 


Almost  every  sector  has  too  much 
capacity.  Letting  the  weakest 
chaebol  go  under  would  be  healthy 


was  r-ejected  by  Hanbo's  creditors. 
Even  so,  investors  have  been  dum}> 
ing  Pohang  shar'es,  fearing  the  gov- 
er-nment  wiW  strong-ar-m  the  compa- 
ny into  putting  Hanbo  employees  on 
its  payroll,  adding  unneeded  capacity. 
True,  the  move  would  soften  the  eco- 
nomic pain.  But  it  certainly  doesn't 
make  much  economic  sense  given  the 
global  glut  in  steel  production. 

On  another  fi'ont,  the  Federation 
of  Korean  Industries,  as  well  as  ordi- 
nary Koreans  who  have  launched  a 
public  support  campaign,  want  the 
government  to  pr'op  up  the  $20  bil- 


lion Kia  Group.  The  ailing  auto-and 
steel  concern,  with  $10.7  billion  in 
debt,  became  insolvent  in  nrid-July. 
Its  two  auto  affiliates,  Kia  Motors 
Corp.  and  Asia  Motors  Co.,  and  the; 
supplier  networks  account  for  1.5% 
of  the  nation's  economic  output. 
CAR  GLUT.  Analysts  think  Samsung 
Group,  which  won  government  ap- 
proval to  enter  the  overcrowded  aut 
industry  next  year,  is  angUng  for 
Kia,  though  Samsung  isn't  talking. 
Maybe  Samsung  or  rival  car- 
makers Hyundai  Corp.  and 
Daewoo  Corp.  could  revive! 
Kia.  But  does  Korea  real4i 
ly  need  a  half-dozen  m; 
jor  carmakers  planning 
to  manufacture  an  ex- 
cess supply  of  3.45  mD  - 
lion  vehicles  by  2001? 

To  its  credit,  Kim'sfcei 
government  has  taker  id 
tentative  steps  to  cut  on 
chaebol  debt  levels. 
The  Finance  &  Econc|eji 
my  Ministry  has  set 
new  guidehnes  that  ba 
banks  fi*om  lending  moi  i  s 
than  45%  of  their  capital 
base  to  any  one  conglomer-  ici 
ate.  It  has  also  limited  tax 
write-offs  on  interest  pay- 
ments by  companies  wdth 
stratospheric  debt  loads.  But 
that's  just  a  modest  start. 

The  truth  is,  Korea  has  too 
much  capacity  in  virtually 
every  sector.  And  that  means 
some  businesses  need  to  fail. 
It  also  means  that  rock-sohd 
job  security  and  wage  gains 
that  have  outpaced  productivi^i 
ty  gains  for  the  better  part  of  a 
decade  can  no  longer  be  guaranteed 
either  If  the  chaebol  don't  clean  up  it 
their  balance  sheets,  refocus  on  core|ei 
strengths,  and  dump  money-losing 
businesses,  their  problems  will  only 
compound.  It  won't  be  a  joyride  for 
Kim  or  the  chaebol.  But  the  altema-l 
five  is  to  let  things  get  so  bad  that 
for-eign  lenders  call  in  their  loans  ani 
currency  speculators  hammer  the 
won.  Just  ask  the  Thais. 

Bremner  is  BUSINESS  week's 
Tokyo  bureau  chief. 
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iohVs  tax  reform  stalls,  CEOs  send  jobs  and  capital  abroad 


ist  when  it  seemed  things  couldn't 
ret  much  worse  for  Germany,  they 
iid.  Despite  forecasts  of  accelerating 
omic  growth,  the  countiy's  woes — 
shing  unemployment,  a  plummeting 
ency,  and  government  paralysis — 

cast  a  pall  over  the  summer  holi- 
.  Then,  in  late  July,  the  Bundes- 
:  signaled  it  might  raise  interest 
;  for  the  first  time  since  1992.  And  a 
ical  showdown  snuffed  out  Chan- 
r  Helmut  Kohl's  tax  reform  pack- 
which  business  badly  needed. 
I  a  country  that  has  waited  six 
s  for  its  economy  to  regain  vitaUty, 
malaise  may  be  reaching  a  crisis 
t.  It's  not  just  the  4.4  million  jobless 
feel  the  system  has  let  them  down. 

upper  echelons  of  business  and 
lemia  are  growing  more  negative 
;he  day  on  Germany's  "consensus 
talism."  And  pohticians  have  so  far 
sed  to  risk  decisive  action.  Indeed, 

impasse  over  taxes  has  sent  a 
itening  signal  that  other  needed  eco- 
ic  reforms  vdll  stay  on  the  back 
ler  until  after  parliamentary  elec- 
3  in  September,  1998. 
xecutives  are  furious  at  Bonn.  "We 


TAX  REFORM 


need  the  politicians  to  give  us  a  rea- 
sonable framework  and  the  ft-eedom  to 
[compete],"  says  Manfred  Schneider,  ceo 
of  chemical  giant  Bayer  Group.  Adds 
Peer  Schatz,  chief  financial  officer  of 
biotech  company  Qiagen:  "Just  when 
we  need  leadership,  we  have  a  govern- 
ment that  can't  get  anything  done.  It's 
very  disillusioning."  A  BMW  exec  calls 
reform's  failure  "a  fiasco  for  GeiTnany." 

Coi-porate  ire  wQl  chive  Gemiany  into 
worse  trouble.  So  far,  the  recovery  has 
been  propelled  by  exports,  made  more 
competitive  on  world  markets  by  the 
weak  mark.  With  unemployment  stuck 
ai'ound  11%,  consumer  demand  has  been 
sluggish.  As  exports  hfted  profits,  the 
goveiTunent  had  hoped  companies  would 
start  expanding  domestic  factories  and 
adding  personnel  later  this  year. 

Instead,  disgusted  CEOs  are  likely  to 
keep  sending  jobs  and  capital  abroad, 
where  wages  and  taxes  are  lower.  The 
outflow  of  direct  investment  ft'om  Ger- 
many hit  $25  bilUon  in  1996,  double  the 
1993  level.  That  stream  could  turn  into  a 
toirent  if  Eiu'ope,  as  planned,  sliifts  to  a 
single  currency  in  1999,  because  Ger- 
man companies  will  no  longer  face  any 


KOHL:  The  deadlock  over  reform  has 
left  business  leaders  furious 

exchange-rate  risk  if  they  relocate  to, 
say,  Spain  or  Portugal. 

Economists  had  predicted  that  tax 
reform  would  offset  the  relocation  trend, 
adding  as  much  as  a  percentage  point  to 
gross  domestic  product  gi-owth  in  1999. 
No  more.  "This  is  a  disaster  for  the 
German  economy,"  says  Bank  Julius 
Baer  economist  Gerhard  Grebe.  He  pre- 
dicts GDP  gi'owth  will  top  out  at  2.7% 
next  year  and  drop  again  in  1999  to 
2.5%.  Such  gi-owth  rates  aren't  nearly 
enough  to  make  a  dent  in  joblessness. 
LOOKING  FOR  HAVENS.  Fears  of  an  in- 
terest-rate hike  are  adding  to  the  nega- 
tive vibes.  The  mai'k  has  plunged  21% 
this  yeai-,  to  about  1.88  per  dollar.  If  it 
keeps  dropping,  many  analysts  believe 
that  inflation  worries  will  force  the 
Bundesbank  to  phase  in  higher  short- 
term  bank  rates.  Most  analysts  figure 
the  centi-al  bank  will  do  all  it  can  to  avoid 
raising  rates,  but  "the  odds  are  going 
up"  that  it  will  have  to  act,  says  Kennit 
Schoenholtz,  London-based  global  chief 
economist  for  Salomon  Brothers  Inc. 

No  wonder  capital  is  going  on  strike 
against  Germany.  Last  year,  foreign 
companies  repatriated  all  their  German 
profits — a  net  $2.6  billion.  That's  the 
fii-st  outflow  in  years.  Domestic  compa- 
nies aren't  spending  as  expected,  either 
And  some  are  taking  radical  action. 
Geers  Horakustik,  a  470-employee  Ger- 
man heaiing-aid  company,  may  move  its 
purchasing  operations  to  a  tax  haven 
abroad.  Says  ceo  Volker  Geers:  "It's 
clear  now  that  costs  [in  Germany]  are 
only  going  to  rise." 

Ironically,  Germany's  stock  index 
keeps  reaching  new  highs.  While  Bonn 
dithers,  coii^orate  chieftains  have  shoul- 
dered the  bmxlen  of  trimming  costs  and 
focusing  on  shareholder  value.  As  a  re- 
sult, the  DAX  is  up  49%  year-to-date. 
But  since  companies  are  boosting  profits 
largely  by  exporting  employees  and  cap- 
ital, the  stock  euphoria  doesn't  reflect 
the  economic  climate.  Without  reform, 
more  German  companies  will  keep  try- 
ing to  flee  high  taxes  and  wages.  Stock 
boom  or  no,  that  means  the  German 
economy  will  only  get  hollower 

By  Thane  Peterson,  Karen  Lowry 
Miller,  and  David  Woodruff  in 
Frankfurt 


The  Kohl  government's 
inability  to  push 
through  a  tax  reform 
package  could  depress 
capital  investment  and 
economic  recovery. 


CURRENCY  WOES 


The  mark  is  off  substan- 
tially this  year  against 
the  dollar  and  the 
pound.  That's  boosting 
exports — but  also 
fueling  infliation  fears. 


RATE  JIHERS 


To  bolster  the  mark, 
the  Bundesbank  has 
signaled  that  it  may 
hike  interest  rates — 
another  blow  to  business 
confidence. 


dRIDLOCK 


The  government  is  likely 
to  put  off  badly  needed 
labor,  health-care,  and 
pension  reforms  until 
after  parliamentary  elec- 
tions in  September,  1998. 
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BARLEY  HARVEST:  Farmland  buyers  see  a  rich  market  for  foodstuffs  in  Asia 


ARGENTINA 


A  STAMPEDE 
ON  THE  PAMPAS 

George  Soros  leads  a  horde  of  investors  buying  Argentine  land 


The  Argentine  pampas  possess  some 
of  tlie  world's  most  fertile  fannland. 
In  the  fii-st  quarter  of  this  century, 
commodities  such  as  beef  and  wheat 
made  the  country  one  of  the  world's  10 
richest.  But  by  the  1930s,  exorbitant 
expoit  taxes,  inadequate  infrastructure, 
and  economic  and  political  instability 
had  scared  away  most  investors. 

Not  anymore.  Led  by  U.  S.  financier 
George  Soros,  deep-pocketed  investors 
are  returning  to  the  Argentine  heart- 
land, where  land  sales  have  quadrupled 
since  1991,  according  to  Madero  Lanusse 
Belaustegui,  a  real  estate  company  in 
Buenos  Aires.  Encouraged  by  rising 
world  commodity  prices,  the  buyers  be- 
lieve Argentina  will  help  fill  Asia's  fast- 
growing  demand  foi'  foodstuffs. 
Lower  inflation,  reduced  taxes 
on  exports,  and  improved  i-oads 
and  telecommunications  are  once 
again  making  farming  a  lucra- 
tive business. 

As  agiicultural  subsidies  and 
trade  barriers  fall  worldwide, 
Ai'gentina's  annual  farm  output 
is  expected  to  rise  ft'om  52.8  mil- 
lion tons  now  to  80  million  by 
2000.  "The  competitiveness  of 
Ai'gentine  land  is  the  best  in  the 
world  for  pi'ice  and  yield,"  says 
Bmno  Barbier,  the  Belgian  pres- 
ident of  Agro-Invest,  which 
manages  a  $20  million  fund  in- 


vesting in  Argentine  land  acquisitions. 
Says  Eduardo  Elsztain,  Soros'  partner 
in  Argentina:  "The  sector  is  experienc- 
ing a  dynamism  it  hasn't  had  for  years." 

Soros'  purchases  of  farmland  and 
commercial  real  estate  have  unleashed  a 
wave  of  interest  in  Ai'gentine  proper- 
ties. For  the  Hungarian-born  philan- 
thropist (page  148),  who  is  one  of  the 
comitiy's  largest  landowners,  it's  a  long- 
term  commodity  play.  Soros  is  betting 
prices  of  gi-ain  and  beef  will  rise  while 
agricultural  subsidies  decrease,  says  ING 
Barings  analyst  Tadd  Chessen.  With  a 
27%  stake,  Soros'  Quantum  Industrial 
Partners  is  the  top  shareholder  in  grain 
and  livestock  producer  Cresud. 

Although  some  of  the  land  Soros  ac- 


Boom  on  the  Farm 


quired  in  the  past  three  years  has  i 
much  as  doubled  in  value,  analysts  ss 
mi-al  Ai'gentine  land  remains  a  third  1  ! 
a  half  the  price  of  compai-able  properti* 
in  the  U.  S.  and  Europe.  Soros  ah 
owns  30%  of  commercial  real  estate  d( 
veloper  irsa  Inversiones  y  Represent; 
clones,  which  has  spent  $165  miUion  n 
cently  for  several  ui'ban  properties. 

Soros  is  not  alone.  Italy's  Benetto 
family  raises  sheep  on  a  swath  of  Pata; 
onia  larger  than  Delaware.  U.  S.-base 
Cargill  has  invested  $200  milhon  sine 
1994  to  expand  activities  from  soybea 
crashing  to  building  grain  elevator 
And  Agiium  of  Canada,  along  with  A 
gentine  oil  company  ypf  and  the  Pen 
Companc  conglomerate,  is  building 
$600  million  fertilizer  plant  in  Bahi 
Blanca  expected  to  be  the  world 
largest  when  finished  in  the  year  200( 
"SECOND  REVOLUTION."  Aigentine  bus 
ness  leaders  fi'om  media  mogul  Eduarc 
Eurnekian  to  foirner  cracker  compar 
ownei'  Carlos  Reyes  Terrabusi  are  ah 
getting  into  the  act.  Eumekian  is  usiri 
$40  million  from  the  1996  sale  of  his  k 
cal  cable  company  to  U.S.  giant  Teh 
Commimications  Inc.  to  buy  land  to  ha 
vest  cotton  in  the  northern  province  ( 
Chaco.  Terrabusi,  who  sold  his  ow 
company  to  Nabisco  Inc.  in  1994,  hj 
teamed  up  with  Jorge  Blanco  Villega 
president  of  appliance  maker  Pliilco  A 
gentina,  to  open  a  45,000-hectare  see 
pool,  an  arrangement  in  which  investoi 
rent  land  for  one  season. 

Encom'aged  by  economic  stability  an 
the  declining  cost  of  credit,  A'gentir 
fanners  have  put  more  money  into  the 
land — and  ai'e  reaping  the  benefit 
Bumper  crops  of  rice,  corn,  wheat,  an 
beans  contributed  to  this  year's  recoi 
52.8  million-ton  harvest.  Tractor  sak 
have  increased  43%,  and  pesticide  sak 
have  tripled  since  1991,  to  an  estimate 
$838  million  this  year  Meanwhile,  pr< 
duction  capacity  is  about  to  soar.  Fc 
example,  investoi-s  ai-e  expected  to  sper 
about  $500  million  to  process  c 
seed  such  as  sunflower  and  soa 

Of  course,  bad  weather, 
drop  in  commodity  prices,  or 
rise  in  borrowing  costs  are  a 
risks.  But  for  many  obsei^ver 
the  recent  land  gi'ab  is  the  stai 
of  a  positive  long-term  trem 
"This  is  the  second  revolutic 
of  the  pampas — the  conquest  i 
technology,"  says  Hecto;-  Hue 
go,  a  Buenos  Aires-based  agi' 
cultural  consultant.  With  tl 
Ukes  of  Soros  leading  them,  it's 
battle  investors  ai'e  likely  to  wi 
By  Andrea  Mandel-Campbe 
in  Buenos  Aires 
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PROJECT 

Farming,  raising  cattle,  and  developing 
commercial  real  estate 

Sheep  raising  in  Patagonia 

Expanding  grain-crushing  operations 
by  $200  million 

Building  a  $600  million  fertilizer  plant; 
rice  processing  and  forestry 

Growing  cotton  in  Chaco  province 
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If  walls  like  these 
can  come  down^ 
surely  the  ones 

between 
engineering  and 
marketing  can. 


{  Berlin  Wall  circa  1383 


One  company's  research 
engineers  must  make  their 
findings  readily  available 
to  design,  manufacturing  and 
marketing  departments  in 
scores  of  subsidiary  companies 
on  four  continents. 

Another  company's  insur- 
ance brokers  need  to  send 
and  receive  instant  desktop 
information  back  and  forth, 
day  after  day,  among  dozens 
of  insurance  carriers 
nationwide. 

The  largest  nation  in  the 
world  desires  no  less  than 
global  connectivity,  bringing  its  govern- 
ments and  businesses  together 
electronically  writh  the  rest  of  the  globe. 

Each  of  these  enterprises  has  over- 
come longstanding  barriers  with  the  help 
of  Control  Data.  Through  a  series  of  IT 
solutions  we  call  Rialto,  we've  helped 
these  and  many  other  organizations  turn 
computer-distributed  information  into 
tangible  business  assets. 

Rialto  is  Control  Data's  electronic 
marketplace,  representing  four  areas  of 
enterprise  intelligence:  messaging,  direc- 
tories, security  and  information  sharing. 


We  build  the  infrastructures  that 
become  the  foundations  institutions  can 
leverage  into  electronic  commerce  and 
collaboration.  And  with  resuhs  as  dramatic 
as  the  scope  of  the  IT  solutions  themselves: 
lowered  costs,  increased  revenues, 
improved  quality  and  increased  speed. 

We  invite  you  to  call  us  for  more 
information  about  the  organizations  we've 
helped  and  how  we  can  help  translate 
your  long-term  business  plans  into  a 
matching  technology  strategy. 

Call  us  at  1-888-RIALT04.  Or  visit  us 
on  the  Web:  http://www.cdc.com. 


a  m  p  a  n  y 


Sg)  CONTROL  DATA 


iternational  Outlook 
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AFT  IN  HIS  GOVERNMENT 
EAKENS  ARAFAT'S  GRIP 


issir  Arafat  is  one  of  the  Mideast's  great  survivors.  As 
lead  of  the  Palestine  Liberation  Organization,  he  has 
ived  through  assassination  attempts,  accidents,  and  ex- 
on  from  Jordan  and  Lebanon.  But  recent  events  have 
en  his  seeming  iron  giip  on  power 
rafat  is  wealcer  now  than  at  any  time  since  the  creation 
i93  of  the  Palestinian  National  Authority,  of  which  he  is 

I  ident.  While  beset  by  yet  another  halt  in  the  peace 
ess,  he  now  also  faces  a  rising  tide  of  sleaze  that  is 
iging  him  domestically.  Allegations  of  offi- 
;orruption,  whispered  for  months,  are  be- 

mg  public.  An  intemal  audit  unveiled  re- 
y  showed  that  $323  million  of  spending — or 
of  the  Authority's  budget — couldn't  be  ac- 

'  ted  for.  To  ordinary  Palestinians,  who  have 
m  increasingly  angry  about  the  extrava- 
lifestyle,  including  fancy  cars  and  other 
s,  of  Authority  officials,  it  seemed  like  the 
rmation  of  their  worst  suspicions.  Nearly 
of  Palestinians  in  a  recent  poll  said  they 
ght  coiTuption  was  extensive, 
destinian  lawmakers  are  urging  Ai-afat  to 
1  p  his  entii'e  Cabinet  because  of  the  alleged 
aption.  Now,  16  of  his  18  ministers  are  of- 
ig  to  resign.  Worse  yet,  international 
)rs,  mostly  from  the  European  Union, 
atened  to  cut  off  $1.4  billion  of  aid  pledged 
not  yet  paid  to  Palestine  when  they  got 
1  of  the  extent  of  the  problem.  They  told  Ai-afat  pri- 
ly  to  clean  up  his  act. 

tED  POWER.  Ai'afat's  presidency  is  not  yet  thceatened;  he 
:ed  potential  rivals  long  ago  and  doesn't  face  elections  un- 
!)'.I8.  As  a  result,  he  is  the  only  realistic  negotiating 
iicr  that  Israel  has.  But  the  allegations  and  the  sus- 
don  of  donor  aid  and  tax  receipts  from  Israel  have  put  a 
ir.s  dent  in  his  power.  Any  economic  benefit  to  ordinary 
stiiiians  fi"om  the  Oslo  peace  process  has  to  be  banki-olled 


from  those  sources.  So  his  grassroots  support  risks  being 
leached  away  by  such  extremist  gToups  as  Hamas,  wliich,  un- 
like Arafat's  Authority,  operates  a  well-functioning  social 
services  network. 

Rooting  out  connption,  however,  will  be  tricky.  Tliere  is  no 
evidence  that  Ai-afat  himself  is  dii"ectly  implicated.  But  turn- 
ing a  blind  eye  to  gi'aft  and  sweet  deals  is  one  of  the  main  de- 
vices he  has  used  to  conti'ol  rival  factions — and  keep  himself 
in  power — over  the  years.  Despite  the  risk  of  losing  that 
clout,  Ai-afat  may  have  a  lot  to  gain  by  dealing 
liead-on  with  the  problem. 

Local  analysts  argue  that  Arafat  must  clean 
house  and  iinplement  a  proper  system  of  ac- 
countability, rather  than  just  reshuffle  minis- 
ters. "[Such  moves]  will  strengthen  his  local  po- 
sition and  make  him  more  able  to  face  external 
pressure,"  says  Ghassan  Khateeb,  director  of 
the  Jeinsalem  Media  &  Communication  Centre. 

Paradoxically,  the  crisis  in  the  peace  process 
could  let  Arafat  off  the  hook.  When  Israeli 
Prime  Minister  Benjamin  Netanyahu  blames 
him  for  teirorist  incidents,  such  as  the  July  80 
suicide  bomb  attack  in  a  Jerusalem  market, 
even  Arafat's  Palestinian  critics  rally  around 
him.  Punitive  Israeli  measures  to  seal  off  the 
West  Bank  and  Gaza  areas,  where  2%  million 
Palestinians  live,  and  stop  payment  of  tax  rev- 
enues due  to  Arafat's  government  have  the 
same  perverse  effect.  "We  are  under  total  economic  siege," 
says  Hisham  Awartani.  head  of  economics  at  the  Nablus 
Center  for  Palestine  Research  &  Studies.  "It's  a  luxury  now 
to  talk  about  some  ministers  abusing  money  and  power." 

Still,  Ai'afat  ui'gently  needs  to  shore  up  his  beleaguered  do- 
mestic position.  If  Israel  decides  to  put  the  peace  process, 
which  it  controls,  back  in  motion,  Arafat's  domestic  prob- 
lems will  return  to  haunt  him. 

By  Sliaron  Moshavi  in  Jemsalew 


GLOBAL  WRAPUP 


lUTH  AFRICAN  UNIONS  STRIKE 

50uth  Africa's  labor  unions,  long 
j  ies  of  President  Nelson  Mandela, 
i  3  forcing  a  showdown  with  his 
i  rican  National  Congress  govern- 
I  int.  The  Congress  of  South  African 
{  ade  Unions  (cosatu)  called  2  mil- 
!  n  members  out  on  a  one-hour  stop- 
1  ge  on  Aug.  4  as  a  prelude  to  a 

ries  of  24-hour  strikes  beginning 

ig.  18. 

Though  support  for  the  stoppage 
is  thin,  business  leaders  woriy  that 
•eign  investors  will  be  scared  off  by 


threats  of  ongoing  labor  unrest.  The 
core  union  demand  is  for  a  40-hour 
work  week,  phased  in  over  five  years. 
The  best  government  offer  is  a  45- 
hour  week,  a  big  gain  for  many  work- 
ers still  required  to  work  60  houi's. 
The  government  has  promised  not  to 
ram  a  new  law  through  the  legislature 
unless  it  can  reach  consensus  with  its 
old  union  allies. 

THAILAND  MAY  FACE  MORE  WOES 

►  Thailand  started  implementing  aus- 
terity measures  set  by  the  Interna- 
tional Monetary  Funcl  as  conditions 


for  a  $15  billion  rescue  package.  On 
Aug.  6,  it  suspended  all  but  33  of  the 
country's  finance  companies  and 
appealed  to  depositors  not  to  with- 
draw money,  which  might  start  a  run 
on  the  nation's  15  commercial  banks. 

But  some  economists  say  the  IMF 
package  and  $3.3  billion  of  budget  cuts 
may  be  insufficent  to  get  the  Thai 
economy  back  on  track.  Recession  is 
more  Hkely  this  year  than  the  3% 
growth  forecast  by  government.  Even 
hopes  that  the  rescue  package  vrill 
shore  up  Thailand's  balit  may  prove  il- 
lusory, some  argue. 
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From  the  boomerang  to 
the  Sydney  Opera  House,  Australians  share  a 
long  history  of  ingenuity  and  creativity. 

While  the  rest  of  the 
world  imagines  a  land  of  beautiful  beaches 
and  cute  furry  animals,  the  locals  are  busy 


pnanufacturi 


9  PL 


i  a  ,   Au  st 


imagining  new  ways  to  build  a  better  future  for 
their  country.  And  at  Toyota,  we're  proud  to 
play  a  part  in  that  future. 

Since  1963,  Australians 
have  been  building  Toyota  vehicles  specially 
designed  for  their  country's  unique  driving 
conditions.  And  as  Toyota's  commitment  to 
manufacturing  grows  -  so  will  jobs  and  oppor- 
tunities for  other  businesses  Down  Under 

As  a  company  operating 
in  the  global  marketplace,  Toyota  understands 
the  importance  of  local  investment.  It  ensures 
that  the  vehicles  we  sell  meet  the  specific 
needs  and  standards  of  all  Toyota  drivers, 
wherever  they  may  be.  That's  why,  in  26 
countries  around  the  world,  Toyota  vehicles 
are  built  by  local  people. 

Here  in  America,  our 
second-largest  manufacturing  base,  Toyota 
has  invested  more  than  $7  billion  in  manu- 
facturing, research  and  design.  In  fact,  Toyota 
is  now  the  fourth-largest  vehicle  manufacturer 
in  America,  creating  over  20,000  direct  jobs. 

Our  aim  is  to  be  a 
responsible  local  company.  It's  working  for 
the  people  Down  Under,  and  for  people  all 
over  the  world. 


TOYOTA  People  Drive  Us 
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S:  Intenneu's  featuring  the  stars  of  Silicon  Valley  and  business  week  reporters  all  week. 
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INTRODUCT ION 


SILICON  VALLEY  I 

WHO  COULD  HAVE  DREAMED,  40  YEARS  AGO,  THAT  THE  EIGH' 
disgTimtled  engineers  who  marched  out  of  Shockley  Semiconductor  Labs  i 
Mountain  View,  Calif.,  would  set  in  motion  one  of  the  most  amazing  chain 
of  events  in  American  business  history?  They  would  come  to  be  known  a 


the  Traitorous  Eight,  young  men  with  an  average 
age  under  30,  each  with  his  genius  barely  tapped. 
Among  them  were  visionaries  such  as  Robert 
N.  Noyce,  Gordon  E.  Moore,  and  Eugene  Kleiner. 
They  quickly  founded  Fairchild  Semiconductor 
Corp.,  a  pioneer  in  creating  semiconductor  chips 
from  silicon  alone.  More  important,  they  began  an 
entrepreneurial  tradition  that  planted  the  seeds 


for  45%  of  U.  S.  industrial  gi-owth.  And  nowhei 
is  that  engine  humming  louder  than  in  Silico 
Valley,  where  20%  of  the  world's  100  bigges 
electronics  and  software  companies  have  take 
root.  Indeed,  the  $450  billion  market  value  ( 
the  publicly  held  tech  companies  in  and  aroun 
the  Valley  is  approaching  that  of  the  entir 
French  stock  market. 


that  became  Silicon  Valley. 

Look  at  what  they've 
wi'ought.  Noyce  and  Moore 
went  on  to  found  mighty 
chipmaker  Intel  Coip.,  which 
led  to  at  least  eight  more 
spin-offs,  and  Kleiner  helped 
stoke  the  Valley's  money 
machine  when  he  launched 
the  region's  premier  ven- 
ture-capital firm,  Kleiner 
Perkins  Caufield  &  Byers. 
Today,  there  are  some  7,000 
electronics  and  software 
companies  and  thousands  of 
startups  here,  with  11  com- 
panies  being  created  every  week — all  crammed 
into  a  50-mile-long  corridor,  like  transistors  on  a 
powerful  chip. 

The  combined  effect  is  electrifying.  For  the 
past  four  years,  the  Information  Revolution  has 
driven  the  U.  S.  economy  and  touched  Hves 
around  the  world.  While  enhancing  efficiency 
even  as  companies  slim  down,  the  mere  produc- 
tion of  computers  and  semiconductors  accounted 


What  transformed  a  patch 
of  prune  orchards  into 
the  epicenter  of  global 
technology,  where  11  new 

companies  are  created 
every  week?  business  week 
offers  an  in-depth  look 
at  what  makes 
Silicon  Valley  tick 


The  resulting  wealth  i 
staggering.  Last  year,  oi 
average,  a  Valley  compan; 
went  public  every  five  days 
minting  62  new  millionaire 
every  day.  Wages  grey 
5.1% — five  times  the  nation 
al  average.  And  now,  T 
shirted  tycoons  are  plunk 
ing  down  cash  fo: 
million-dollar  homes  in  ex 
elusive  enclaves  such  ai 
Saratoga  and  Los  Alto; 
Hills.  Says  L.  John  Doen 
a  partner  at  Kleiner:  "Thi: 
is  the  largest  single  creatioi 
of  wealth  and  economic  activity  to  be  seen  in  ; 
compressed  period  of  time." 

This  may  not  be  the  Industrial  Revolution,  bu 
in  this  technology-blessed  realm,  the  much-laud 
ed  postindustrial  society  is  a  reality.  Here  you  car 
reap  wealth  fr"om  sheer  brainpower,  with  most  o 
the  manufacturing  and  assembly  done  elsewhere 
True,  the  median  home  price  in  June  hit  $319,000 
out  of  reach  for  70%  of  Valley  residents.  Yei 
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I  h  concerns  haven't  slowed  the  influx  of  entre- 
1  neurs  from  around  the  world  (page  123), 

;ow  did  Silicon  Valley  reach  this  zenith?  What 
;  nsformed  a  former  patch  of  apricot  and  pmne 
,  hards  into  the  epicenter  of  global  technolo- 
' '  And  how  does  this  fearless  embrace  of  inno- 
:  ion  really  work?  Over  the  past  two  months, 
I  HNESS  week's  staff  has  augmented  years  of 
!  ley  coverage  with  more  than  300  interviews 
j  h  movers  and  shakers,  behind-the-scenes  pow- 
i  brokers,  and  the  rank  and  file  to  scope  out 
I  at  makes  the  Valley  tick. 
I  /hat  we  found  was  a  huge  brain  trust,  compa- 

s  galore  to  service  the  tech  machine,  and  a 


ture  capitaKsts  to  custom  chip  designers.  "There 
are  a  lot  of  people  in  Silicon  Valley  who  can  put 
companies  together  for  you  in  an  afternoon," 
boasts  Steven  P.  Jobs,  co-founder  of  Apple  Com- 
puter Inc.  and  NexT  Software  Inc.  (page  106). 

That's  just  part  of  the  formula.  A  big  chunk  of 
the  equation  is  the  Valley's  culture — that  compo- 
nent that's  usually  discounted  as  too  squishy  to 
quantify.  In  this  case,  it  has  put  an  indelible  risk- 
taking  stamp  on  the  way  the  Valley  operates. 
Combine  that  with  the  paranoia,  born  out  of  the 
bust  years  of  1985-86,  when  computer-industry 
woes  wiped  out  jobs  and  some  began  calling  it 
the  Valley  of  Death,  and  the  result  is  a  hyper- 


•edevil,  risk-taking  cul- 

e.  To  be  sure,  the 

versities  in  the  region 

/e  been  a  powerful 

itributor.  In  particu- 
Stanford  University 

)fessor  Frederick  E. 

Ttian  set  the  tone  in 

'  1930s  by  fostering 

:repreneurship  and 

hnical  excellence.  His 

acy  is  a  rich  one.  He 

:'ouraged  two  of  his 

idents,  William  Hew- 
i  t  and  David  Packard, 
j  turn  their  idea  for  an 
idio  oscillator  into  a  company.  What  followed 
j  s  not  just  the  birth  of  a  powerhouse  but  a 
fies  of  Hewlett-Packard  Co.  progeny  that 
jpulated  the  region  with  new  technologies 
iige82). 

'his  process  has  built  a  critical  mass  in  the 
Hey,  where  the  ability  to  transform  a  concept 
0  a  company  has  reached  an  art  form.  The 
•h  infrastructure  includes  everything  from  ven- 


competitive  environment 
where  seven-day  work- 
weeks have  turned  com- 
panies into  24-houi'  com- 
munities (page  68). 

The  Valley  has  its 
flaws.  Not  only  is  it  ex- 
pensive and  overcrowd- 
ed but  the  frenetic  pace 
leaves  little  time  for  re- 
lationships and  family 
(page  134).  And,  despite 
the  Gold  Rush  atmos- 
phere and  a  claimed 
meritocracy  where  all 
that  counts  is  smarts 
and  hard  work,  there  are  few  women  running 
companies  and  wielding  influence  (page  136). 

Still,  businesses  around  the  globe  can  find 
lessons  here:  Take  risks,  then  create  an  environ- 
ment for  incubating  ideas.  Add  speed.  Add  su- 
percompetitiveness.  And  never  rest  on  your  lau- 
rels (page  146).  The  Valley  has  much  to  celebrate. 
So,  on  its  big  40th,  we  offer  a  look  at  a  place 
where  amazing  things  happen.  □ 
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HOW   IT   REALLY  WORKS 


SILICON  VALLEY 


How  the 

Valley 

Began... 

and 

How  It 

Grew 


PACKARD 


1931 


Stanford  sophomores 
David  Packard  and 
William  Hewlett 
become  friends  as 
benchwarmers  on  the 
varsity  football  team. 

1938 

Fred  Terman,  Stan- 
ford professor  of 
electrical  engineer- 
ing, loans  Hewlett 
and  Packard  $538 
to  produce  an  audio 
oscillator,  their  first 
instrument  made 
while  toiling  in  a 
Palo  Alto  garage. 


19S5 


Dr.  William  Shockley, 
co-inventor  of  the 
transistor  at  Bell 
Labs,  returns  to  his 
hometown  of  Palo 
Alto  and  founds 
Shockley  Labs  Inc. 


'WHAT  MAHERS  IS  H 


What  makes  the  Valley 
go  round?  Good  ideas, 
mostly — plus  a  unique, 
risk-taking  ecosystem 


They  came  from  India,  Pakistan,  and  the 
heartland  of  America,  by  way  of  Illinois, 
Boston,  and  North  Carolina.  The  three 
men  quit  good  academic  jobs,  left  their 
homes,  and  packed  up  their  cars  for  the  long  dii- 
ve  across  the  U.  S.  Their  Conestoga  wagons 
were  a  Mazda,  a  Toyota,  and  a  Jeep.  Their 
campfire  stories  were  told  over  cellular  phones 
as  they  barreled  across  the  plains.  Their  dream 
was  to  build  a  high-tech  company,  and  they  be- 
lieved to  do  that,  they  had  to  get  to  Silicon 
Valley.  "We're  coming,  no  matter  what,"  Resve 
Saleh  recalls  telling  a  venture  capitalist  on  the 
phone.  "We  have  to  be  near  Intel." 

The  trek  paid  off.  In  an  office  park  five  min- 
utes up  the  road  from  Intel,  the  trio  has 
launched  Simplex  Solutions,  which  makes  soft- 
ware for  simulating  chip  designs.  Just  two  years 
after  their  cross-country  pilgrimage,  the  compa- 
ny has  raised  $11  million  and  employs  55  people. 
Simplex'  software  already  has  won  over  such 
customers  as  Silicon  Graphics  Inc.  and  Hitachi 
Ltd.  Now,  Saleh  and  his  partners  are  racing  to- 
ward a  new  milestone:  taking  their  company 
public  within  the  next  two  years.  Mai-vels  the 
40-yeai--old  Saleh:  "This  has  exceeded  oiu-  wildest 
expectations." 

PUMPING  UP.  Evei-yone  else's,  too.  Silicon  Valley. 
Rich  in  ideas.  Richer  in  dollars.  And  all  on  the 
back  of  the  biggest  industrial  revolution  since  the 
intenial-combustion  engine:  computer  technology. 
Some  20%  of  the  world's  100  largest  high-tech 
companies  make  their  homes  here.  Zip  10  min- 
utes down  Highway  101,  the  main  artery  that 
hums  through  the  Valley,  and  you  pass  power- 
house after  powerhouse:  Intel,  Cisco  Systems, 
3Com,  Sun  Microsystems,  Netscape  Communi- 
cations— those  five  alone  boast  combined  rev- 
enues of  $40  billion  and  a  $257  billion  market  cap- 
italization. More  than  the  market  value  of 
General  Motors,  Ford,  and  Chiysler  combined. 

The  region  is  intoxicated  with  such  successes. 
In  the  past  two  years,  the  Internet  craze  and 
hot  new  startups  pumped  up  an  already  vibrant 
economy  into  one  busting  at  the  seams.  In  1996, 


on  average,  one  Valley  company  went  publ 
every  five  days,  adding  62  new  millionairt 
every  24  hoiu's.  More  than  50,000  new  jobs  wei 
created,  while  wages  grew  five  times  the  n; 
tional  average.  Last  year,  the  region  led  th 
U.  S.  in  worker  productivity  and  export  growtl 
"This  is  an  economic  miracle  taking  place,  rigl 
before  our  eyes,"  says  Thomas  M.  Siebel,  th 
founder  of  Siebel  Systems  Inc.,  a  software  rnal 
er  that  raised  $33  million  when  it  went  public  i 
June,  1996. 

Such  vitality  has  transforaied  Silicon  Valle 
into  the  quintessence  of  the  American  Drean 
Any  good  idea  in  a  garage  can  turn  into  a  gol 
mine.  No  pedigree  required.  What's  more,  a  bi 

For  more  on  the  workplace:  See  cnbc  at  10  a.r 
CNBC  and  5  p.m.  edt  Aug.  12;  McNealy  at  noon  Aug.  > 
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SMART  YOU  ARE' 


Ilk  of  the  wealth  that's  being  created  is  being 
liluited  far  beyond  the  corner  offices,  thanks 
lie  Valley's  stock-option  culture  where  em- 
zees  can  buy  shares  in  startups  and  giants 
e  at  prices  below  market  value — then  cash  in 
when  the  stock  takes  off. 
'hat  has  made  this  50-mile-long  corridor, 
•hing  from  San  Jose  to  San  Francisco,  the  ul- 
atc  destination  for  those  di-awn  to  the  digital 
I  rush.  In  1995  and  1996,  Saleh's  company 
;  just  one  of  900  startups  that  set  up  shop 
e.  And  the  pace  is  only  accelerating:  In  1997's 
t  quarter,  147  new  hopefuls  joined  the  ranks, 
ording  to  Price  Waterhouse.  "It's  an  elixir 
t  you  breathe  in  the  air  as  you  come  to  this 
t  of  the  world,"  says  Christos  M.  Cotsakos, 
)  of  Palo  Alto-based  online  brokerage 
Prade  Group  Inc.,  which  went  pubhc  last 


EXCITE  summer,  raising  $46  million.  "I 

n„  i,.,„„j  n;i„  have  never  seen  anything  like 
l^edWOOdClty  t^ls.  This  is  Mecca.-* 
Employees  use  Mecca  maybe,  but  not  heav- 
bicycles  to  zip  en.  The  Valley  has  its  dark 
around  the  side.  For  one,  it's  expensive  to 
company's  live  here — the  median  price  of 
cavernous  a    single-family    home  hit 

headquarters  $319,000  in  June,  up  14%  fi-om 
a  year  ago  and  out  of  reach  for 
70%  of  the  residents.  Anyone  caught  on  the 
clogged  101  knows  that  traffic  delays  are  just 
one  of  the  aggi-avations  in  the  jam-packed  Valley. 
And  the  reality  is  that  few  dreams  are  real- 
ized— only  one  in  10  startups  hits  it  big,  six 
limp  along,  and  the  rest  are  destined  to  im- 
plode, shattering  dreams  and  swallowing  hopes. 
But  that  one  that  makes  it — ah,  that  not  only 


SEPTEMBER,  1957 

The  so-called  Traitor- 
ous Eight,  including 
Gordon  Moore  and 
Robert  Noyce,  walk 
out  of  Shockley  Labs 


MOORE 

and  found  Fairchild 
Semiconductor,  the 
first  company  to  work 
exclusively  in  silicon. 

JULY,  1959 

Robert  Noyce  of 
Fairchild  files  a 
patent  for  the  inte- 
grated circuit. 

1964 

Gordon  Moore  pro- 
jects the  number  of 
transistors  that  can 
fit  onto  a  chip  will 
double  every  two 
years.  This  will  be 
known  as  Moore's 
law. 

JULY,  1968 

Noyce  and  Moore 
resign  from  Fair- 
child.  Each  puts  up 
$250,000  to  found 
Intel  Corp. 

NOVEMBER,  1971 

Intel  produces  the 
first  microprocessor, 
which  is  called  the 
4004. 

NOVEMBER,  1972 

Nolan  Bushnell,  who 
quit 
Ampex 
and 

founded 
Atari 
with 
$500  out  of  his 
pocket,  ships  the 
pioneering  Pong 
video  game. 

APRIL,  1976 

Steve  Jobs  and 
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Steve  Wozniak 
launch  Apple  Com- 
puter and  debut  the 
Apple  I  at  the  Home- 
brew Computer  Club 
m  Palo  Alto. 


Shugart  Asso- 
ciates ships 
the  first 
floppy  disk 
drive  for  PCs. 

1977 

With  $1,200,  Larry 
Ellison  launches 
Software  Develop- 
ment Laboratories, 
which  will  become 
database  power- 
house Oracle  Corp. 

DECEMBER,  1980 

Apple  goes  public,  at 
$22  a  share,  the 
biggest  public  offer- 
ing since  Ford  in 
1956. 

FEBRUARY^  1982 

Sun  Microsystems  is 
founded  by  three 
Stanford  students, 
VInod  Khosia,  Scott 
McNealy,  and  Andy 
Bechtolsheim. 

APRIL,  1983 

John  Sculley  joins 
Apple  as  president 
and 
chief 
execu- 
tive, sig- 
naling a 
\  new  era 
in  the 
Valley  as 
SCULLEY  T-shirt 

tycoons  give  way  to 
seasoned  managers. 

MAY,  1983 

Philippe  Kahn,  the 
French-born,  sax- 
playing  mathemati- 


brings  riches  but  the  chance  for  an  engineer  or 
programmer  to  change  the  way  people  work 
and  play.  For  all  the  talk  of  money  in  the  Valley, 
there  is  just  as  much  verbiage  about  "making  a 
difference" — in  how  people  get  information, 
cmnch  it,  use  it,  and  entertain  themselves  vdth 
it.  "I'm  not  in  it  for  the  wealth  anymore,"  says 
Oracle  Corp.  CEO  Lawrence  J.  Ellison,  who's 
worth  $8.4  billion.  Why,  then?  "How  much  dif- 
ference can  one  person  make?"  he  asks.  "All 
the  difference  in  the  world." 

Making  millions  and  making  a  difference  is  the 
Silicon  Valley  mantra.  But  the  machinations  be- 
hind that — the  dissection  of  how  that  really 
works — is  a  complex  study  in  amassing  a  deep 


deaLfest  for  a  ventiu-e  capitalist  or  a  jam  sessi 
for  engineers  on  the  latest  advances  in  gigal 
ethemet.  "You  end  up  seeing  each  other  at  p{ 
ent-teacher  nights,"  says  Heidi  Roizen,  a  f( 
mer  Apple  exec.  Adds  Intel  ceo  Andrew 
Grove:  "Proximity  helps.  People  have  work 
with  6ach  other,  competed  against  one  anotb 
We  have  such  a  rich  ecosystem." 

The  result  is  nonstop  cross-fertilization.  Ta 
Netmosphere  Inc.,  an  Internet  Java  softwa 
startup.  Like  so  many  Silicon  Valley  stories, 
began  vdth  a  chance  meeting  between  an  enj 
neer  and  a  marketer  at  a  January,  1996,  party 
San  Francisco.  Eric  Ly,  now  28,  had  desigm 
software  for  General  Magic  Inc.;  Hfathcr  Ros 


NETSCAPE 

Moontain  View 

Can't  get  to  a 
dentist?  There's 
care  available  in 
the  parking  lot 


talent  pool,  building  infra- 
structure, and  then  overlay- 
ing it  all  with  a  can-do, 
break-the-rules  culture.  The 
contiibution  of  Stanford  Uni- 
versity and  the  University  of 
California  at  Berkeley,  which 
have  fed  the  maw  for  brain- 
power, cannot  be  imdei-estimated.  But  that  was 
just  the  first  component  in  a  complex  fomiula 
that,  so  far,  has  not  been  repeated  anywhere 
else  in  the  world. 

Perhaps  the  biggest  factor  in  Silicon  Valley's 
success  is  its  sheer  density.  The  region  crosses 
30  city  lines,  but  it's  basically  a  one-industry 
town  crammed  with  some  7,000  electronics  and 
software  companies,  and  more  in  the  making. 
Even  the  tech  heavies  from  elsewhere  think 
they  need  a  }3resence  here — Microsoft  Corp.  has 
sales  reps  in  Foster  City  and  progi'ammers  in 
(,'upertino;  Sony  Corp.  set  up  a  research  center 
in  San  Jose;  and  Taiwanese  PC  giant  Acer  Inc. 
built  research  and  development,  engineering, 
and  manufacturing  facilities  in  San  Jose. 

That  creates  a  synergy  with  exponential  ef- 
fect. Executives  inb  shoulders  at  work,  at  the 
comer  Starbucks,  and  on  hiking  trails.  A  break- 
fast at  Palo  Alto's  trendy  II  Foniaio  or  Wood- 
side's  dowm-to-earth  Buck's  quickly  becomes  a 
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v  :!.'],  was  the  product  manager  who  launched 
)ckwave  animation  software  for  Macromedia 
np.  Both  were  looking  for  new  challenges  on 

Net.  Ly  obtained  $300,000  in  private  seed 
ding,  and  the  San  Mateo-based  company  has 
nched  its  first  product:  Net  software  for  man- 
ng  big  projects.  Now,  Rose  is  looking  for  $3 
lion  in  venture  capital. 
This  is  where  the  Valley's  impressive  infra- 
•  actui'e  comes  into  play.  Over  the  years,  the 
ion  has  fine-tuned  the  task  of  transforming 
cepts  into  companies.  About  half  the  nation's 

ventui'e-capital  fiiTns  are  based  in  the  Valley, 
ording  to  the  National  Venture  Capital  Assn. 
d  many  of  them  have  offices  on  Sand  Hill 


compensation  insurance  to  a  customized  benefits 
plan  overnight,  says  ceo  Martin  Babinec. 

Even  today.  Sun  Microsystems  Inc.  ceo  Scott 
G.  McNealy  marvels  at  how  fast  the  cogs  whirl. 
In  1982,  he  and  two  other  27-year-olds  with 
close  to  zip  experience  managed  to  raise  $250,000 
in  venture  capital  on  the  whisper  of  an  idea — 
making  poweiful  workstations. 
"We  were  able  to  open  a 
checking  account  on  our  word. 
We  were  able  to  rent  buildings 
Programmers  without  showing  ID.  We  were 
and  engineers  able  to  get  phone  hnes,  and 
hit  the  hot  tub,  Wilson  Sonsini  filled  a  huge 
laptop  in  hand    boardroom  table  full  of  docu- 


GEEK  HOUSE 

Santa  Cruz 


KAHN 

cian,  launches 
Borland  International. 
He  would  become  a 
database  king  before 
Borland  started  to 
fizzle  in  1993. 


[UAL  WEDDING 
Fraficisco 

in  wedding 
vs  are 

:hanged  online 
:he  Valley 


Road  in  Menlo  Park,  smack 
dab  in  the  center  of  the  ac- 
tion. These  players  fork  ovei' 
the  necessary  cash  and 
knowhow  in  hopes  of  30%  re- 
turns or  a  megabit. 

They  are  essential  to  the 
Valley.  Over  the  past  four 
irs,  venture  capitalists  have  plunged  some 
5  billion  into  Valley  tech  startups,  37%  of  all 
Drmation-technology  investments  in  the  U.  S., 
ording  to  Ventui'eOne  Corp.  And  they're  not 
ne.  Hundreds  of  other  supporting-cast  mem- 
's  have  been  drawn  to  feed  on  the  tech  food 
lin,  fi'om  lawyers  who  know  the  ins  and  outs 
software  and  patents  to  suppliers  of  machine 
lis — all  with  ready  expertise  for  a  novice  en- 
preneur. 

It's  an  instant  company-making  machine.  With 
!  touch  of  a  button,  boilerplate  stock-option 
ins  and  prospectuses  roll  out  of  the  word 
processors  at  the  law  fii-m  of 
Wilson,  Sonsini,  Goodrich  & 
Rosati  in  Palo  Alto.  The  na- 
tion's largest  human-resources 
outsourcing  firm,  Ti'iNet  Em- 
ployer Group  in  San  Leandro, 
can  set  up  everything  from 
payroll  processing  to  workers' 


ROMEDIA 

ppanciscfl 

lide  between 
}rs  helps  get 
;ineers 
und  swiftly 


ments  for  us  to  sign,"  he  says.  "Actually,  on 
their  word  processor,  they  just  changed  a  pre- 
vious name  to  our  name." 

But  tliis  is  just  half  the  formula.  A  big  pail  of 
Silicon  Valley's  success  comes  dovni  to  some- 
thing that  cannot  be  quantified:  the  cultiu'e.  This 
is  one  of  the  most  unusual  business  environ- 
ments on  the  planet,  where  the  traditional  ways 
of  doing  business  have  been  turned  on  their 
ear.  At  the  core  of  this  is  an  all-things-are-pos- 
sible attitude,  an  unerring  belief  that  a  new 
technology,  an  entrepreneur's  vision  of  the  digi- 
tal future,  is  the  absolute  right  one.  And  if  it 
isn't,  well,  the  next  one  will  be. 

It  is  Daredevil  Business  101,  where  risk-tak 
ing  is  the  norm  and  the  penalty  is  not  for  fail- 
lu'e  but  for  not  tiying.  This  has  created  a  wide 
swath  of  so-called  repeaters,  entrepreneiu's  who 
may  start  a  company  and  crash  but  will  tiy  it 
again  with  the  blessing  and  the  bucks  fi-om  ven- 
ture backers.  This  is  how  the  theoiy  goes:  Good 


JANUARY,  1984 

Apple  introduces  the 
Macintosh. 

DECEMBER,  1984 

Husband-and-wife 
team  Leonard  Bosack 
and  Sandra  Lerner 
found  Cisco  Systems 
to  develop  network- 
ing technology. 

JUNE,  1985 

Steve  Jobs  is 
ousted  from 
Apple  after 
losing 
a  power 
struggle  with 
Sculley.  He  founds 
NexT  Inc. 
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DECEMBER,  1989 

Conner  Peripherals 
shoots  to  $705  mil- 
lion in  revenue,  the 
fastest-growing  man- 
ufacturing startup  in 
history. 


PENTIUM  CHIP 

Intel  unveils  its  most 
powerful  processor  to 
date,  the  Pentium, 
which  establishes  its 
dominance.  Today, 
Intel's  market  capi- 
talization is  a  stun- 
ning $153  billion. 

APRIL,  1994 

Jim  Clark  and  Marc 
Andreessen  found 
Netscape  Communi- 
cations as  Mosaic 
Communications. 
Netscape  goes  pub- 
lic in  August,  1995, 
at  28,  jumping  to  75 
before  closing  at  58 
the  first  day. 

NOVEMBER,  1995 


CARTOON  HIT 

Steve  Jobs's  Pixar 
releases  the  first 
computer-animated 
hit  film.  Toy  Story. 

JULY,  1997 

Apple  CEO  Gil  Ame- 
iio  resigns  and  Jobs 
takes  an  "expanded 
role." 


AMELIO  RESIGNS 


ideas  are  the  most  precious  commodity,  and  an 
entrepreneiu'  who  has  them  and  stumbles  comes 
away  with  enough  lessons  to  get  it  right  the 
next  time. 

Lucky  for  Wilham  G.  Paseman,  a  foiTner  oil- 
rig  worker  from  Houston  who  got  an  engineer- 
ing degi'ee  from  Massachusetts  Institute  of  Tech- 
nology and  headed  West.  In  1986,  he  started 
Atherton  Technology  to  make  object-oriented 
progi'amming  tools  for  speeding  up  software  de- 
velopment. For  five  years,  he  says,  "we  made 
evei-y  mistake  we  possibly  could.  You  could  have 
burned  a  BMW  in  the  parking  lot  evei*y  day  at 
our  run  rate."  The  company  went  bust. 

But  soon,  Paseman  had  another  idea.  He  dis- 
covered that  companies  doing  business  in  Eiu'ope 
had  trouble  working  with  the  vaiying  electrical- 
emissions  standards  in  different  countries.  He 
came  up  with  a  software  progi'am  to  help  them 
navigate  "the  pain."  Knock,  knock — he  went 
calling  on  his  Atherton  venture  backers,  includ- 
ing the  Mayfield  Fimd.  Once  again,  they  took  out 
their  checkbooks  to  the  tune 
of  $2.9  million,  backing  Calico 
Technology  Inc.  Says  Mayfield 
partner  Yogen  K.  Dalai:  "Fail- 
ure is  not  a  black  dot  in  the 
Valley,  it's  a  badge  of  merit." 
IT'S  THE  IQ.  The  only  thing 
more  vital  than  taking  a  risk  is 
having  an  idea.  The  push  to 
come  up  with  bigger,  better, 
faster,  and  cheaper  technology 
has  thrown  open  the  door  to 
all  comers.  In  the  Valley,  peo- 
ple rarely  care  what  school  you 
attended,  your  ethnic  back- 
ground, or  your  family  pedi- 
gi'ee.  They  want  proof  of  IQ.  And  with  the  ex- 
ception of  the  lack  of  women  and  African 
Americans  heading  companies,  it  works.  "Silicon 
Valley  is  a  meritocracy,"  says  Steve  Jobs,  co- 
founder  of  Apple  Computer  Inc.  "It  doesn't  mat- 
ter what  you  wear.  It  doesn't  matter  how  old 
you  are.  Wliat  matters  is  how  smart  you  are." 

That  worked  to  the  advantage  of  two  entre- 
preneur-wannabes then  at  FirePower  Systems. 
The  pair  went  to  see  venture  capitalist  Steve 
Jurvetson  at  Draper  Fisher  Jurvetson.  But  the 
investor  was  unimpressed  by  their'  idea  for  data- 
base software  for  t;he  Net.  As  they  were  packing 
up  to  leave,  he  asked:  "Do  you  have  any  othei' 
ideas?"  Sabeer  Bhatia,  one  of  the  engineers, 
said  they'd  noodled  over  a  scheme  to  offer  fi'ee, 
advertising-suppoiled  E-mail  over  the  Web.  A 
week  and  a  half  later,  the  venture  capitalists 
poniefl  up  .$;!00,()00  (no  business  plan  required), 
and  Hotmail  was  born.  Today,  it  claims  some  4 
million  subscribers. 

Such  reinvention  is  the  lifeblood  of  Silicon 
Valley.  Throughout  the  decades,  from  the  days 
when  industry  pioneei's  Chaiies  Sporck  and  Ken 
Oshman  and  venture  backers  Aithur  Rock  and 
Mike  Markkula  were  the  Valley's  movers  and 
shakers,  the  Valley  has  constantly  remade  it- 
self just  in  time  for  the  Next  Big  Thing.  When 


the  computer  industry  went  into  a  tailspin  ft 
1984  to  1987  and  high-tech  employment  plun 
11%,  to  a  low  of  191,900  jobs,  the  Val 
emerged  with  desktop-publishing  software 
powerful  workstations. 
POW^R  BROKERS.  And  nowhere  were  tecl 
quicker-  to  latch  on  to  the  Big  Kahuna — 
commer'cialization  of  the  Net.  Now,  the  Val 
ah'eady  in  over-drive,  has  entered  Inter-net  tii 
Kleiner  Per-kins  Caufield  &  Byers  paitnei 
John  Doerr,  one  of  the  Valley's  top  power  h 
ker"s,  carries  a  pager-,  phone,  personal  digital 
sistant,  or  laptop  wher-ever  he  goes — he  a 
risk  missing  an  opportunity.  John  R.  Koza 
consulting  professor  of  cc 
puter  science  at  Stanford,  ■ 
a  massively  parallel  compu 
in  a  spare  room  of  his  Wll 
The  radio-like  home  so  he  can  plumb 
booth  flashes  a  frontiers  of  programming 
different  all  iioiu-s.  \Vlio  knows — maj 

announcement     Koza,  who  made  his  fortl 


CNET 

San  Francisco 


designing  instant  lotter-y  programs,  might  hit 
big  again. 

These  days,  companies  ar-e  tr-ying  ever-y  tri 
imaginable  to  cut  even  minutes  out  of  norim 
routines.  Macromedia  Inc.,  a  multimedia  sol 
war-e  company,  has  installed  a  slide  betwei 
floors  to  get  engineers  to  their-  destinatio; 
fast.  Inter-net  star-tup  Excite  Inc.  has  stashi 
pink  bicycles  throughout  its  offices  so  wor 
ers  can  zip  to  one  another's  cubicles  in  the 
cavernous  digs. 

Now,  Valley  companies  are  even  beginnii 
to  look  like  24-hour-  planned  communities. 
Netscape,  a  Winnebago  st0':'ked  with  dentis 
shows  up  twice  a  week  for  workers  who  cai 
find  time  for  checkups.  At  networking  maki 
3Com  Corp.,  employees  can  get  film  developed 
the  company  stor-e  and  their  car-  washed  in  tl 
par-ldng  lot.  And  weary  engineers  at  Net  star 
u\)  PointCast  Inc.  keep  washer-s  and  dr-yer-s  huij 
ming  ar-ound  the  clock.  "These  startups,"  s; 
Mar-c  Andreessen,  co-founder  of  Netscape,  "i 
mand  vu-tually  a  Herculean  effort  from  all  thp 
employees." 

So  far,  they'r-e  getting  it.  Which  is  why  Silicc 
Valley  keeps  spinning  good  ideas  into  gold. 

By  Andy  Reinhardf,  with  Joan  O'C.  Hamiltdf 
and  Linda  Himelstein  in  Silicon  Valley 
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SILICON  VALLEY 


REALLY  WORKS 


TAKING  m  PLACE  IN  TN 


In  the  economic  history  of  20th  cen- 
tury Amei'ica,  few  places  have 
achieved  larger  than-hfe,  almost  leg- 
endaiy  status.  Wall  Street,  Detroit,  and 
Hollywood — these  names  are  synony- 
mous with  financial  might,  maniifactm-ing 
prowess,  and  glamour.  At  times,  they 
have  dominated  the  rest  of  the  economy, 
ruhng  over  their  industries  and  capti- 
vating the  national  imagination. 

Now,  Silicon  Valley  has  joined  the 
pantheon  of  mythic  places — the  first  ad- 
dition in  more  than  50  years.  The  In- 
fomiation  Revolution  is  driving  economic 
expansion,  with  computers  and  semi- 
conductors accounting  for  some  45%  of 
industrial  gi-owth  since  1993.  And  Silicon 
Valley  is  the  apotheosis  of  this  revolu- 
tion. Tech  companies  based  in  and 
around  the  Valley  now  have  a  market 
value  of  some  $450  biUion — a  number 
approaching  the  market  capitalization 
of  the  entii-e  French  stock  market.  As  a 
gi'oup,  these  companies  have  trailblazed 
the  business  behavior  and  culture  that 
define  the  Information  Economy.  (For 
a  roster  of  the  Valley's  lai'gest  public 
companies,  see  www.businessweek.com.) 

In  the  U.  S.,  the  only  locale  with 
near-comparable  economic  heft  is  Wall 
Street.  Like  high-tech  companies  in  the 
Valley,  New  York-based  financial-ser- 
vices companies  have  an  aggi'egate  mai"- 
ket  value  of  about  $400  billion.  By  com- 
parison, the  auto  companies  and 
suppliers  of  Detroit — erstwhile  epicenter 
of  the  manufacturing  economy — are 
worth  barely  $100  billion. 
MIND  GAME.  That  puts  Silicon  Valley  fi'ont 
and  center.  What's  more,  if  the  economics 
of  mythic  places  holds  trae  in  this  50-mile 
corridor  of  startups  and  technological 
ci'eativity,  it  won't  lose  its  stai-ring 
role  in  the  Information  Economy. 
True,  the  cost  of  Uving  and  doing 
business  ai'e  far  Mgher  than  in  oth- 
ei'  places.  But  that  matters  less 
than  issues  such  as  the  deep  pool 
of  top-notch  people  and  suppliers, 
the  chance  for  individuals  to  get 
rich — often,  quick — and  the  readi- 
ness to  latch  onto  change.  These 
quaUties  simply  cannot  be  duplicated 
elsewhere.  Just  as  Hollywood  and  Wall 
Street  draw  the  starstruck  and  money- 


minded  elite,  SiUcon  Valley  attracts  the 
best  and  biightest  minds  in  technology. 

Indeed,  Silicon  Valley  is  gaining  a 
bigger  share  of  brainpower  across  a 
wide  array  of  industries.  Semiconduc- 
tor jobs  in  the  Valley  are  up  by  29% 
since  1993,  according  to  Collaborative 
Economics  Inc.,  a  Palo  Alto-based  con- 
sulting firm,  outpacing  a  20%  semicon- 
ductor gain  nationwide.  Software  jobs 


Legendary 
Locales 


are  up  an  astounding  70%  since  19! 
double  the  national  average,  despite  t 
costs  and  congestion  of  the  area.  "\ 
were  worried  that  all  of  Californi 
brains  would  go  to  Idaho  or  Santa  F( 
says  Larry  J.  Kimbell,  director  of  t 
UCLA  Business  Foi'ecasting  Project.  "B 
the  opposite  is  happening." 

Moreover,  Silicon  Valley  has  shov 
time  and  again  that  it  can  reinvent 

SILICON  VALLEY 

MARKET  VALUE: 
$452  BILLION 
SHARE  OF  U.S.  HIGH-TECH  MARKET  VALUE: 
37% 

The  region  surrounding  Stanford 
University  has  attracted  technology 
companies  since  Hewlett-Packard 
was  founded  in  1939.  Threatened  by 
Japanese  competitors  in 
the  1980s,  Silicon  Valley 
bounced  back  in  the  1990s 
to  becomethe  cutting  edge 
of  the  Information  Economy. 


/ 


SILICON  VALLEY'S  SHARE 
OF  U.S.  COMPUTER 
INDUSTRY  JOBS 


CHIP  EXPRESS  IN 
SANTA  CLARA,  CALIF. 
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HOLLYWOOD 


MARKET  VALUE: 
$56  BILLION 

Southern  California  has  led 
the  world  in  movies  and 
glamour  since  World  War  I. 
Movie  attendance  peaked  in 
1946  but  then  fell  way  off 
aftertelevision  was 
introduced.  Hollywood 
adjusted  by  becoming  the 
biggest  supplier  of  television 
programming. 


SUMMER  SCI-FI:  MEN  IN  BLACK 


SHARE  OF 
U.S.  ENTERTAINMENT  MARKET  VAU 
55% 

70  ■ 


LOS  ANGELES'  SHARE 
MOTION  PICTURE  PRODUtO' 
AND  DISTRIBUTION  JO 
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DATA  STANDARD  &  POOR'S  COMPUS 
BUREAU  OF  LABOR  STATISTICS,  BUS 
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ANTHEON 


Silicon  Valley's  starring  role 

in  the  Information  Economy  isn't 

likely  to  be  eclipsed  any  time  soon 


f — a  quality  that  will  be  key  to  its 
•vival.  Consider  this:  Wall  Street  and 
Uywood  have  dominated  the  securi- 
i  and  movie  industries  since  the  1920s 
adapting  to  changing  conditions.  In 
itrast,  U.  S.  auto  makers,  which  date 
the  same  period,  became  ossified  and 
exible.  Wliile  a  substantial  share  of 
;o  jobs  remain  in  Detroit  and  its  sub- 
)S,  the  area  is  no  longer  a  font  of 


cutting-edge  tliinking.  Foreign  auto  com- 
panies locate  theii"  new  factories  in  Ten- 
nessee or  South  Carolina,  not  Detroit, 
while  foreign  technology  companies  are 
flocking  to  SiKcon  Valley. 

How  long  can  its  dominance  continue? 
Indefinitely — since  it  is  both  the  engine 
and  the  model  for  the  rest  of  the  econ- 
omy. The  Valley's  industrial  landscape  is 
America's  ch'eamscape:  tight  links  among 


companies  and  top-notch  universities, 
unhmited  access  to  venture  capital,  a 
roiling  influx  of  brilliant  engineers  fi'om 
around  the  world,  and  a  diverse  mix  of 
high-tech  companies,  both  large  and 
small.  What's  more,  the  Valley  is  self- 
replenishing.  The  proceeds  from  one 
company's  success  are  plowed  back  into 
the  next  generation  of  startups.  "The 
wealth  that  has  been  created  there 


DETROIT 


MARKET  VALUE: 
'>113  BILLION 

F  U.S.  AUTO  MARKET  VALUE: 
64% 

ord's  introduction 
lode!  Tin  1908 
shed  Detroit  as  the 
automotive  capital 
!symbol  of  America's 
jcturing  prowess.  Those 
ere  not  seriously  challenged 
e success  of Japanese 
;  in  the  1970s  and  1980s. 


KIAKING 
TRADES, 
THEN  AND  NOW 


1920 
MODEL  T 
RUNABOUT 


)ETRO!T'S  SHARE  OF 
lUTO  INDUSTRY  JOBS 


'1] 
Nl 


'87  '92 


PRESIDENT 

LYNDOI«l 
JOHNSOK 


WASHINGTON 


SIZE  OF  FEDERAL  BUDGET: 
$i.6  TRILLION 

Washington  became  a  center 
of  economic  power  when  the 
New  Deal  tripled  the  federal 
budget  from  1929  to  1937. 
World  War  11  and  Lyndon  B. 
Johnson's  Great  Society  added 
to  Washington's  heft,  butthe 
tight  budgets  of  recent  years 
have  reversed  the  trend. 


SHARE  OF  U.S.  ECONOMIC  OUTPUT: 
21% 


WASHINGTON'S  SHARE  OF 
GOVERNMENT  JOBS 
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WALL  STREET 


MARKET  VALUE: 
$405  BILLION 

SHARE  OF  U.S.  FINANCIAL  SERVICES 
MARKET  VALUE: 
26% 

By  1918,  Wall  Street  had  replaced 
London  astheexemplarof  capitalist 
might.  The  1929  crash  shook  the 
Street,  as  did  the  1980s  rise  of  well- 
financed  Tokyo  competitors.  Despite 
losing  back-office  jobs,  Wall  Street 
still  leads  in  financial  innovation. 


NEW  YORK  CITY'S 
SHARE  OF  SECURITIES 
INDUSTRY  JOBS 
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REPLACING  A 


BIG,  BULKY  CRT 
u  ith  u  slim  flat  panel  Jisplaj 
actually  makes  room  jor  more 
traders  on  the  floor.  Which  is 
ci  good  thing,  since  the  trading 
\'ohimc  on  the  major  exchanges 
IS  higher  than  it  has  ever  been  m 
the  past.  The  increased  volume 
in  trades  means  that  there  is  an 
even  greater  need  jor  traders  to 
meet  this  demand. 


SI 


Perhaps  the  first 
instaru!&"wllere 


computers  are 


being  replaced 


MulliSync  is  a  registered  trademark  and  LCD2000,  LCD400,  XtraView,  "Expect  more.  Experience  more"  and  ttie  NEC  Technologies  icon  are  trademarks  of  NEC  Technologies.  Inc.  All  other  traderri. 


IN  A  FREE  MARKET  ECONOMY,  companies  are  always  compelingjor 
capital.  In  fact,  the  market  has  never  been  more  competitive  than  it  is  today, 
ncreascs  the  number  of  specialists  needed  to  trade  stocks.  It  also  puts  an  additional 
J  on  the  technology  needed  to  support  this  effort,  since  traders  need  to  constantly 
s  many  as  four  or  five  displays  to  stay  abreast  of  market  news  and  economic  data. 


THE  TRADING 
hU.)OR  IS  crowded 
with  specialists.  The  trading 
floor  IS  also  crowded  with 
big,  bulky  CRTs  that  take  up 
precious  room.  These  CRTs 
also  hog  energy  and  produce 
a  tremendous  amount  of  heat. 
(Besides,  as  any  trader  will  tell 
you,  it's  already  "hot" enough 
on  the  trading Jloor.) 


MORE  TRADERS  MEANS  MORE  TRADES,  which  means 
more  money.  (And  let's  be  completely  frank,  shall  we,  what  finan- 
person  doesn't  like  news  like  that?)  In  fact,  one  could  even  argue  that 
atingjrom  big,  bulky  CRTs  to  slim  flat  panel  monitors  like  the  MultiSync 
2000  could  actually  put  a  positive  spin  on  the  term  'downsizing'. 


istered  trademarks  are  the  property  of  their  respective  holders.  ©1997  NEC  Technologies,  Inc 


SILICON  VALLEY 


stays  there,"  says  Mitchell  L.  Moss,  an 
urban  economist  at  New  York  Univer- 
sity's Wagner  School  of  Public  Service. 

A  historic  pattern  also  bodes  well  for 
the  Valley.  Mythic  places,  it  seems,  are 
not  subject  to  the  same  cost  constraints 
as  other  locales.  Wall  Street  and  Holly- 
wood continue  to  thrive  even  though 
New  York  and  Los  Angeles  have  long 
been  among  the  most  expensive  ai'eas  in 
the  country. 

By  these  standards,  the  congestion 
and  high  costs  in  Silicon  Valley,  as  ag- 
gravating as  they  may  be,  are  not  out  of 
line.  Hourly  manufactming  earnings  are 
about  25%  higher  in  Silicon  Valley  than 
elsewhere,  but  that's  down  from  the 
29%  wage  differential  in  1992.  Home 
prices  this  year  are  up  sharply.  Still, 
the  gap  with  the  rest  of  the  country  is 
no  wider  than  it  was  in  the  early  1990s. 

Pei'haps  a  bigger  problem  is  finding 
space  in  the  Valley,  which  has  long  fa- 
vored sprawling  one-  or  two-stoi-y  struc- 
tures. Increasingly,  companies  cope  by 
building  up  rather  than  out.  Adobe  Sys- 
tems Inc.  chose  to  build  a  new  18-story 
headquarters  in  San  Jose.  "You  don't 
need  to  have  spread-out  facilities,"  says 
Douglas  Henton,  president  of  Collabo- 
rative Economics. 

Can  anything  topple  Sihcon  Valley? 
Its  biggest  strength  today  could  be  its 
most  vulnerable  point  down  the  road — 
technological  innovation.  Here,  Detroit 
offers  an  object  lesson.  The  early  auto- 
industry  pioneers  were  intensely  cre- 
ative, with  steam-powered  and  even 
electric-powered  cars  vying  with  gaso- 
line models.  Auto  makers  had  little  mon- 
ey for  large  manufacturing  operations, 
so  they  relied  on  parts  and  components 
bought  from  outside  vendors.  Indeed, 
Detroit's  initial  competitive  advantage 
over  other  areas  came  from  its  un- 
matched pool  of  skilled  craftsmen,  ma- 
chine shops,  and  other  suppUers.  "In  its 
early  days,  Detroit  looked  a  lot  like  Sil- 
icon Valley,"  says  Susan  Helper  of  the 
National  Bureau  of  Economic  Research. 
OUT  OF  GAS.  But  the  astounding  success 
of  the  big  auto  companies  in  the  1920s 
helped  destroy  the  industry's  flexibility. 
As  car  sales  tripled  from  1921  to  1929, 
Ford  Motor  Co.  and  General  Motors 
Corp.  started  making  most  of  their  own 
parts,  eliminating  the  supplier  network 
that  had  nuitured  the  industry.  Henry 
Ford  went  so  far  as  to  process  his  own 
iron  ore,  and  he  rejected  using  aluminum 
because  he  couldn't  control  aluminum 
makers.  Bendix,  which  invented  fuel  in- 
jection for  fighter  planes  during  World 
War  II,  couldn't  get  U.  S.  auto  makers  to 
use  the  new  technology  for  years.  No 
longer  open  to  ideas  from  the  outside, 


Detroit  grew  vulnerable  to  foreign  com- 
petition. Ironically,  the  same  strategies 
that  had  increased  profits  and  control 
in  the  past  had  the  effect  of  her-metical- 
ly  sealing  the  industry  fr-om  within. 

If  you  heed  the  paranoid  rants  on  the 
Internet  about  the  dangers  of  Intel 
Corp.'s  high-tech  hegemony,  you  may  ffet 
that  Silicon  Valley  is  headed  down  the 
same  path.  Hasn't  Intel  extended  its  in- 
fluence fi'om  microprocessors  to  mother- 
boards, whole  PCs,  networking  devices, 
and  supercomputers?  Isn't  Intel,  even 
now,  tr-ying  to  take  contr-ol  of  the  gr-aph- 
ics-chips  market  with  its  purchase  of 
Chips  &  Technologies  Inc.?  Could  Intel, 
in  short,  trigger  a  cascade  of  events  that 


sends  Silicon  Valley  shding  down  the 
same  slippery  slope  as  Detroit? 

Most  Intel-watcher's  say  the  giant  is 
too  sbrewd  to  fall  into  such  a  tr-ap.  It  is 
more  likely  that  Silicon  Valley  as  a 
whole  will  follow  Hollywood's  model. 
Fr'om  1946  to  1956,  Tinseltown's  movie 
industry  saw  attendance  drop  by  half 
as  television  became  popular.  New  Yor'k, 
home  to  the  TV  networks,  was  the 
source  of  most  eariy  progTamming.  But 
Hollywood  strTick  back.  In  1954,  Warner 
Brothers  made  the  first  deal  to  produce 
films  for-  television.  By  1957,  virtually  all 
the  dr'amas  on  TV  were  coming  from 
Hollywood.  Meanwhile,  it  kept  its  orig- 
inal fi'anchise.  Today,  almost  all  of  the 
highest-gr'ossing  pictures  globally  still 
come  out  of  Hollywood. 

Wall  Street  has  also  been  forced  to 
reinvent  itself.  In  the  late  1980s,  the  fo- 
cus of  global  financial  power  seemed 
poised  to  shift  to  Tokyo  and  London, 
with  U.  S.  br-okerages  seeking  out  the 
biggest  pools  of  capital.  Fleeing  New 
York's  high  costs,  many  Wall  Street  finns 
moved  back-office  operations  out  of  Man- 
hattan. Still,  these  companies  have  pr"os- 
pered  by  generating  wave  upon  wave  of 
financial  innovation.  "The  search  for  new 
ways  to  make  money  is  what  New  York 
specializes  in,"  says  nyu's  Moss. 

Like  Hollywood  and  Wall  Street,  Sili- 
con Valley  embraces  reinvention.  Most 
recently,  it  bounced  back  from  defense 


cutbacks  in  the  late  1980s  and  early  1 
that  cost  40,000  jobs.  By  compar; 
Boston's  Route  128  is  a  cautionary 
The  minicomputer  companies  that  n 
the  r-egion  a  major  technological  fon 
the  1980s — including  such  giants  as 
ital  Equipment,  Wang  Laboratories, 
Prime  Computer — all  failed  to  adjuf 
changes  in  the  marketplace,  espec 
the  personal-computer  revolution. 

Not  Silicon  Valley.  The  diversit, 
its  companies  and  workforce  creafc 
more  complex  and  robust  economic 
than  ever  existed  in  Detroit  or  a 
Route  128.  This  try-anything  milie 
what  enabled  Netscape  Communicat 
Corp.  to  hurl  Microsoft  Corp.  a  curve 


in  1995  in  the  form  of  its  popular  N 
gator  Web  browser.  Sim  Microsyst( 
Inc.  has  pulled  off  a  similar  coup  vriti 
Internet  Java  softwar-e.  In  the  same  fi 
ion,  custom-chip  companies  such  as 
Logic  still  nm  cu'cles  around  Intel  w 
it  comes  to  specialty  chips.  "Silicon  ' 
ley's  distinct  advantage  is  to  create  i 
markets,"  says  Annalee  Saxenian,  a 
gional  economist  at  the  Univer'sitj 
California  at  Berkeley  and  an  expert 
Sihcon  Valley. 

The  Valley — and  the  rest  of  ; 
U.  S. — must  remain  vigilant.  Left 
contained,  giants  such  as  Intel  and 
crosoft  could  yet  despoil  the  ValK 
virtuous  cycle  if  they  become  so  s 
cessful  that  they  either  buy  up 
squeeze  out  too  many  small  comp^ 
tors.  Such  an  outcome,  while  unlik 
would  eventually  foul  the  fertihty  of  i 
region.  Alter-natively,  a  deep  recess] 
combined  with  a  big  drop  in  the  sfc 
market,  could  kill  off  a  lot  of  small  c< 
panies  and  dry  up  the  influx  of  capil 

And  then  there  are  earthquali 
floods,  famines,  and  fir-e.  But  as  long 
innovation,  diversity,  reinvention,  { 
sheer  technological  elan  continue  to  5 
fuse  Silicon  Valley,  the  hippest  com 
nies  will  find  a  way  there — and  the  1^ 
elite  will  follow.  Such  is  the  powei; 
mythic  places — and  right  now,  Silii 
Valley  is  creating  legends  of  its  own 

By  Michael  J.  Mandel  in  New  Y{ 


GIVE  IT  A  TRY  The  Valley's future  rests 
on  its  continued  ability  to  reinvent  itself. 
Detroit  lost  its  hegemony  when  it  became 
closed  to  outsiders  and  their  ideas 
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Mellon  delivers  a  full  range  of  financing, 
administrative  and  asset  n^anagement  solutions — 
from  single  products  to  comprehensive  outsourcmg 

•  •        "I  With  financing  expertise  provided  by 

Mellon  Corporate  Banking  aiid  Mellon  US  Leasing. 
Administrative  capabilities  ranging  from 
Mellon  Global  Cash  Management 
to  benefits  consulting  tlirough  Buck  Consultants. 
Institutional  and  personal  asset  management 
services  from  globally  recognized  leaders 
such  as  Mellon  Bond  Associates, 
Mellon  Private  Asset  Management  and  Dreyfus. 

Our  unmatched  array  of  capabilities, 
and  exceptional  people  who  deliver  results, 
help  you  face  a  changing  aiid  challenging  world. 
Call  Keith  Russell,  Vice  Chairman, 
MeUon  Bai-ik  Corporation  at  (213)  553-9560. 


Mellon 


Mellon's  Information  Technology  Group  maintains  offices  in  Palo  Alto,  Pittsburgh  and  Boston. 

www.mellon.com 

®  1997  Mellon  Bank  Corporation 


SILICON  VALLEY 


HOW   IT  REALLY  WORKS 


Si 


AWELLSPRING 

GALLED  STANFORD 


It  built  a  community  of  technical  scholars — 
and  a  world-class  town-gown  network 


A panorama  of  fi-uit  orchards  gi'eeted 
visitors  to  the  southern  San  Fran- 
cisco Bay  area  in  the  1940s.  Stan- 
ford University  and  the  horse  fanns  of 
its  founder,  Leland  Stanford,  fonned  the 
northern  gateway  to  a  valley  tucked 
between  two  coastal  mountain  ranges 
and  dotted  with  mission  and  train-stop 
towns  such  as  Menlo  Pai'k,  Palo  Alto, 
Santa  Clara,  and  San  Jose.  It  was  an 


idyllic  scene,  with  its  mild  climate, 
rolling  hills,  and  agi'arian  pace. 

But  when  a  young,  ambitious  Stan- 
ford engineering  dean,  Frederick  Em- 
mons Terman,  looked  past  the  univer- 
sity's red  tiled  roofs,  he  saw  raw 
opportunity.  He  had  already  helped  a 
clutch  of  his  best  students,  including 
Bill  Hewlett  and  Dave  Packard,  start 
their  own  electronics  companies.  After 


li 


ai 


World  War  K,  Terman  knew  the  go 
ernment  was  poised  to  begin  an  u 
precedented  investment  in  science  a: 
engineering.  In  that,  he  saw  the  pote 
tial  to  build  a  community  of  technic 
scholars  to  rival  Oxford,  Bologna, 
other  gi'eat  centers  of  knowledge. 

Terman,  who  died  in  1982,  wou 
have  loved  what  Silicon  Valley  has  b 
come.  Part  science  lab,  part  industri 
park,  the  Valley  is  a  turbulent  confl 
ence  of  academic  ardor,  industrial  i: 
tensity,  imbridled  imagination,  and  mo 
ey.  Flanked  by  Stanford,  the  Universil 
of  California  at  Berkeley,  and  lesse 


1993  Excite 

I  Ben  Lutch,  Ryan  Mclntyre. 
I  Graham  Spencer,  Mark  Van 
I  Haren,  Joe  Kraus, 
i  Martin  Reinfried 

1 1995  Yahoo! 

I  Jerry  Yang,  David  Filo 


STANFORD'S  PROGENY 


Hewlett-Packard 


1981  Logitech  ^ 

Pieriuigi  Zappacosta. 
Daniel  Borel 


1 1967  Asset 
Management 
i  Company 

j  Franklin  Johnson 

19G9  Mayfield  Fund 

I  Tommy  Davis,  Wally  Davis 

1974  Institutional 
Venture  Associates 

■  (now  Inst.  Venture  Partners) 
Reid  Dennis 


1939 

William  Hewlett, 
David  Packard 


Dl 


The  company  name 
was  decided  on  a 
/  "  ^  coin-toss  in 
Packard's  garage.  Its  success 
at  developing  measuring 
equipment  and  scientific  in- 
struments was  more  than  luck 
of  the  draw,  however.  From  its 


first  big  sale  of  eight 
tors  to  Walt  Disney  for 
movie  Fantasia,  the  cc 
would  go  on  to  produc 
lators,  computers,  and 
printers.  More  signifies 
spawned  a  slew  of  otii 
companies  in  telecom 
computers  (Tandem) 
(Altera,  IDT),  and  other 
engineering-intensive  I 


1980 


Technology 
j  Venture  Investors 

\  Burt  McMurty,  David  Marquardt 


1982  Silicon  Graphics 

James  Clark,  six  others 
fp^J  Its  founder,  a  for- 
'UsiF      Stanford  as- 
A     /  sistant  professor, 
took  the  high-performance 
road  when  he  started  the 
3-D  graphics  company.  Since 
then,  many  managers  decid- 
ed to  strike  out  on  their 
own — most  notably  Clark. 


1984  Cisco  Systems 

Leonard  Bosack,  g 
Sandra  Lerner  ^ 

Founded  by  ^ 
husband-and-wife  Stanford 
staffers,  Cisco  is  the  No.l 
networking  gear  supplier. 


1982  Sun 
Microsystems 

Scott  McNealy,  Vinod  Khosia, 
Andy  Bechtolsheim 

Made  its  name 
selling  engineering 
workstations  and 


a 


has  since  become  a  b 
player  on  the  Internet 
corporate  networks.  Wl 
management  turnover 
been  fairly  low,  many 
who  have  left  made  it 
with  startups  such  as 
Systems. 


1994  Healtheon  ^ 

ames  Clark,  two  others 


199! 


1995  Goimeb 

!  Ed  Pattermann,  Cynthia Typaldos 


...J 


1994  Netscape. 

Marc  Andreessen,  James  Clark 


1996  niciriiiiud 

Kim  Polese,  Arthur  van 

1995  Granite  Systems  m^^Sm 

Andy  Bechtolsheim,  David  Cheriton 


1995  NetGravity  ^5 

John  Daniier 


1995  Rctra 

Way  Ting,  Shantanu  Narayen,  lhab  Abu-^ 
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I  iwn  engineering  schools  at  Santa 
I  ra  University  and  San  Jose  State 
i\t'rsity,  the  Valley  produces  more 
;  1  graduates  than  any  region  in  the 
S. — with  over  4,100  engineering  de- 
es in  1995. 

ilany  alumni  stay  put  and  prosper, 
ween  1960  and  1990,  companies 
'ted  by  Stanford  graduates  created 
1-  2.50,000  jobs.  Indeed,  a  family  tree 
Mlicon  Valley's  origins  shows  a  multi- 
lei  ational,  digital  "begetting"  of  bib- 
1  [ifoportions.  "It's  a  network,  as  op- 
ed to  a  hierarchy,"  says  venture 

i  litalist  L.  John  Doerr  of  Kleiner 
•kins  Caufield  &  Byers.  "And  it's 
led  in  a  temfic  educational  system." 

I  tM  SYSTEM.  These  days,  Stanford  en- 
eeiing  grad  students  aren't  siu-prised 
engineemg  professor  Tliomas  By- 
— brother  of  a  prosperous  venture 
italist — fanns  them  out  to  local  stail- 
iii  midcourse  to  leam  the  meaning 
entrepreneurship.  Stanford  faculty 
mbers  are  invited  to  address  the 
inrise  Club,"  a  regular  meeting  of  lo- 
venture  capitalists  who  drop  by  the 
dent  union  to  hear  about  the  latest 
earch.  The  dean  of  the  Graduate 
lool  of  Business,  Michael  Spence,  sits 
the  board  of  Sun  Microsystems  Inc. 


Stanford  grads  Dave  Packard  and  Bill 
Hewlett  greet  Dean  Terman  in  1954 

and  is  as  fluent  in  routers  and  switches 
as  in  economic  theory.  "You  are  con- 
stantly bombarded  [with  technology] 
and  so,  almost  by  accident,  you  keep 
up  to  date,"  he  says.  "You  actually  end 
up  right  in  the  pushing  and  shoving. 


and  then  at  the  margin,  you're  a  cus- 
tomer, too." 

Stanford's  influence  is  immense.  But  it 
is  just  one  template  among  many. 
Berkeley — whose  alumni  include  both 
Gordon  E.  Moore  and  Andrew  S.  Grove 
of  Intel  Corp. — has  its  own  character 
and  strengths.  Its  style  "has  been  to 
develop  technology,  convince  existing 
companies  to  use  the  ideas,  and  then 
go  back  and  develop  more  technology," 
says  David  A.  Patterson,  one  of  the 
school's  prominent  computer  scientists. 

Among  the  liigh-tech  trends  Berkeley 
scientists  helped  shape  are  relational 
databases,  the  most  popular  version  of 
the  UNIX  operating  system,  and  a 
speedy  microprocessor  architecture 
known  as  Rise,  for  reduced  instruction- 
set  computing.  Some  of  these  achieve- 
ments sprang  naturally  from  academic 
pursuits.  And  certainly  the  school  has 
produced  its  share  of  superstars,  in- 
cluding Sun  Microsystems  Vice-Presi- 
dent of  Research  William  Joy  and  In- 
formix Corp.'s  Roger  Sippl,  as  well  as 
legal  power  broker  Larry  W.  Sonsini. 
But  at  Berkeley,  many  tech  wizards 
stay  in  their  academic  robes,  while  at 
Stanford,  "it's  almost  expected  that  a 
successful  faculty  member  will  at  some 


ImVl 

lens) 
eson. 
an, 

venstern  Jr., 
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1974  Tandem 
Computers' 

(now  Compaq)  Jim  Treybig 

1975  Megatest*^ 

(now  Teradyne) 
Steve  Bissett 


Trimble  ^ 
Navigation 

Charles  Trimble, 
Kit  Mura-smith, 
Tom  Coates, 
Dan  Babitch  and 
two  others 


1980  Lam  Research 

David  Lam  •i^' 

1981  Pyramid 
Teclinology*  ^ 

(now  Siemens  Pyramid) 
Robert  Ragan-Kelley, 
Ed  Dolinar,  A!  Gaynor 


1983  Altera 

James  Sansbury,  four  others 


~1 


1994 


Integrated 
Device  Teclinology 

George  Hwang,  Frank  Lee, 
Chun  Chiu 


),  Steve  Wozniak 

I  Jobs  left  Atari  and 

'  Wozniak  left 
Hewlett-Packard 
companies  turned 

opportunity  to 

18  Apple  prototype. 

iers  encouraged  an 


almost  religious  fervor  to 
make  PCs  for  "the  rest  of 
us."  Despite  recent  troubles 
at  Apple,  their  crusade  led  to 
the  development  of  other 
innovative  computer  hardware 
(NeXT,  Radius)  and  software 
companies  (Electronic  Arts, 
Live  World). 


I    Industry  Key 


Venture  Capital 


Computers  Software 


ectronic  Arts 

;ins.  two  others  , 

iXT^ 


1986  Radius  3 

Mike  Boich,  Burreli  Smith, 
Alain  Rossmann,  Andy  Hertzfeld 

1989  Echelon 

Mike  Markkula 


1991 


3D0 


Trip  Hawkins,  Hugh  Martin 


.1990  General  Magic 

Marc  Porat,  Andy 
Hertzfeld,  Bill  Atkinson 

1990  Be  Inc.  J 

Jean-Louis  Gassee 


1995  CyberGold 

Nat  Goldhaber 

1996  Live  World 

Peter  Friedman,  Bernard 
Bernstein,  Jenna  Woodul 


Internet  Networking 


1994  WebTV*  ^ 

Steve  Perlman,  Phil  Goldman,  Bruce  Leak  (now  Microsoft) 


Games  Navigation 


Chips  Telecom  Drives 
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point  start  a  company,"  says  Patterson. 

Tlie  loyalty  and  affection  alumni  show 
their  alma  maters  is  part  of  the  Silicon 
Valley  peipetual  motion  machine.  Silicon 
Graphics  Inc.,  started  by  Stanford  engi- 
neering professor  James  H.  Clark,  be- 
came a  huge  donor  of  money  and  equip- 
ment. Equally  important,  alums  donate 
their  personal  time.  Wilson  Sonsini 
Goodrich  &  Rosati  partner  Sonsini  and 
Mario  M.  Rosati,  for  example,  both 
teach  courses  at  Berkeley. 
"NO  LIMIT."  David  Kelley,  the  successful 
head  of  Palo  Alto's  IDEO  industrial  de- 
sign firm,  e.xemplifies  what  goes  right  in 
the  Valley's  academic/industiy  relations. 
When  he's  not  running  lUEO,  he's  help- 
ing to  steer  a  product-design  progi-am  at 
his  alma  mater,  Stanford.  "The  reason  I 
knock  myself  out  and  work  two  full- 
time  jobs  is  I  feel  indebted  to  Stan- 
ford," says  Kelley.  Thanks  to  the  school's 


business-cum-science  orientation,  "I  be- 
came a  guy  who  made  products  instead 
of  calculating  brackets." 

It  seems  like  nobody  does  just  one 
thing  around  here.  Stanford's  current 
engineering  dean,  John  Hennessy,  did 
pioneering  computer-science  work  in 
RISC  chips  in  the  early  1980s.  Then, 
Hennessy  took  a  sabbatical,  raised  some 
ventm'e  capital,  and  founded  mips  Com- 
puting. He  I'etumed  to  Stanford  in  1985. 
"The  gap  between  research  and  what's 
in  production,"  says  Hennessy,  "has  nai'- 
rowed  to  almost  nothing." 

For  aU  his  vision.  Dean  TeiTnan  might 
well  have  gaped  at  1990s-style  entre- 
preneurship.  He  could  never  have  pic- 
tured Internet  darling  Yahoo!  Inc., 
which  stalled  out  in  a  gi'ungy  campus 
trailer  in  1994,  where  electrical  engi- 
neering gi'ad  students  David  Fhilo  and 
Jerry  Yang  were  bored  to  tears  with 


their  PhD  thesis.  They  began  air 
mindlessly  making  lists  of  their  fav( 
Web  sites.  Rather  than  crack  down 
the  digital  goofing,  the  enginee 
school  cut  the  pair  slack. 

Fast-forward  two  years  to  a  hu 
successful  1996  initial  public  offeriif 
and  a  time  to  return  favors.  Filo  n 
Yang,  worth  more  than  $100  mil^ 
apiece,  became  the  youngest  Individ 
ever  to  endow  a  professorship  in 
Stanford  engineering  school,  with  a 
of  $2  million.  "As  long  as  we  main  - 
the  practices  that  have  made  us  v 
we  are  today,"  Terman  wrote  in  1 
describing  Silicon  Valley's  energy 
success,  "then  there  is  no  limit  to 
longevity  of  the  situation." 

Amen,  say  today's  entrepreneurs 
rather,  Yahoo! 

By  Joan  0'  C.  Hamilton  in  Palo  , 
with  Litula  Himelstein  in  Menlo  Pa 


1955  Shockley  Labs* 

I  William  Shockley, 
I  eight  others 

I  Co-inventor  of  the  transis- 
j  tor,  Shockley  recruited 
I  eight  young  men  from 
1  East  Coast  labs  to  develop 
i  the  technology.  They  left 
i  because  of  Shockley's 
I  erratic  management  style 
I  and  became  the  foundmg 
\  cadre  for  the  West  Coast 
j  semiconductor  industry. 


;  1967  National  ^ 
\  Semiconductor 

\  Charles  Sporck,  two  others 

I  After  leaving  Fairchild, 

i  Sporck  ran  National  for  24 

I  years,  building  it  into  a 

I  giant  in  analog  and 

!  digital  chips. 


1981  Linear 
Technoiogy 

Robert  Swanson, 
Robert  Dobkin 


1983  Sierra 
Semiconductor 

James  Diller, 
four  others 


1983 


SDA  Systems* 


1957 

Semiconductor* 

(From  left)  Gordon  Moore, 
Sheldon  Roberts,  Eugene 
Kleiner,  Robert  Noyce,  Victor 
Grinich,  Julius  Blank,  Jean 
Hoerni,  Jay  Last 

Founded  by  "The  Traitorous 
Eight"  from  Shockley,  Fair- 
child  was  the  first  company 
to  Vifork  exclusively  in  silicon. 
It  spawned  more  than  30 
Silicon  Valley  companies, 
including  Intel,  Advanced 
Micro  Devices,  and  National 


1961  Signetics* 

(now  Philips  Semiconductor) 
David  Allison,  David  James, 
Lionel  Kattner,  Mark 
Weissenstern,  two  others 


,  t  1985  Cirrus  Logic 

Michael  Hackworth,  Kam 
ran  Elahian,  fije  others 


FAiROHILD'S  OFFSPRING; 


1993  NeoMagic 

\  Kamran  Elahian, 
I  Prakash  Agarwal 

Planet  Web 

1  Kamran  Elahian 


1968  Computer 
Microtechnology* 

John  Schroeder, 
Jack  Schmidt,  two  others 


1973  Synertek* 

Robert  Schreiner, 
R.  Barringer,  six  others 


1 1968  Intel 

Robert  Noyce,  Gordon  Moore 

The  king  of  PC  micro- 
processors, Intel  IS  now  the 
largest  chip  company  in  the 
world,  with  revenues  top- 
ping $20  billion.  Most  Intel 
execs  stay  on  board  instead 
of  launching  startups.  ^ 


1979 


VLSI 

Technology 

Jack  Baletto, 
Dan  Floyd, 
Gunnar  Wetlesen 


ri983  Wafer 


1974  Zilog* 

Federico  Faggm, 
Ralph  Ungermann 


1969  Four  Phase*! 

Lee  Boysel,  Jack  Faith 


1972  Kleiner  Perkiil 
Gaufield  &  Byers 

Eugene  Kleiner 


1980  LSI  Logic 

Wilfred  Corrigan 


1969  AMD 

W.J.  Sanders  111,  seven  othi 

Flamboyant  Sanders  left 
Fairchild  to  found  this  u[ 
and-down  rival  to  Intel, 
swing  is  up  right  now. 


1 


1983  Cypress 

T  J.  Rodgers,  Lowell  Turil 


t98i  SEEO 

Gordon  Campbell, 
George  Perlegos 


1984  Xilinx 

Bernard  Vonderschmitt 


James  Soioman 


Scale  Integration 

Eli  Harari 


1985  Chips 
&  Technologies* 

Gordon  Campbell,  Dado 
Banatao,  two  others 


1<M 


!  1986  Synaptics 

\  Federico  Faggin,  Carver  Mead 


1989  S3 

Ron  Vara, 
Dado  Banatao 


1985  AtlR 

George  Perlei 
Tsung-Ching 


1994  3Dfx 

Gordon  Campbell, 
Scott  Sellers 
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LIGON  VALLEY 


HOW   IT  REALLY  WORKS 


HE  LONG  SHADOW 
F  BILL  GATES 


illey  executives  can't  forget  for  a  second 
lo's  the  guy  to  beat 


Iicrosoft  Chairman  William  H. 
Gates  III  doesn't  get  down  to  Sil- 
icon Valley  all  that  often — which 
1  be  a  good  thing.  After  all,  this  is 
ik'  territory.  One  Valley  competi- 
nade  gifts  of  golf  balls  with  a  pho- 
f  Gates  on  them,  inviting  people  to 
a  whack.  And  a  columnist  for  a 
etown  newspaper  recently  dubbed 
is  the  "Prince  of  Darkness." 
unny,  yes.  But  there's  a  raw 
!  to  this  rivahy.  Silicon  Valley 
be  celebrated  as  the  cradle  of 
nican  innovation,  but  its  ex- 
ives   don't   forget   for  a 
)second  that  Microsoft  Corp. 
inates  the  world  of  personal- 
puter    software.    It  was 
'osoft's  Windows  software — 
g  with  Intel  Corp.'s  chips — 
provided  a  standaixl  for  thou- 
Is  of  PC  makers  and  software 
ilopers  to  build  upon.  And 
it  or  not,  many  fuid  theii 
unes  tied  to  the  software 
t. 

till,  the  might  of  Microsoft 
at  to  the  veiy  tenet  of  the  Valley:  If 
company  dominates,  the  best  ideas — 
companies — may  not  bubble  to  the 

Gary  L.  Reback,  with  the  law  fh-m 
Vilson,  Sonsini,  Goodrich  &  Rosati, 

the  Valley  is  like  a  popcorn  popper: 
3W  in  a  bunch  of  entreprenem's,  add 
e  venture  capital,  and  watch  it  ex- 
ie.  If  one  company  rules,  he  argues, 
ivation  is  squelched.  Adds  James  H. 
•k,  chainnan  of  Netscape  Communi- 
)ns  Coi-p.:  "Microsoft,  I  think,  is  ftm- 
lentally  an  evil  company." 
HILLING  EFFECT."  You  know  the  back- 
und.  Microsoft  has  capitaHzed  on  its 
;ess  with  Windows — which  now 
s  on  about  90%  of  PCs — to  wage 

against  its  software  rivals.  While 
rosoft  reaped  $3.45  bilhon  in  profits 
ts  just-ended  fiscal  year,  the  next 
'  largest  PC-software  makers  com- 


bined posted  just  $523  million  in  op- 
erating profits. 

What  really  ticks  Valley-ites  off  is 
when  Microsoft  nibs  it  in.  Last  August, 
Mici'osoft  execs  met  with  about  .50  VaUey 
ventui'e  capitalists  and  advised  them  not 
to  sink  money  into  startups  that  chal- 
lenge its  conti'ol  of  the  computing  "plat- 
form," according  to  L.  John  Doerr  of 
Kleiner  Perkins  Caufield  &  Byers,  which 
has  backed  rival  Netscape.  Reback,  who 
has  represented  several  software  finns  in 
coiut  cases  against  Microsoft,  says  those 
tactics  have  "a  chilling  effect." 

Thanks  to  the  Internet,  Reback's 
bleak  warning  doesn't  resonate  like  it 
did  just  two  years  ago.  The  Web  has 
spawned  a  new  crop  of  startups  un- 
daunted by  Microsoft's  long  shadow. 


"People  who  don't  know  how  to  compete 
with  Microsoft  feel  threatened.  People 
who  know  how  to  compete,  don't,"  says 
Mike  Homer,  Netscape's  executive  vice- 
president  for  sales  and  marketing. 
GANGING  UP.  Homer  can  back  up  his 
bravado  with  numbers.  In  just  three 
years,  Netscape  has  lined  up  65  miUion 
customers  and  is  on  track  to  log  sales  of 
$600  million  this  year.  Still,  the  company 
is  racing  to  stay  ahead  of  Microsoft, 
which  has  ah-eady  gTabbed  30%  of  the 
browser  mai'ket  that  Netscape  pioneered. 

Indeed,  taking  on  Microsoft  is  a  job 
too  big  for  any  one  company,  spurring 
Netscape,  Sun  Microsystems,  Oracle, 
and  IBM  to  form  a  united  ft-ont  against 
their  common  foe.  Their  weapon:  Java. 
Sun's  progi'amming  language  promises 
to  let  developers  create  progi'ams  that 
will  run  on  any  computer  and,  poten- 
tially, lessen  their  dependence  on  Mi- 
crosoft. "Microsoft  is  feared  and 
loathed,  and  that  drives  companies  to- 
gether against  them,"  says  George 
Paolini,  dii-ectoi'  of  coiporate  marketing 
for  Sun's  JavaSoft  Div. 

Not  all  companies  are  wilUng  to  take 
the  risk  of  offending  Gates.  Most  rely  on 
Microsoft's  support  in  developing  prod- 
ucts for  Windows.  And  picking  a  fight 
with  Microsoft  can  be  a  fast  track  to 
oblivion.  So  the  majority  of  Silicon  Val- 
ley companies  maintain  cordial  relations 
with  their  neighbor  to  the  north.  Even 
Borland  Intemational  Inc.,  which  in  May 
sued  Microsoft,  alleging  it  stole  some  of 
its  best  programmers,  retains  close 
ties  with  the  Redmond  (Wash.)  soft- 
ware giant. 

Microsoft  is  quick  to  point  out 
that  its  320  resellers  and  part- 
ners in  Northern  California  made  $16 
billion  in  Microsoft-related  sales  last 
year.  And  it  shnags  off  criticism.  "We 
compete  hai-d,  but  we  compete  fairly," 
says  Charles  Dietrick,  Microsoft's  man- 
ager for  Northern  California.  Even 
small  partners  can  get  kid-glove  treat- 
ment. Tiny  Sessionware  Inc.  of  Camp- 
bell, Cahf ,  paid  $2,000  last  year  to  be 
part  of  Mici'osoft's  service-providei"  pro- 
gi"am — but  got  $10,000  back  for  training. 

That's  winning  Microsoft  some  fans. 
Rand  Morimoto,  president  of  systems 
integrator  Inacom  Oakland,  even  posted 
a  snapshot  of  Gates  on  his  Web  site. 
The  way  he  sees  it,  the  Valley  has  a 
love/hate  relationship  \vith  Gates.  "With 
Windows,  Microsoft  has  everybody  in 
shackles,"  he  says.  "But,  at  the  same 
time,  it  diives  a  big  pait  of  the  business 
here."  As  long  as  that's  true,  when 
Gates  comes  south  for  a  visit,  most  peo- 
ple are  likely  to  grin  and  bear  it. 

By  Steve  Hamm  in  San  Mateo 
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After  leading  tl>^' 


industiy  in  portables 


for  years,  we've 


set  our  sights  on 


something  bigger. 


Introducing  the  Toshiba  Equium.' 

We  know  you  have  high  expectations  So  when  you  asked  for  a  new  line  of 
business  systems,  we  put  the  same  ingenuity,  quality  and  design  you  Ve  come  to  expect 

from  OUT  portables  into  ournewEcpjium  line  With  our  history  of  technical  excellence, 
you  can  be  sure  they  are  powerful  and  rehable  computers  Offenngyou  proven  quality 
PENTIUM.  PRO    and  delivenng  the  right  tools  to  help  you  maintain  a  competitive  edge    ,  * 


The  Equium  line  incorporates  features  that  increase  productivity  and  manageability  Like 


0 


the  latest  Intel  processors,  system  monitoring  software  and  robust  secunty  And  with 
Toshiba 's  sleep  button,  with  Secure  Sleep"  and  Instant  On  features,  you  II  save  time  and  money  There 's 
even  room  for  growth,  provided  by  enough  system  memory  and  hard  disk  capacity  to  handle  your  future 
application  needs  But  there  s  more  to  building  a  better  computer  than  just  great  features  Relationships 


m 


are  a  key  component  to  our  success  Working  with  strategic  partners  and  most  importantly. 

keeping  an  open  dialogue  vinth  you  to  create  solutions  together  To  bnng  you  the  best  cSmml' 
products  possible,  like  our  new  Equium  hne  of  computers  Find  out  more  about  it 
Call  1-800-457-7777  or  look  us  up  on  the  Web  at  http //equium  toshiba  com 


In  Touch  with  Tomorrow 

TOSHIBA 


►  PRODUCTIVITY  flDVflNTftGES 

Designed  to  enhance  productivity  with  Intel 
Psntiura'  Pro  processors,  Windows  NT-, 
Secure  Sleep*  and  Instant  On  ieatures. 
Saving  you  time,  energy  and  money. 

^  BUILT-IN  MANAGEABILITY 

DM!  2.0  support  and  Intel  LanDesk*  dient 

manager  soltware  aOow  easy  system 
management  to  lower  your  total  cost 
ot  owning  a  computer, 

^  PROTECTING  YOUR  INVESTMEN 

A  nch  feature  set  oilers  periormance  and  value 
today  and  in  the  hiture  vnth  10/100  Ethernet, 
USB  ports  and  enough  system  memory  and  hai 
disk  capacity  to  handle  future  apphcation  needl 

►  QUALITY  AND  RELIABILITY 

You  can  rely  on  Toshiba,  the  world  leader  in 
portable  technology,  lo  bnng  you  the  same 
quality  and  ingenuity  in  our  new  Equium  line. 


1997  TtEhiba  Anwica  Infamalm  SvstenB.  Ix.  Equ^ 

Tit  Intel  Insde  Logo,  FfeniMn  and  LANDesk  are  legmednaj^^  'Secure  Seep  is  mavaMie  with  clual  processor 
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LIGON  VALLEY 


MOVERS   &  SHAKERS 


HE  TOP 
5  POWER 
IROKERS 


an  all  name  some  of  the  most  powerful 
le  in  Silicon  Valley — hiteVs  Andy 
'e,  Apple  co-founder  Steve  Jobs,  and  Sun 
vsy stems'  Scott  McNealy.  But  who  are 
ingmakers  behi^id  the  throne?  Who 
s  the  cogs  well-oiled  with  the  esseyitials: 
lealmaking,  the  rich  flow  of  capital,  and 
onnections  to  nuriure  the  next 
cape?  Here's  a  look  at  the  top  25  behind- 
xenes  power  brokers.  For  more  on  up- 
comers,  see  www.busi7iessweek.com. 


Chairman,  Broad- 
N  Associates 

erman's  Broadview 
a  hand  in  over  20 
1  acquisitions 
th  some  $2  billion 
year,  making  it 
of  Silicon  Valley's 
mergers-and-acqui- 
)ns  firms.  He  han- 
i  big  deals,  such  as 
vlett-Packard's  buy- 
of  VeriFone,  but 
cializes  in  small-fry 
aover  candidates. 


JOHN  ARRILLAGA,  60 

Partner,  Peery/Arrillaga 
As  dealmaker  for  one 
of  the  area's  top 
landowners,  the  secre- 
tive developer  calls 
the  shots  when  it 
comes  to  doling  out 
precious  office  space. 
Normally,  he  only  pro- 
vides facilities  to  com- 
panies that  can  pay 
cash.  But  if  Airillaga 
senses  a  winner,  as  he 
did  when  Sun  Mi- 
crosystems and  Quan- 
tum were  startups,  he 
gives  lenient  terms — 
and  then  collects  rents 
as  they  grow. 

DANIEL  H.  CASE  HI,  40 

President  and  ceo, 
Hambrecht  &  Quist 
Since  Case  took  the 
helm  of  H&Q  in  1994, 
the  former  Rhodes 
Scholar  has  presided 
over  a  fi-enzied  period 
of  gi'owth  for  the  San 


JOHN  DOERR,  46| 


►  Partner  at 
Kleiner  Perl<ins 
Caufield  &  Byers 

Dubbed  the  "hu- 
man hummingbird" 
for  his  flitting 
among  industry 
moguls,  Doerr  is 
perhaps  the  biggest 
power  broker  in 
Silicon  Valley.  He 
has  financed  such 
highfliers  as  Sun 
Microsystems, 
Netscape,  and 
^  Compaq,  and  hob- 
nobs with  Clinton. 


Francisco  investment- 
banking  boutique,  h&q 
has  co-managed  a  se- 
ries of  high-profile  ini- 
tial public  stock  offer- 
ings, including 
Netscape  and  Ama- 
zon.com. And  now  it's 
beefing  up  after  rais- 
ing $64  million  in  its 
own  IPO.  Still,  as  the 
only  remaining  inde- 
pendent San  Francis- 
co-based investment 
bank,  h&q  must  gi'ap- 
ple  with  constant 
takeover  nimors. 

JOHN  G.  DEAN,  49 

CEO, 

Silicon  Valley  Bank 
Once  they  have  a 
check  fi-om  a  venture 
capitalist,  many  entre- 


preneurs proceed  di- 
rectly to  Silicon  Valley 
Bank  to  open  a  bank 
account  and  help  in 
setting  up  an  account- 
ing system.  That  puts 
Dean,  who  came  to 
the  Valley  five  years 


ago,  at  the  center  of 
the  startup  action. 

JOHN  C.  FRY,  40 

President, 

Fry's  Electronics  Inc. 
Son  of  a  gi'ocery  mag 
nate,  this  publicity- 


>■  Partner,  Hummer  Win- 
blad  Venture  Partners 

One  of  the  few  venture 
capitalists  to  invest  only 
in  software,  she  spotted 
winners  Powersoft,  Arbor 
Software,  and  Wind  River 
Systems.  Her  technique: 
mega-networking.  She's  at 
industry  events  some  four 
nights  a  week  and  often 
vacations  a  week  each 
year  with  pal  Bill  Gates. 
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After  leading  the 


industry  in  portables 


for  years,  weVe^ 


set  our  sights  on 


something  bigger. 


Introducing  the  Toshiba  Equium.™ 

We  know  you  have  high  expectations  So  when  you  asked  for  a  new  line  of 
business  systems,  we  put  the  same  mgenuity  quality  and  design  you  Ve  come  to  expect 

from  OUT  portables  into  our  new  Equium  line  With  our  history  of  technical  excellence, 
you  can  be  sure  they  are  powerful  and  reliable  computers  Offenng  you  proven  C[uality 


PENTIUM. PRO    and  dehvenng  the  nght  tools  to  help  you  maintain  a  competitive  edge 

PROCESSOR 

The  Equium  line  incorporates  features  that  increase  productivity  and  manageability  Like 


h. 


0 


the  latest  Intel  processors,  system  monitoring  software  and  robust  secunty  And  with 
Toshiba 's  sleep  button,  with  Secure  Sleep"  and  Instant  On  features,  you  II  save  time  and  money  There 's 
even  room  for  growth,  provided  by  enough  system  memory  and  hard  disk  capacity  to  handle  your  future 
application  needs  But  there's  more  to  building  a  better  computer  than  ]ust  great  features  Relationships 
are  a  key  component  tooursuccess  Working  with  strategic  paUners  and  most  importantly  i;;^^ 

MK"W;)SOtT 

keeping  an  open  dialogue  with  you  to  create  solutions  together  To  bung  you  the  best  SImbS' 
products  possible,  hke  our  new  Equium  line  of  computers  Find  out  more  about  it 
Call  1-800-457^7777  or  look  us  up  on  the  Web  at  http  //equium  toshiba  com 


►  PRODUCTIVITY  ADVANTAGES 

Designed  to  enhance  pioduc'mty  with  Intel 
Pentium®  Pro  processors,  Windows  NTr-, 
Secure  Sleep*  and  Instant  On  leatures. 
Saving  you  time,  energy  and  money. 

►  BUIIT IM  MANAGEABIIITY 

DM1 2.0  support  and  Intel  LanDesk*  client 
manager  soltwate  allow  easy  system 
management  to  lower  your  total  cost 
ol  owning  a  computer. 

^  PROTECTING  YOUR  INVESTMEN 

A  nch  leature  set  oilers  perlormance  and  value 
today  and  in  the  hiture  with  10/100  Ethernet, 
USB  pons  and  enough  system  memory  and  hard 
disk  capacity  to  handle  hilure  application  m 

►  QUALITY  AND  REIIABIIITY 

You  can  rely  on  Toshiba,  the  world  leader  in 
portable  technology,  lo  bnng  you  the  same 
quality  and  ingenuity  in  our  new  Equium  line. 


In  Touch  with  Tomorrow 

TOSHIBA 


';i997Tc6hibaAnma!jilomialmS>seras,Inc  Eqiinim  and  Secure  9eep  are  trademaite  of  TbshibaAnMicalnlom  AEpoduOsindicatajtjytTadaraiksvmboisaretra^^ 

T^e  Intel  Irade  Icqo,  tetnm  arid  LAiMDesk  aie  registeied  Cademaiks  and  the  feajum  Processor  Lcqo  and  the  Ffennum  Pro  Processor  Ixgo  are  tiademarks  d  IrTiel  0:irpraatJ0ii  "Seairp  Sleep  is  na  avsilalDie  '.vih  dual  processor  suppoa 
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LIGON  VALLEY 


MOVERS   &  SHAKERS 


HE  TOP 
5  POWER 
ROKERS 


m  a  ll  name  some  of  the  most  powerful 
le  in  Silicon  Valley — Intel's  Andy 
e,  Apple  co-founder  Steve  Jobs,  and  Su7i 
osy stems'  Scott  McNealy.  But  who  are 
ingmakers  bekmd  the  throne?  Who 
s  the  cogs  well-oiled  with  the  essentials: 
ealmaking,  the  rich  flow  of  capital,  and 
onnections  to  nurture  the  next 
cape?  Here's  a  look  at  the  top  25  behind- 
i  cenes  power  brokers.  For  more  on  up- 
^ comers,  see  www.busi71essweek.com 


FEDERMAN.40 


Chairman,  Broad- 
V  Associates 

erman's  Broadview 
;i  hand  in  over  20 
1  acquisitions 
th  some  $2  billion 
year,  making  it 
of  Silicon  Valley's 
mergers-and-acqui- 
)ns  firms.  He  han- 
>  big  deals,  such  as 
vlett-Packard's  buy- 
of  VeriFone,  but 
cializes  in  small-fry 
sover  candidates. 


JOHN  ARRILLAGA,  60 

Partner,  Peery/Arrillaga 
As  dealmaker  for  one 
of  the  area's  top 
landowners,  the  secre- 
tive developer  calls 
the  shots  when  it 
comes  to  doling  out 
precious  office  space. 
Normally,  he  only  pro- 
vides facilities  to  com- 
panies that  can  pay 
cash.  But  if  Amllaga 
senses  a  winner,  as  he 
did  when  Sun  Mi- 
crosystems and  Quan- 
tum were  startups,  he 
gives  lenient  terms — 
and  then  collects  rents 
as  they  grow. 

DANIEL  H.  CASE  III,  40 

President  and  ceo, 
Hambrecht  &  Quist 
Since  Case  took  the 
helm  of  H&Q  in  1994, 
the  former  Rhodes 
Scholar  has  presided 
over  a  frenzied  period 
of  gi'ov\rth  for  the  San 


JOHN  DOERR.  46 


>  Partner  at 
Kleiner  Perkins 
Caufield  &  Byers 

Dubbed  the  "hu- 
man hummingbird" 
for  his  flitting 
among  industry 
moguls,  Doerr  is 
perhaps  the  biggest 
power  broker  in 
Silicon  Valley  He 
has  financed  such 
highfliers  as  Sun 
Microsystems, 
Netscape,  and 
Compaq,  and  hob- 
nobs with  Clinton 


Francisco  investment- 
banking  boutique.  H&Q 
has  co-managed  a  se- 
ries of  high-profile  ini- 
tial public  stock  offer- 
ings, including 
Netscape  and  Ama- 
zon.com. And  now  it's 
beefing  up  after  rais- 
ing $64  milhon  in  its 
own  IPO.  Still,  as  the 
only  remaining  inde- 
pendent San  Francis- 
co-based investment 
bank,  h&q  must  grap- 
ple with  constant 
takeover  rumors. 

JOHN  G.  DEAN,  49 

CEO, 

Silicon  Valley  Bank 
Once  they  have  a 
check  fi'om  a  venture 
capitalist,  many  entre- 


preneurs proceed  di- 
rectly to  Silicon  Valley 
Bank  to  open  a  bank 
account  and  help  in 
setting  up  an  account- 
ing system.  That  puts 
Dean,  who  came  to 
the  Valley  five  years 


ago,  at  the  center  of 
the  startup  action. 

JOHN  G.  FRY,  40 

President, 

Fry's  Electronics  Inc. 
Son  of  a  gi'ocery  mag 
nate,  this  pubhcity- 


ANN  WINBLAD,  46 


>•  Partner,  Hummer  Win- 
blad  Venture  Partners 

One  of  the  few  venture 
capitalists  to  invest  only 
in  software,  she  spotted 
winners  Powersoft,  Arbor 
Software,  and  Wind  River 
Systems.  Her  teclmique: 
mega-net\vorkmg.  She's  at 
industry  events  some  four 
nights  a  week  and  often 
vacations  a  week  each 
year  with  pal  Bill  Gates. 
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MOVERS   &  SHAKERS 


SILICON  VALLEY 


shy  retailer  who  con- 
trols the  most  pre- 
cious shelf  space  in 
Silicon  Valley.  Selling 
everything  from  com- 
puter chips  to  potato 
chips,  Fry's  is  where 
engineers  get  the  gear 
to  build  prototypes — 
and  companies  find 


has  been  in  office 
since  1991,  she  has 
simplified  the  build- 
ing-permit process 
and  cut  deals  to  bring 
giants  such  as  Adobe 
and  Netcom  to  San 
Jose.  One  of  her  tricks 
for  developing  busi- 
ness ties:  monthly 


> Partner,  Integral 
Capital  Partners 

He  made  his  name  as  a 
manager  of  T.  Rowe  Price 
Science  &  Technology 
Fund  and  now  runs  a 
Kleiner  Perkins  spin-off, 
investing  in  public  and 
private  companies.  The 
No.  1  industry  networker, 
he  chats  up  ceos  and  en- 
gineers alike,  making  him 
a  sharp  tech  investor. 


out  if  their  latest 
wares  have  a  chance 
of  hitting  it  big.  Sales 
should  hit  $1.2  billion 
in  1997. 

J.  WiLLtliM  eORLEY,  31 

Partner, 

Hummer  Winblad 
Venture  Partners 
Two  weeks  after  join- 
ing Credit  Suisse 
First  Boston  as  a  cub 
stock  analyst  in  1993, 
Gurley  talked  his  way 
onto  the  hot  PC  beat — 
and  got  a  reputation 
for  incisive  analysis  of 
Dell  Computer,  Apple, 
and  others.  As  Inter- 
net guru  for  Deutsche 
Morgan  Grenfell  in 
1996,  his  analysis  once 
triggered  a  $10  drop 
in  Netscape  shares. 
Now,  he'll  do  the  in- 
vesting as  a  venture 
capitalist. 

SUSAN  W.  HAMMER,  58 

Mayor  of  San  Jose 
If  there's  any  threat 
to  Silicon  Valley's  tech 
domination,  it's  the  in- 
creasing cost  of  office 
space.  But  Hammer  is 
working  on  the  prob- 
lem. An  unabashed  in- 
dustry backer  who 


one-on-one  breakfasts 
with  top  tech  execs. 
She  also  is  extending 
the  light-rail  system 
to  ease  traffic  and 
make  the  Valley  more 
livable. 


GRAI6  W.  JOHNSON,  50 

Chairman, 
Venture  Law  Group 
The  former  No.  2  at 
premier  law  fii-m  Wil- 
son Sonsini,  he  found- 
ed VLG  in  1993  to 
cater  to  entrepre- 
neurs— who  tyi3ically 
trade  a  small  equity 
stake  in  exchange  for 
legal  advice  and  busi- 
ness smarts  from 
vlg's  60  lawyers. 
Clients  include  Ya- 
hoo!, WebTV,  and  oth- 
ers that  appreciate 
Johnson's  real-world 
approach:  besides  a 
no-tie  dress  code, 
vlg's  lawyers  don't  in- 
dulge in  legalese. 

C.RICHARD  KRAMLIGH,  62 

Managing  Partner, 
New  Enterprise 
Associates 

Ki-amlich  has  been  a 
fixture  of  the  Valley 
scene  for  more  than 
25  years.  His  venture- 
capital  finn,  having  in- 
vested in  such  biggies 


>Dean,  Stanford's 
School  of  Engineering 

He  helps  set  the  Valley's 
research  agenda  by  re- 
cruiting Starrford's  electr 
cal  engineering  and  com 
puter  science  faculty.  N( 
ivoiy-tower  academic,  he 
took  a  sabbatical  in  198^ 
to  commercialize  his  lea 
ing-edge  research  in  Rise 
chips.  That  led  to  the  en 
ation  of  mips  Computer. 


as  Ascend  Communi- 
cations, Bay  Net- 
works, and  3Com,  has 
one  of  the  top  records 
for  companies  going 
public — about  one  a 
month  for  the  past  &A 
years,  nea's  success 
has  enabled  Kramlich 
to  become  one  of  the 
country's  leading  col- 
lectors of  multimedia 
art. 

DAVID  F.  MAROUSRDT,  48 

Partner,  August  Capital 
A  Microsoft  board 
member,  he's  William 


H.  Gates  Ill's  most 
visible  representati\ 
in  the  Valley.  That 
and  his  astute  inves 
ment  record — he 
helped  finance  Sun 
Microsystems  and 
Compaq  Computer- 
have  made  him  a 
sought-after  ventur( 
capitalist  with  his 
$100  million  fund. 

REGIS  McKEHNA,  57 

Chairman, 
McKenna  Group 
The  legendaiy  imag 
maker  behind  Apple 
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LOOKING  SHARP 


IN  THE  OFFICE: 


Why  work  out?  A  wraparound  TuminY  Tucker  keeps  you  looking 
jic  even  when  you  aren't.  Laugh  at  your  coworkers  as  they  stupidlj  trudge  ojf  to  the  gym. 


Take  years  off  your  looks  with  miraculous  Hair-In-A-Can.  Soon 
you'll  he  joining  others  in  telling  side-splitting  "baldv"  jokes.  And  look  sharp  doing  it! 


Use  Microprint  one.  The  versatile  paper  that  works  like  a  jewel  in  faxes,  copiers  and 
printers.  And  because  your  documents  look  good,  you'll  look  good.  Isn't  that  what  it's  all  about? 


Georgia  Padflc  Papers 

Microprint 

Any  machine... One  Paper. 


one 


Available  at  Staples 
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J 


DAVID  L  BEIRNE.  33 


>  Chairman,  Ramsey/Beirne  Associates 
Partner,  Benchmark  Capital 

This  tireless,  6-ft.  7-in.  iieadiiunter  gets  the  first 
craci<  at  many  high-profile  ceo  searches.  Now  he'll 
search  for  talent  to  run  Benchmark-funded  firms. 


Computer  and  Intel, 
McKenna  is  the 
granddacldy  of  high- 
tech marketing.  Now, 
when  he's  not  penning 
books  or  advising  tech 
companies,  he  sits  on 
a  half-dozen  boards. 
He's  also  hosted  the 
Chntons  at  his  home. 

BECKY  MORGAN,  58 

President  and  ceo, 
Joint  Venture:  Silicon 
Valley  Network 
As  head  of  this  part- 
nership of  200  Valley 
businesses  and  25  local 
govemments,  the  for- 
mer California  state 
senator  spearheads 


>-CEO  and  Chairman, 
Adobe  Systems 

Adobe's  chief  is  at  the 
vanguard  of  a  new  trend: 
corporate  venture  invest- 
ing. He  created  Adobe 
Ventures  in  1993,  an  $80 
million  fund  with  stakes 
in  Siebel  Systems  and 
Web  "zine"  Salon  Internet. 
This  gives  Warnock,  who 
sees  50  deals  a  week,  a 
peek  at  new  technologies. 


such  efforts  as  stream- 
lining government  pa- 
pei'work  and  getting 
local  schools  Internet 
access.  Her  husband. 


SANFORD  R0BER11$0li.  66 


>  Chairman, 
Robertson,  Stephens 

A  Valley  elder  states- 
man, Robertson  recent- 
ly fetched  $540  million 
from  BankAmerica  for 
his  tech  investment 
bank.  Not  bad,  but 
then  he  backed  such 
hits  as  Steve  Jobs's 
Pixar  Animation  Stu- 
dios and  ordine  broker 
E*Trade.  He  also  moves 
in  Clinton  circles. 


James  C.  Morgan,  is 
the  CEO  of  chip  ecjuip- 
ment  maker  AppUed 
Materials,  making 
them  a  tine  Sihcon 
Valley  power  couple. 

MASAYOSHI  SON,  39 

CEO,  Softbank  Corp. 
Worth  about  $3.5  bil- 
hon,  Korean-born  Son, 
who  lives  in  Japan,  is 
enroute  to  creating  a 
multimedia  conglomer- 
ate for  the  Internet 
Age.  The  top  publish- 
er of  computer-related 
magazines,  such  as  PC 
Week,  he  also  controls 
the  huge  Comdex  in- 
dustry trade  show  and 
has  investments 


worth  $350  million  in 
some  50  Net  startups, 
including  Valley-ites 
Yahoo!  and  u.sweb. 

JOHN  T.  THOMPSON,  49 

Vice-chairman, 
Heidrick  &  Struggles 
Top  dog  in  Silicon  Val- 
ley for  high  tech's  key 
headhunting  firm,  he 
is  the  one  that  trou- 
bled companies  call  to 
find  that  executive 
savior.  He  zeroed  in 
on  Raymond  J.  Lane 
to  be  Oracle's  presi- 
dent and  Brian  L. 
Halla  for  National 
Semiconductor. 
Thompson's  latest  job 
may  be  the  toughest: 
finding  a  replacement 
for  Gilbert  F.  Amelio, 
who  was  ousted  as 
CEO  of  Apple  Comput- 
er in  early  July. 

DONALD  VALENTINE,  65 

General  partner, 
Sequoia  Capital 
He's  known  for  being 
the  matchmaker  be- 
tween Steven  Jobs 
and  A.  C.  "Mike" 
Markkula,  who  helped 
bankroll  Apple.  But 
Valentine  has  had 


many  major-league 
hits — Cisco  and  Ya- 
hoo! He  is  slowly 
handing  Sequoia's 
reins  over  to  young 
partners  but  is  still 
respected  for  his 
hard-nosed  investm 
philosophy,  which  is 
rare  in  this  hype- 
heavy  industry. 

LESLIE  L.  VADASZ,  60 

Director  of  business 
development  and 
government  relation 
Intel  Corp. 
Intel's  No.  3  employ 
and  a  member  of  tl 
board,  Vadasz  wielc 
behind-the-scenes 
power  as  manager 
the  company's  $500 
milUon  investment 
war  chest.  With  eqi 
ty  stakes  in  some  1 
companies,  including 
CyberCash  and  CNE 
Intel  is  in  the  same 
league  as  the  Vallej 
top  venture  funds, 
also  hobnobs  with  I 
pohcy  tj^-pes  for  Int( 


>CEO,  Deutsche 
iVIorgan  Grenfell 
Technology  Group 

Quattrone  made  Mor- 
gan Stanley  one  of 
tech's  top  investment 
banks  by  taking  com- 
panies like  Netscape 
public.  Now  he's  out 
to  do  the  same  at  dmg 
Deutsche  Bank's  16- 
month-old  tech  group. 
He  has  already  raised 
$54  million  with  the 
IPO  of  online  bookselle 
Amazon.com. 
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Yo ur  business 


isn't  something 
you  should 


entrust 


to  people  who 

i' 

think  small. 


w  w  w  .  s  u  n  .     u  III 


To  build. 


y  o  u 


need  a 


grand  p  I  a  n  « 


Ai  Sun.  wc  look  at  the  big  picture,  from  the  enterprise  down,  Not  from  the  personal  operating  system  up.  For  over  fifteen  year: 
^vc^  e  been  developing  and  refining  technologies  to  meet  the  global  demands  of  some  of  the  world's  most  successful  businesses 
Ouv  vision  of  network  computing  is  enabling  innovation  at  companies  like  BT,  Eastman  Kodak,  FedEx,  Mastercard,  Norte 
.  Vo.ilK-rn  lelccom).  Nova  Scotia  Power,  Pfizer  Inc.,  The  Gap,  and  Volvo.  Allowing  them  to  push  the  frontiers  of  worldvnde  dat 
.u-  - .  ^;,  rarn,!ine  internal  operations,  create  new  revenue  streams,  and  build  closer  customer  relationships,  taking  them  int 
.  'ntui.  uni.miHd  growth  vMih  Java.  And  giving  them,  with  systems  designed  from  the  ground  up  for  network  computiti^ 
the  i7ican^  to  uca.c  real  competitive  advantages.  No  other  computer  company  is  doing  this.  No  other  computer  company  car 


To  expand r 


you  need 


p  oyy  e  r 


f  U  I    too  I  Sv 


Network  computing  without  scalability  just  doesn't  compute.  That's  why,  at  Sun,  we've  developed  a  complete  rang 
of  scalable  servers  and  storage  systems,  with  seamless  integration  from  PCs  to  the  desktop  to  global  computer  environment; 
A  single  Sun  system  can  manage  an  entire  enterprise,  providing  superior  price/performance,  uptime,  and  reliability.  Our  enc 
to-end  security  allows  you  to  confidently  run  your  decision-support,  repjij-ee  planning,  and  intranet  applications.  Our  Solaris 
operating  environment  runs  large-scale  applications  better  than  anyjther  platform,  accommodating  one  to  thousands  of  user- 
And  our  Java"  computing  technologies  offer  a  smooth  transition  to  operi  computing  in  the  next  millennium.  Networ 
computing  without  limitations.  That's  why  all  those  global  companies  are  growing  with  Sun.  And  that's  why  you  should,  toe 


To  grow 


you 


need  the 


right  support 


Get  the  best  out  of  enterprise  network  computing  with  services  from  Sun.  Nobody  else  kr,ows  it  as  well  as  we  d 
Our  mulli-talehted,  multi-discipline  experts  plan,  implement,  and  manage  everything  from  simple  workgroups 
global  network  computing  environments.  Witness  the  way  we  helped  guide  the  FedEx  migration  to  glob 
Lsiribu.ed  computing.  Designed  Pfizer's  worldwide  research  network.  Gave  Eastman  Kodak  an  education  in  Jav. 
technology.  And  continue  to  support  BT's  critical  service  management  systems.  With  our  "nothing  is  impossibh 
a.iuude,  vvc  cc  helping  to  bring  out  the  best  in  some  of  the  worldVmost  dynamic  companies.  We  can  do  the  same  for  yo 


li'iiiiiiiiiiiiiiTiiiiiiiilM^^^   liiiiiiniiiiiiiiiiiiiiiiiiliiiMiiiMiiit^^ 


To  succeed, 
you  need  Sun 


We  have  the  plan,  the  products,  the  people.  We  have  over  fifteen  years  of  focused 
enterprise  network  computing  experience.  We  offer  proven  technologies,  global  solutions, 
and  clear  competitive  advantages.  We  offer  you  a  future  without  limits.  If  that's  what 
you're  looking  for,  look  no  further.  We're  here.  THE  NETWORK  IS  THE  COMPUTER™ 
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[ARTING  UP  AGAIN- 
i  AGAIN  AND  AGAIN 


itting  while  you're  ahead  is  an  alien 
'iicept  to  most  Valley  entrepreneurs 


r  most  of  America,  long-term  job 
ecurity  died  in  the  early  1990s  on 
he  altar  of  corporate  downsizing, 
n  Silicon  Valley,  security  was  nev- 
issue.  Chucking  yow  job — to  stait 
npany — has  always  been  a  rite  of 
ige.  "It's  part  of  the  cultiu'e  here," 
ly  to  gain  status,  says  John  W. 
i,  partner  at  Menlo  Ventures  in 

0  Park. 

me  status  seekers  just  can't  get 
gh.  Their  ladder-climbing  has 
lied  an  elite  subculture  of  serial 
ipreneurs,  including  two  dozen  in- 
mates you  might  call  "three- 
;rs" — all  with  three  or  more  start- 
,0  their  credit.  Woodside  resident 
n  K.  Bushnell  tops  the  list  with 

than  20  to  his  name,  though  most 
5  ventures  were  transplanted  out- 
Silicon  Valley.  Others,  such  as  com- 
•  genius  Gene  M.  Amdahl  and  Ray- 

Corp.  founder  Paul  M.  Cook  are 
past  retirement  age.  There's  even  a 
e  as  wedded  to  starting  companies 
ey  are  to  each  other  (page  102). 
lese  repeat  entrepreneurs  amaze 
im  A.  Sahlman,  a  Hai-vard  business 
)1  professor  who  tracks  then-  adven- 
.  "It's  a  rare,  rare  person  who  has 
bility  to  do  two  things  successfully." 
ally,  Sahlman  notes,  venture  capital- 
score  big  about  15%  of  the  time. 

the  success  rate  for  repeatei-s  might 
ouble  that,  he  says,  "it's  not  80%." 

1  Bushnell's  average  is  under  50%. 
:at  FEELING."  What  drives  these 
:levils  to  take  the  risk?  Different 
.s,  but  money  isn't  the  primary  mo- 
ion,  says  Pehong  Chen.  Born  in 
an  in  1957,  he  founded  Gain  Tech- 
yy  Inc.  in  1989  with  .$4,000  and 

years  later  sold  the  multimedia 
/are  house  for  $100  million.  "I  real- 
ried  to  retire,  but  after  three 
;hs,  I  got  restless,"  he  says.  So  he 
?d  start  Siebel  Systems  Inc.,  a  pro- 
r  of  sales-automation  software.  To- 


day, he  dotes  on  BroadVision  Inc.  and 
its  personalized  Internet  shopping  sys- 
tem. "I  need  to  create  stuff:  new  tech- 
nology, new  solutions,  new  companies. 
It's  a  gi'eat  feeling  you  can't  get  any 
other  way." 


Most  serial  entrepreneurs  second 
those  sentiments.  Says  40-year-old 
Steven  T.  Kirsch,  who  attained  three- 
peater  status  in  1994  with  Infoseek 
Corp.:  "You're  doing  something  signifi- 
cant— changing  the  world  and  making  it 
a  better  place."  L.  Curtis  Widdoes  Jr., 
45,  gets  his  kicks  from  "working  with 
good  people"  and  creating  innovative 
products.  "The  easiest  path  to  that  is 
starting  a  new  company,"  he  says.  Last 
year,  he  founded  his  third,  0-In  Design 
Automation  Inc. 

Baby  No.  3  for  Roger  J.  Sippl  is  Visi- 
genic  Software  Inc.  His  17%  stake  is 
worth  $25  million,  and  two  venture-cap- 
ital investments  netted  $11  million  on 
top  of  his  previous  staitups.  So  piling  up 
personal  wealth  "isn't  really  important 
anymore,"  he  says.  "At  some  point,  you 
decide  how  much  you're  going  to  leave 
your  children,  and  the  rest  goes  to 
charity."  Sippl,  42,  figures  he'll 
donate  most  of  his  future  earnings  to 


Serial  Entrepreneurs:  Once  Is  Never  Enough 


ENTREPRENEUR,  AGE 

GENE  M.  AMDAHL,  77 
GORDON  A.  CAMPBELL,  53 
PEHONG  CHEN,  40 
KAMRAN  ELAHIAN,  42 

STEVEN  T.  KIRSCH,  40 
D.  T.  "TOM"  MITCHELL,  55 
SEYMOUR  I.  RUBINSTEIN,  63 
ROGER  J.  SIPPL,  42 


COMPANIES  FOUNDED  (STARTUP  DATE) 

Amdahl  Corp.  (1970),  Trilogy  Ltd.  (1980),  Commercial 
Data  Servers  Inc.  (1994) 

Seeq  Technology  Inc.  (1981),  Chips  &  Technologies  Inc. 
(1984),  3Dfx  Interactive  Inc.  (1994) 

Gain  Technology  Inc.  (1989),  Siebel  Systems  Inc.  (1993), 
BroadVision  Inc.  (1993) 

CAE  Systems  Inc.  (1981),  Cirrus  Logic  Inc.  (1984),  Momenta 
Corp.  (1989),  NeoMagic  Corp.  (1993),  PlanetWeb  Inc. 
(1996),  Centillium  Technology  (1997) 

Mouse  Systems  Corp.  (1982),  Frame  Technology  Corp. 
(1986),  InfoSeek  Corp.  (1994) 

Seagate  Technology  Inc.  (1979),  Conner  Peripherals  Inc. 
(1986),  JTS  Corp.  (1994) 

MicroPro  International  Inc.  (1978),  Surpass  Software  Sys- 
tems (1987),  Prompt  Software  Inc.  (1995) 

Informix  Software  Inc.  (1980),  Vantive  Corp.  (1990),  Visi- 
genic  Software  Inc.  (1993) 
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Illustra  Information 
Technologies,  Inc. 

Fi  hn,iini  III.  ;'/W 


(W  Seagate 


has  I  rfi,iir('H 

Conner 
Peripherals,  Inc. 


COMPAa 


has  acqiinrcl 

.\etWorth 
Corporation 


fl^  Texas 
Instruments 

has  snld  lis  Defense 
Electrrjyncs  busfnet>.'i  to 

Raytheon 
Company 


EPIC 

has  ii,n-a,:,l  inth 


Miiiri, .;.  m: 


Rockwell 


ha.s  sold  its  Aerospace  and 

Defense  Business  to 


Boeing  Compcmy 


Die,  iiiWrit.  nm 


Bay  Networks' 


has  aeqmred 

A  rmon 
Setworking  Ltd. 

Aiiril  J.  r.iir, 


Adobe 

//fl-s  arqiiired 

Erame  Technology 
Corporation 


Oetiilu'ij:.  1995 


MORGAN  STANLEY  DEAN  WITTER 


Leadership  in  Technology  IPOs 


©Home  Network 

$  I  OS. 675. 000 
Common  Stock 

Jul]!  10.  l'JS7 


INGRAM 


MICRO 


$414,000,000 

Class  A 
Common  Stock 

OrtchrrJl.  IIIUi: 


DASSAULT 
SYSTEMBS 


$179,686,235 
Common  Stock 

n  llie  form  iifShm  n  or  .4Z)ft» 


Rambus  Inc. 
$37,950,000 

Common  Stock 

Man  u.  r.t'j: 


m 


$129,375,000 
Initial  Public  Offering 

September. J(l.  IHM 

$88,500,000 
Common  Stock 

Fehnianj  IJ. 


PHOTOMASKS,  INC 

$78,200,000 
Common  Stock 

June  IJ.  19:ih 


NEOMAGIC 

$41,100,000 
Common  Stuck 

Munh  I.I.  i:i:n 


CYI\/IER 

$36,489,500 
Initial  Public  Offering 

Sepfeiiiher  /,v,  lllllil 

$87,150,000 
Common  Slock 

l),rri„ln  r  IJ.  Ilillll 


XYLAN 

$I25..)80.000 
Initial  Public  Offcrina 

March  II.  i:nie, 

.$273,700,000 
Common  Stock 

M,<!i  ii'iHi 


TMF  Worldwide. 

$67,200,000 
Common  Slock 

l)eer„:lH  r  IJ.  Illll,^ 


AD© 


$46,000,000 
Common  Stock 


FORTE 

.$51.922..W0 
Common  Stock 

Marcl:  II.  l:i:ii; 


$199,500,000 
Common  Slock 

Ih,,  .„!,,  ,  II  I'e'C. 


$103. 7 18. .-,00 
Initial  Public  Offering 

.liihi  .11. 

$142,600,000 
Common  Slock 

(hti.lu  ,  II.  I'.i'h: 


cxxuMErmMi 

.$49,680,000 
Common  .Stock 


iSkaChangl 

SINItRNMIONAI 


$3i..yio.ooo 

Common  Slock 


$32,000,000 
Common  Slock 


i,,/,i  I 


$33,125,000 
Initial  Public  Offering 

.$.SIi.2.}0,000 
(  ominon  .Stock 


1 1»  Data  General 


$185,000,000 

Convertible 
Subordinated  Notes 

Mail  111.  I  mil 


$460.143.7.iO 
Common  Stock 

Ortober  29.  1996 

$450,000,000 
Ciinnrlihli 
Subordinated  .\utei. 

Febnmnj  j,  1997 


$1,000,000,015 

Convertible 
Exchangeable 
Principal  Protected 
Preferred  Shares 

December  17.  v.m 


Texas 
Instruments 

$400,000,000 

Senior  Notes 

Jllhl  v'i.  19911 
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EMC 

EMC  Corporation 

$450,000,000 
Convertible  Notes* 


^  ASAAL 

ASM  Lithography 

$268.106.2.50 
Ordinary  Shares* 

JainiariJ  J9.  1997 


.^CADENCE 

$2 1 0.737. .m 
Common  Stock 

NaiviiiberJI.  19911 


$932,500,000 
Common  Shares 

Jiilij  III.  1991, 


^Seagate 


$700,000,000 

Senior  Notes 
and  Debentures 


Lexm^vrk' 


$248,750,000 


Class  A 
Common  .Stock 


.l,i„nar,iJ9.  199 


"^riSign 


$29.01)0.01)0 

Private  Placemcnl  of 
Preferred  Slock 

Noeeniber  is.  19911 


Apple  Computer,  Inc. 

$661,250,000 

Convertible 
Subordinated  Notes 


ORACLe- 

$300,000,000 
Senior  Notes 

Fehriiarii  19.  1991 


Mavroni.x 
International  Co.. 
Ltd. 

.$200. 000. (100 
( 'onrcrtihlf  liomls 


$3 16.1. -,0.000 
(  ommon  Slock 

\neeiiiber  II.  19911 


Lattice 

$91,562,500 
Common  .Stock 

,\in  eiidier  S.  1990 


^  HVIS 

Integirded  i\lea.suninent 
Systems.  Inc. 

$34,237,500 

Common  Slock 


AAf\D\A/ 


$400,000,000 

Senior  Notes 
and  Debentures 

.Jaiiimnj  III.  1997 


Sapient 

.$4S.. -160.000 
Common  .Stock 


$250,000,000 

Conveiiible 
Subordinated  Notes 

Snreniher  7.  199.', 


.$34S.I3I.02S 
Non-Voting 
Preference  Shin  es 

\  r.e.ii. 


$526,400,000 
(  ommon  .Shares 


$1X9.000.000 

Inleqral  Capilal 
Partners  III.  LP 


l*ointCast 


$36,000,000 

Private  Placemcnl  id 
Preferred  Slock 


.77  SCS-THOMSON 


$900,450,000 
Common  Shares 

Sure, liber  Is.  199'. 
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MOVERS   &  SHAKERS 


SILICON  VALLEY 


CLOSE  UP 

Love  Among 
The  Digerati 


No  matter  how  commonplace 
entrepreneurs  become,  hus- 
band-wife teams  will  always  be 
rare.  The  stress  is  just  too  intense. 
That's  why  Silicon  Valley  is  toasting 
Judith  L.  Estrin  and  William  N. 
Carrico,  whose  marriage  has  sur- 
vived not  one  startup,  but  three. 


Theu'  fii-st  venture  was 
Bridge  Communications  Inc.,  a 
networking  company  founded  in 
1981.  By  1987,  when  3Com 
Corp.  acquii-ed  it  for  $235  mil- 
hon  in  stock.  Bridge  was  raking 
in  $70  million  a  year.  Next,  in 
1988,  they  started  Network  — 
Computing  Devices  Inc. — which 
makes  exactly  that.  The  couple  took 
it  to  $140  million  in  sales  in  1995, 
then  left  to  found  Precept  Software 
Inc.  Last  year,  Precept  shipped 
about  $1  million  worth  of  "multicast- 
ing" software  for  putting  real-time 
video  on  coiporate  networks. 

The  couple's  business  relationship 
started  in  1979  at  chipmaker  Zilog 
Inc.  After  co-founder  Ralph  Unger- 
mann  left  to  foran  Ungermann-Bass 
Inc.,  Estrin  was  promoted  to  engi- 
neering manager  of  the  systems  divi- 
sion. CaiTico  was  recruited  to  help 
turn  the  unit  around,  and  the  pair 
collaborated  on  a  networking  project 
called  Z-Net.  It  flopped,  but  a  ro- 


mance blossomed  as  they  hashed  out 
plans  for  Bridge,  and  in  1987  they 
tied  the  knot. 

Often  dubbed  the  Bill  &  Judy 
Show,  the  duo  blends  a  Mrs.  Outside, 
Mr.  Inside  set  of  personalities.  "I'm 
the  people  person,"  says  Estrin, 
who's  president  of  Precept  and 

thrives  on  dealing  with 
customers.  Chairman 
Carrico  is  the  strategist 
but  gets  involved  in  op- 
erations "when  aggres- 
sive action  is  called 
for" — at  which  point, 
the  preferred  moniker 
is  "Punch  &  Judy." 
REBOUNDS.  Joint  entre- 
preneiu-ship  can  also 
shi'ed  a  mamage.  San- 
dra Lemer  founded  Cis- 
co Systems  Inc.  in  1984 
with  her  husband, 
Leonard  Bosack.  By 
1990,  each  had  amassed 
about  $100  million  in 
stock,  but  their  mar- 
riage was  on  the  rocks. 
Lerner  blames  "years  of 
overwoi'k,  under-money, 
and  having  to  make  all 
decisions  for  the  benefit 
of  the  company,  not  the 
mairiage."  After  an  am- 
icable divorce,  Bosack 
founded  xkl  Systems 

  Cor{3.  in  1991,  while 

Lemer  launched  Urban  Decay,  a  cos- 
metics fu-m,  in  1995. 

Mari'ied  or  divorced,  starting  up 
companies  seems  to  get  easier  with 
practice.  It's  a  matter  of  having  the 
contacts,  knowing  the  pitfalls,  and 
nabbing  the  capital.  Judy  Estrin  says 
funding  her  fii'st  company  took  six 
months  "and  countless  presenta- 
tions." For  No.  2,  NCD,  two  phone 
calls  landed  $5  milUon  in  minutes. 
When  word  of  Precept's  founding  got 
out  in  March,  1995,  Estrin  says:  "We 
had  ventm-e  capitalists  calling  us  and 
begging  us  to  take  their  money." 
When  it  comes  time  for  No.  4,  the 
phones  will  probably  ring  again. 

By  Otis  Port  in  San  Mateo 


CARRICO  AND 
ESTRIN:  HE'S 
PRECEPT'S 
STRATEGY 
WONK,  SHE'S 
THE "PEOPLE 
PERSON" 


Stanford  University  and  ca/e 
research. 

For  some,  there's  a  need  to  prove 
the  first  success  was  no  fluke.  SeymoJ 
Rubinstein,  63,  formed  Mici'oPro  Ir 
national  Inc.  in  1978  with  $8,500 
launched  WordStai',  the  best-selling 
processor  of  the  1980s.  He  tried  fj 
repeat  in  1987  with  QuattroPro 
spreadsheet  progi-am  developed  byl 
startup,  Suipassed  Software  Inc.,  bif 
fell  short.  "I'm  still  searching  for 
vana,"  he  says.  His  latest  shot:  two-yl 
old  Prompt  Software  Inc.,  which  sel| 
search  engine  called  WebSleuth. 

Karm-an  Elahian  admits  he  was 
hungiy"  after  starting  his  fii-st  compj 
CAE  Systems  Inc.,  in  1981  at  the 
of  27.  In  1984,  Tektronix  Inc.  boul 
CAE  for  $75  million,  but  Elahian'sf 
vestors  took  the  lion's  share,  lea\ 
him  with  only  a  few  milhon.  Sol 
launched  chipmaker  Cirrus  Logic 
It  went  public  in  1989,  valued  at  $| 
million.  Sure  he  had  the  Midas  toi 
Elahian  took  on  computers  with 
menta  Corp.  in  1989.  Splat.  "Invest* 
threw  $40  million  at  us,"  he  lamer; 
"We  lost  it  all  in  three  years." 
SHORT  MEMORIES.     Fortunately  r 
Elahian,  the  Valley  deems  failure  i»t 
only  inevitable  but  valuable.  After  li:- 
ing  his  wounds  for  10  months,  the  Ir.; 
ian-born  entrepreneur  had  no  truu ' 
raising  $11  million  to  start  NeoMa 
Corp.,  another  chip  company.  Mirh 
Moritz,  a  partner  at  Sequoia  Ca|>ii; 
put  up  $3  million,  noting  that  enti-cp 
neurs  who  have  suffered  a  setback  t 
be  better  bets  than  tho.se  who  have  ni 
enjoyed  success.  NeoMagic  paid  nt'l'  I; 
going  public  last  March  with  a  valuati 
of  $300  million.  Says  Elahian:  "Afl  i 
sins  were  forgiven." 

Elahian,  like  Sippl,  wants  to  gi 
something  back.  In  May,  1996,  he  sta 
ed  Project  neat,  a  nonprofit  push  ■ 
bring  Internet  access  to  small  schools  i 
remote  areas  of  the  globe.  It's  linkl 
to  a  for-profit  ventui'e  called  PlanetW ) 
Inc.,  which  markets  software  that  tur 
video  game  machines  and  settop  box 
into  low-cost  Net  tenninals.  Elahian  i 
stalled  PlanetWeb  systems  in  l,Oi 
schools  last  year  and  has  vowed  to  p 
them  in  10,000  this  year. 

Of  course,  kids  around  the  world  w 
also  want  to  chat  v/ith  one  another 
the  Net,  in  living  color.  Finding  a  che; 
way  to  do  that  is  a  job  for  starti 
No.  6,  five-month-old  Centillium  Tec 
nology.  In  the  world  of  serial  entrepr 
neurs,  second  chances  can  become 
habit.  And  the  only  unforgivable  sin 
never  to  try  in  the  fii'st  place. 

By  Otis  Port  in  San  Matx 
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Rule  one  in  fleet  haying:  get  the  most  for  your  money. 
Rule  two:  don  't  spend  a  lot. 

You've  kearcl  it  Lefore.  In  fleet  1  buying,  tlie  bottom  line  is  tlie  Lottom  line.  Want  to  please 
Lotk  tke  L  OSS  an  employees?  Get  tke  Ckevy  Cavalier  be  dan.  Witk  an  engme  tkat  can 

go  up  to  100,000  miles  kef  ore  its  first  sckeduleJ  tune-up*  standard  ABb  and  more  room 
tkan  you'd  tkink,  Cavalier  is  dependakle,  safe  and  comfortakle.  Best  of  all,  it  s  actually 


affordable.  All  making  it  easy  to  own 


As  long  as  you  keep  tkose 
expense  reports  in  line. 


Cavalier 


Genuine  Chevrolet 

The  Cars  More  Americans  Trust.  ^ 


'ing  iJoncIiiiDiis.  bee  owners  manual 


1  for  more  infoi-matiiiti.  Cavalier  is  a  registeix'd  ti, 


Is  raw  power  all  you  need  to  build  an  e  n  t  e  r  p  r  i  s  e  -  c  1  a  s  s  solution 
Unfortunately,  that's  all  that  some  servers  offer.  So  consider  the  HP 
advantage:  the  most  p  o  w  e  i-  f  u  1  machine  around  —  the  1  i  g  h  t  n  i  n  g  -  f  a  s  t 
HP  9000  V- CI  ass  Enterprise  Server  with  64-bit  PA- RISC  and  new 
H  y  p  e  r  p  1  a  n  e  Technology...  plus  the  advanced  features  for  resilience 
integration,  security  and  management  with  HP-UX,  HP's  e  n  t  e  r  p  i-  i  s  e 
class  operating  environment...  plus  m  i  s  s  i  o  n  -  c  r  i  t  i  c  a  1  services  that 
are  planned,  designed,  and  delivered  to  ensure  your  m  u  1 1  i  v  e  n  d  o  r 
environment  is  available  on  a  global,  24x7  basis...  plus  enterprise 
class  storage  technology!  It's  a  total  enterprise  solution.  See 
for   yourself   at   www.hp.com/go/9000  servers   Capitalize   on  chaos 


THE  GREAT  HUNT 
FOR  HOT  IDEAS 


What  starts  with  a 
bagel  may  end  with 
another  Yahoo! 


The  art  of  the  deal  begins,  in  Palo 
Alto,  Calif.,  with  breakfast  at 
Hobee's.  By  7:30  a.m.,  Geoffrey 
Y.  Yang,  a  38-yeai-old  ventui'e  capitalist, 
has  settled  into  his  table,  this  morning 
with  entrepreneui-  Kingston  Duffie.  The 
two  seem  like  old  fiiends.  which  isn't  so 
sm-prising:  Yang's  Institutional  Venture 
Partners  made  $10  million,  a  250%  re- 
tiuTi.  in  Apiil  when  Duffie,  a  36-yeai'-old 
engineer,  sold  his  first  company,  WTiite- 
iree  Inc.,  to  Ascend  Communications 
Inc.  for  $66  million.  Now,  they  are  hash- 
ing out  Duffie's  vision  for  a  second  stail- 
up.  another  telecom  concept,  and  their 
conversation  bubbles  with  talk  of  nsps, 
DSPS,  and  idsls. 

Even  before  the  bagels  and  fruit 
shakes  are  carted  away,  Yang,  who  is 
hearing  the  still-fuzzy  concept  for  the 


fii-st  time,  offers  Duffie  $100,000  and  an 
office  to  help  him  explore  the  idea  fur- 
ther His  message  is  clear.  "I  want  to  be 
involved  with  just  about  whatever  he 
does,"  says  Yang.  "Eveiyone  will  be  all 
over  Duffie.  I'm  trying  to  lock  this  up 
before  anybody  else  knows  about  it." 
No  commitments  are  made,  but  Yang 
suspects  his  no-strings-attached  over- 
ture has  sen'ed  its  purpose. 

Down  the  road  at  II  Fomaio,  another 
popular  Valley  breakfast  spot,  venture 
capitalist  Gill  Cogan  is  engaged  in  a 
similar  ritual.  His  target  is  Joseph  .J. 
Raffa,  a  36-yeai-old  mai'keting  whiz  who 
made  his  name  at  Hewlett-Packard  Co. 
and  software  maker  S\Tiopsys  Inc.  Co- 
gan, a  partner  at  Weiss,  Peck  &  Greer 
Venture  Partners,  wants  Raffa  to  help 
run  one  of  the  companies  in  his  $205 
million  fund.  He  already  has  bought 
Raffa  a  fancy  cell  phone  and  given  him 
the  unique  opportunity  to  invest  in  some 
of  the  fiinn's  deals.  "It  will  pay  off  hand- 


^fjt>  More  on  finding  capital:  See  cnbc 
CNBC  at  10  a.m.  and  5  p.m.  edt  Aug.  11 


i 

somely,"  says  Cogan.  "We  know  he's  g( 
ing  to  do  something  good,  and  we  wai 
him  to  call  us  first." 

Dealmaking,  Silicon  Valley-styL 
Nearly  every  day  of  tne  week,  ventui 
capitalists,  entrepreneurs,  and  resumi 
bearing  executives  pile  into  the  san 
half-dozen  haunts,  constantly  bumpir 
into  one  another  as  they  attempt  to  se 
the  deal  of  the  day.  The  object  of  tl^ 
game:  money.  Venture  capitalists, 
fierce  competition  with  one  another  f( 
the  next  Netscape  Communicatior 
Coi-p.  or  Yahoo!  Inc.,  want  to  multip! 
it.  Entrepreneurs  simply  want  it. 

Without  their  frenetic  mating  danc 
Silicon  Valley  couldn't  be  the  techn< 
logical  mecca  it  is  today.  Indeed, 
place  else  in  the  world  hosts  so  mar 
venture  investors  eager  to  dump  mone 
into  the  untested  ideas  of  young  entr( 
preneurs — all  on  the  off  chance  th 
they  can  overcome  inevitable  startu 
snafus  to  reach  powerhouse  status.  ( 
some  600  venture  firms  nationwidi 
about  half  call  Silicon  Valley  home,  a 
cording  to  the  National  Ventui'e  Capit; 
Assn.  These  firms  estabhsh  funds  an 
then  drum  up  the  money — no  hard  se 
these  days.  Money  flows  in  fi'om  pensic 
funds,  insui'ei's,  and  endowments  aroun 
the  world,  all  hoping  to  achieve  annu 
retm-ns  as  high  as  50%.  Then  the  hui 
for  hot  deals  is  on. 

Outside  of  Hollywood,  this  is,  pei 
haps,  the  business  world's  ultimate  coi 
tinuous  schmooze-fest.  Yang's  Menl 
Park-based  firm  alone  spends  som 
$400,000  a  year  on  networking,  wit 
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NEW  GAME  Yang  holds  a  9  a.m.  work- 
ing session  with  GolfWeb  CEO  Brent 
Knudsen,  whom  Yang  funded,  and 
venture  capitalist  Todd  Francis 


3od  reason.  ''"--t.^^^^^ 
ompetition  for  the  sexiest 
?als  and  hottest  talent  is  keener  than 
/er  as  money  flows  into  the  industiy  at 
1  unprecedented  rate.  In  just  four 
3ars,  venture  investments  in  Silicon 
alley  have  soared  188%,  to  $2.2  billion 
I  1996,  accounting  for  35%  of  all  infor- 
lation  technology  venture  capital  in- 
jstments  in  the  U.  S.,  according  to  in- 
astry  tracker  VentureOne  Corp. 
hart).  The  Valley's  share  of  the  total 
IS  slipped  in  recent  years,  but  that's 
3cause  fiiTns  have  put  relatively  more 
mding  into  the  area's  booming  star- 
ips,  which  tend  to  require  less  capital 
ir  deal  than  young  companies  in  later 
ages. 

IGH  CASUALTIES.  Big  money,  of  course, 

what  oils  the  Valley's  gearbox.  "It 
>ally  turbocharges  the  development  of 
3W  ideas  into  new  industries,"  says 
avid  Gleba,  chairman  of  VentureOne. 
et  while  the  flood  of  capital  has  inten- 
fied,  the  number  of  promising  deals 
imains  finite.  Ventui'e  capitalists  aim  to 
lultiply  their  money  in  any  one  com- 
iny  at  least  tenfold  within  four  years, 
at  a  Seagate  Technology  Inc.,  which 
rought  Yang's  finn  a  $56.5  million  prof- 

on  its  $500,000  investment,  is  rare. 

Itimately,  one  in  three  investments 
reduces  a  total  write-off. 

To  separate  the  gold-plated  winners 
cm  the  also-rans,  vc  Anns  sort  tlirough 
Jams  of  prospects,  evaluating  ideas, 
lanagement,  and  potential  mai'kets.  New 
nteiprise  Associates  reviews  3,000  busi- 
3SS  plans  each  year  and  ends  up  fimd- 


WORDS  ARE  MONEY  All  time  is  schmooze  time,  whether  in 
the  office,  in  the  car,  or  visiting  companies.  Networking  is  the 
stuff  of  deals  for  venture  capitalists 


ing  just  20  companies. 
Hummer  Winblad  Ven- 
tm-e  Paitners  culls  through 
1,600  plans  to  come  up  with  10  worth 
seeding.  "We  don't  want  to  fund  dip- 
sticks," says  partner  Ann  L.  Winblad. 

But  venture  capitalists  have  become 
more  than  financial  analysts  with  big 
checkbooks.  Indeed,  the  best  of  the  lot 
wear  a  wide  array  of  hats — ft'om  exec- 
utive recruiter  to  corporate  strategist 
to  networker  to  salesman.  They're  ag- 
gi'essive,  hands-on  investors,  demand- 
ing an  active  role  in  setting  the  course 
for  their  companies.  "Our  job  is  to  mul- 
tiply money  by  a  lot,  not  a  little,"  says 
Brace  W.  Dunlevie,  a  partner  at  Bench- 
mark Capital  Management  in  Menlo 
Park.  "You  do  what  has  to  be  done." 

After  wooing  Raffa  over  breakfast, 
for  example,  Cogan  heads  to  Terayon 
Corp.,  a  cable-modem  startup  that 
Weiss,  Peck  &  Greer  funded  in  1995. 


THE  CAPITAL  FLOOD 


Silicon  Valley 
companies' 
share  of 
venture  capital 
raised  for 
technology 
businesses 


DATA:  VENTUREONE 


■91  '92  '93  '94  '95  '96 
ABILLIONS  OF  DOLLARS 


The  Santa  Clara  company  is  preparing 
to  raise  its  thii-d  round  of  financing.  Co- 
gan, whose  early-round  investment  will 
be  affected  by  the  valuation  from  the 
new  round,  wants  to  preview  the  pitch. 
He  is  not  impressed  by  what  he  sees — 
a  verbose,  poorly  organized  slide  show. 
So  the  43-year-old  venture  veteran  and 
his  partners  roll  up  their  sleeves  to 
sharpen  the  company's  message  and 
spice  up  the  graphics.  "This  is  a  very 
exciting  company,  but  nobody  would 
have  known  from  listening  to  this  damn 
presentation,"  says  Cogan. 

Often,  it's  the  vcs'  Rolodexes  that 
make  deals  happen.  At  a  recent  meeting 
with  0011121  Inc.  in  Fremont,  C.  Richard 
Ki'amUch  of  New  Enteiprise  Associates 
promises  to  hook  up  the  cable-modem 
company  with  John  Sidgmore,  a  top 
exec  at  potential  customer  WorldCom 
Inc.  Another  investor,  Will  Hearst,  a 
partner  at  Kleiner  Perkins  Caufield  & 
Byers,  already  has  introduced  Com21 
to  senior  execs  at  Tele-Communications 
Inc.  and  to  Thomas  A.  Jennoluk,  ceo  of 
@Home  Corp.,  a  cable-based  Net  ser- 
vice. "They  have  opened  the  door  for 
us,"  says  Com21  President  and  CEO  Pe- 
ter D.  Fenner. 

Who  you  know  counts  for  a  lot  in 
the  Valley.  But  what  you're  willing  to  do 
for  them  counts  for  even  more,  vc  leg- 
end L.  John  DoeiT  a  self-desciibed  "re- 
cruiting animal,"  logged  tens  of  thou- 
sands of  miles  over  nine  months, 
shuttling  to  Austin,  Tex.,  Washington 
D.C.,  Los  Angeles,  and  Aspen,  Colo.,  to 
win  Michael  Long,  head  of  software 
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A  SECURE  WAY  TO  RAISE  FUNDS 

ON  THE  WEd 


Labor  Day  is  just  around  the  corner,  and  witli  it  come  the 
many  annual  rites  of  autumn.  The  changing  leaves.  The 
start  of  school.  And  Jerry  Lewis. 

Jerry  Lewis?  That's  right.  For  31  years,  Jerry  and  hundreds 
ot  entertainers,  sports  luminaries  and  pace.setters  in  business  and 
[->ublic  life  have  been  raising  money  for  the  Muscular  Dystrophy 
Association  (MDA)  by  appearmg  on  the  nation's  longest- 
running,  most  successful  televi.sed  fund-raiser — the  Jerry  Lewis 
MDA  Labor  Day  Telethon. 


Each  year,  nearly  a  million  Telethon 
volunteers  join  Jerry  Lewis  to  help  raise 
funds  to  fight  40  neuromuscular  dis- 
eases. This  year,  they'll  have  a  little 
more  help  than  usual ...  from  tech- 
nology. 

Technology  that 
can  work  just  as  well 
for  nonprofit  organi 
zations  as  it  docs 
for  general  business 
Because,  when  it  comes 
to  customer  relations, 
both  have  a  lot  in  com- 
mon. While  tor-protit 
businesses  use  customer 
relations  programs  to 
increase  their  market 
share,  nonprofits  employ 
them  to  expand  their  donor 
bases.  And  technology  is 
proving   to  be   an  increasingly 
powerful  way  of  doing  just  that. 

USING  THE  WEB  TO  RAISE  FUNDS 

The  MDA  Telethon  has  traditujnally 
used  telephone  banks  staffed  by  long  rows 
of  volunteers  to  take  pledges  from  viewers 
calling  local  and  toll-free  numbers 
displayed  on  their  television  screens. 
Volunteers  will  continue  to  staff  the  phones 
around  the  clock.  This  September,  the 
Telethon  will  tap  into  a  new  source  tor 
donations  —  the  growing  popularity  of 
cvberspace  where  donors  can  make  contri- 
butions directly  over  the  Web  (see  sidebar). 


AT&T  MAKES  IT  ALL  POSSIBLE 

The  online  donation  plan,  as  attractive 
as  it  is,  initially  faced  a  possible  stumbling 
block:  the  willingness  of  would-be  donors 
to  use  credit  cards  over  the  Internet.  MDA 
overcame  this  challenge  by 
aiming  to  AT&T.  As  part  of 
:s  Web  Site  Services,  the  com- 
pany incorporated  AT&T 
SecureBuy*"  Service  —  its 
industry-leading  secure 
ft    Web  commerce  solu- 
tion  —  directly  into  the 
MDA  Web  site. 

"When  you're  solic- 
\  iting  donations,  it's 
^  vital  that  the  system 
be  easy  to  use,  reliable 
and  secure  —  both 
for  MDA  and  its  donors," 
observes  Robert  Ross,  MDA 
senior  vice-president  and  executive 
director.  "AT&T  SecureBuy  Service  is 
an  ideal  solution  because  it  includes 
advanced  encryption  protocols  and 
impenetrable  firewalls.  Donors'  credit 
card  information  is  protected  by 
ironclad  security."  And,  continues  Ross, 
"Just  like  for-profit  businesses,  MDA  is 
always  looking  for  new  ways  to  improve 
efficiencies,  to  generate  new  revenue 
growth,  and  to  build  contributor  rela- 
tionships. Now,  www.mdausa.org  is  a 
cost-efficient  vehicle  for  communicat- 
ing—  and  fund-raising.  " 


LENDING  A  HELPING  HAND 

AT&T,  an  MDA  national  sponsor,  is 
assisting  the  1997  Jerry  Lewis  MDA 
Labor  Day  Telethon  in  other  ways  as 
well.  AT&T  has  placed  its  powerful 
telecommunications  network  at  MDA's 
disposal,  enabling  the  Telethon  to  meet 
the  anticipated  high  levels  of  contributor 
demand.  The  company  also  will  send 
two  free  50-minute  prepaid  calling  cards 
to  every  registered  SecureBuy  cyber- 
donor  contributing  $25  or  more.  And  it 
IS  providing  hotlinks  to  the  MDA  Web 
site  from  many  of  its  own  Web  pages. 

To  learn  more  about  AT&T  Web 
Site  Services  and  AT&T  SecureBuy 
Service,  visit  www.att.com/easycommerce 
or  call  1-800-7HOSTIN,  ext.  MDA.  In 
addition  to  helping  "Jerry's  kids,"* 
AT&T  may  be  able  to  find  ways  to  help 
improve  your  company's  customer  rela- 
tions programs  as  v/ell. 


HOW  TO  CONTRIBUTE 

The  MDA  online  donation  process 
is  simple.  To  make  contributions 
over  the  Internet,  viewers  need  only 
follow  five  easy  steps: 

1 .  Log  on  to  the  MDA  Web  site 
(http://www.mdausa.org) 

2.  Click  on  the  "Telethon  Donation"  icon 

3.  Select  a  donation  option 

4.  Rll  out  the  online  registration  fo'rm 

5.  Indicate  the  dollar  amount  of 
the  donation  and  provide  a  valid 
credit  card  number 

That's  it.  No  stamps,  no  checks,  no 
lost  time  in  the  mail.  Viewers  can 
begin  doing  good  starting  Labor  Day, 
September  1, 1997...and  "Jerry's  kids" 
can  start  benefitting  immediately. 


Kevin  R  Hopkins,  who  heads  a  San  Diego-based 
corporate  communications  company,  writes  fre- 
quently about  technology  and  telecommunications. 


7  AT&T 


It's     all     within      your  reach 


more  information  about  AT&T  Web  Site  Services,  visit  us  at  www.att.com/business/internet/  or  call  I  800  598-9283. 


SILICON  VALLEY 


THE  DIRECTOR'S  CHAIR  At  9  a.m. 

the  next  day,  he  joins  a  board  meet- 
ing at  Whistle  Communications  with 
Chief  Executive  John  Hamm  (right) 
and  board  member  Dave  Brown 


LONG  DAY  By  midday, 
Yang  is  getting  a 
demo  of  Interjet  tech- 
nology. And  so  it 
goes,  until  evening, 
when  Yang  spends 
time  with  his  most 
important  startup, 
daughter  Megan 


maker  esc  Continuum  Inc.,  for  the  ceo 
job  at  Palo  Alto-based  Healtheon  Corp., 
a  startup  funded  by  Kleiner  Perkins. 
When  it  came  to  finding  a  ceo  for 
@Home,  Doerr  interviewed  55  candi- 
dates in  hotel  rooms  across  the  country 
before  settling  on  Jermoluk. 

Benchmark  Capital's  Dunlevie  took  a 
different  tack  to  snag  James  Jordan.  In 
1992,  Jordan,  a  successful  57-year-old 
networking  expert,  was  reluctant  to 
take  the  helm  of  Kalpana  Inc.,  a  net- 
working company  that  sorely  needed 
seasoned  management.  Dunlevie,  who 
had  fimded  Kalpana  in  1990,  persuaded 
Jordan  to  try  it  for  thi'ee  months.  When 
Jordan  giaimbled  about  missing  his  fa- 
vorite pastimes,  Dunlevie  airanged  for 
the  exec  to  go  salmon  fishing  in  Alaska 
and  (though  a  nonhunter  himself)  went 
dove  shooting  with  him  in  New  Me.xico. 
CHEAP  CAR.  When  Jordan  later  worried 
about  not  having  time  for  personal  mat- 
ters, such  as  selling  his  wife's  car,  Dun- 
levie stepped  in  again:  "I  bought  this 
guy's  car  ju.st  to  remove  an  objection  to 
nmning  the  company,"  recalls  Dunlevie. 
His  efforts  paid  off:  Jordan  revived 
Kalpana,  and  in  1994,  sold  it  to  Cisco 
Systems  Inc.  for  stock  now  worth  more 
than  .$1  billion.  Dunlevie's  return:  about 
$61  million  on  a  $3.8  million  investment. 

The  maneuvering,  indeed,  is  cease- 
less. Executives  in  demand  can  name 
their  price.  And  startups  with  the  right 
technology  and  team  can  play  vc  fii-ms 
against  each  other  to  win  ever-higher 
valuations.  Who,  for  instance,  will  bag 
Tumbleweed  Software  Inc.?  The  Red- 


wood City-based  startup,  which  makes 
software  that  allows  companies  to  send 
documents  securely  over  the  Internet, 
has  pitched  20-plus  Silicon  Valley  firms 
to  raise  $6  million.  Now,  30-year-old  ceo 
Jeffrey  C.  Smith  gets  to  handpiek  his  in- 
vestors. "At  this  point,  everyone's  mon- 
ey is  green,"  Smith  says.  "Now,  it's 
about  who  would  be  the  best  partner." 

On  a  whiteboard,  he  divides  his  suit- 
ors into  five  categories:  in,  hot,  wamn, 
cold,  and  out.  The  first  cut  is  easy: 
Hambrecht  &  Quist,  which  manages  a 
fund  for  Adobe  Systems  Inc.,  will  win  a 
lead  position  with  Bessemer  Venture 
Partners  and  original  investor  Draper 
Fisher  Jurvetson.  He  dismisses  the 
"colds"  and  "outs,"  including  tony  May- 
field  Fund,  which  will  invest  only  if 
Smith  agrees  to  relinquish  the  helm,  a 
request  often  made  of  bright  but  inex- 
perienced entrepreneurs.  The  "warms" 
are  largely  axed,  too — one  simply  be- 
cause the  partner  on  the  deal  got  sick, 
another  because  of  too  few  connections. 

Days  later,  the  action  escalates.  Ven- 
ture newcomer  Generation  Partners 
raises  the  ante  with  a  valuation  worth 
$4  million  more  than  h&q's.  At  the  same 
time,  Microsoft  Corp.  board  member 
David  F.  Marquardt,  who  mns  August 
Capital,  offers  $3  million  less  but  brings 
access  to  his  blue-chip  contacts.  "Mar- 
quardt is  right  about  his  value,"  says 
Smith.  "But  I'm  not  .sure  he's  $3  million 
right."  When  the  dust  clears.  Smith 
snags  a  higher  valuation  than  originally 
expected,  and  a  total  of  $7  million  in 
capital.  H&Q  kicks  in  $3.5  million;  Besse- 


mer puts  in  $2  million,  with  Dra; 
Fisher  taking  the  remaining  $1.5  [ 
lion.  Generation,  late  to  the  party 
lacking  marquee  value,  loses  out. 

Will  Tumbleweed  prove  a  win 
Who  knows?  The  sobering  reality  of 
Valley  is  that  much  of  the  wooing  i 
to  failure  or  mediocrity.  Winblad's 
lost  $1.2  million  investing  in  Slate  C 
a  pen-based  computing  softwai'e  stai 
Atherton  Technology,  an  object-orien 
software  company  launched  by  ent 
preneui"  William  G.  Baseman  and  funi 
by  Ivleiner  Perkins  and  Mayfield,  w 
bust  after  five  years  in  business. 

Still,  up  and  down  the  Valley 
Hobee's  and  II  Fornaio,  in  confere 
rooms  and  on  car  phones,  the  pur 
persists.  Paseman,  in  fact,  soon  went 
to  form  Calico  Technology  Inc.,  anot 
software  ventui'e — fimded  by  the  s 
vc  firms  burned  by  Atherton.  W 
Amid  the  bagels  and  shakes,  across  > 
phone  lines  and  on  E-mail,  entreprene 
and  ventiu'e  capitali.sts  alike  sense  a  gl 
mer  of  the  next  dazzUng  technology.  1 
Big  One.  Says  Neal  Margulis,  a  32-ye 
old  who's  pitching  a  home-computer  n 
working  company  to  Benchmark  Ca 
tal:  "It's  easy  to  come  up  with  $50  mill 
niche  ideas.  But  they  aren't  worth  doii 
When  you  stait  tliinking  of  the  ones  tl 
could  be  $1  billion  companies,  that's  wl 
it  becomes  interesting." 

Indeed,  that's  when  the  Valley's  m( 
ey  starts  fiowing. 

Bij  Linda  Himelstein,  with  Pel 
Burrows  and  Andy  Reinfmrdt,  iyi  S 
con  Valley 
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1    WITHOUT  THE  RIGHT  COVERAGE,  YOUR  COMPANY  CAN  BE  FLAHENED  BY  A  TRAIN  THAT  S  STANDING  STILL. 


All  it  takes  is  a  rail  strike,  a  streak  ot  bad  weather  or  a 
den  change  in  an  exchange  rate  and  your  company  s  bottom 

can  sustain  a  major  injury.  So  businesses  require  a  partner 
t  can  anticipate  and  protect  against  multiple  risks  with 
ovative  solutions. 

AIG  Risk  Finance  is  that  partner.  With  our  financial 
)urces,  insurance  underwriting  and  capital  markets  expertise, 
can  bundle  together  risks  other  financial  institutions  can't 
jme.  When  AIG  Risk  Finance  combines  a  company's  tinan- 

and  insurance  risk  into  a  single  program,  the  integrated 
erage  can  create  efficiencies  that  might  not  be  realized  using 
re  traditional  forms  of  risk  management. 


For  instance,  our  Commodity-Embedded  Insurance 
(COIN)  program  limits  the  earnings  per  share  impact  for  our 
clients  bv  joining  traditional  insurance  risks  with  Financial 
exposures  like  primary  commodities,  foreign  exchange  and 
interest  rate  fluctuations.  AIG  Risk  Finance,  a  division  ot  the 
AIG  Companies,  has  access  to  an  unparalleled  global  network, 
with  operations  in  approximately  150  countries  and  juris- 
dictions worldwide.  And  we  ha\'e  top  financial  ratings  to  back 
us  up.  So  we'll  be  there  to  help  your  business  stay 
on  the  right  track. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  Intefnational  Group,  Inc ,  Dept  A.  70  Pine  Street,  New  York,  NY  10270  www  aig  com 


AIG 


At  your  age, 
with  your  high  cholesterol^ 
what's  your  risk 
of  a  first  heart  attack? 


If  you  have  high  cholesterol,  figure  your  risk  of  a  first  heart  attack. 

I  til  111  i/oui  points  forciuii  ri>k  factor. 


I^J  Age:  Men 

Opts,  Less  than  35    2  pts.  40  to  48    4pts.  54+ 
1  pt.    35  to  39  3  pts.  49  to  53 

j^J  Age:  Women 

Opts.  Less  than  42    2  pts.  45  to  54    4  pts.  74+ 

1  pt.    42  to  44  3  pts.  55  to  73 

I^J  Family  History: 

2  pts.  My  family  has  a  history  of  heart  disease  or  heart 

attacks  before  the  age  of  60 

[^J  Inactive  Lifestyle: 

1  pt.    I  rarely  exercise  or  do  anything  physically 
demanding 

I     I  Weight: 

1  pt.    I'm  more  than  20  lbs.  over  my  ideal  weight 

I^J  Smoking: 

\  pt,     I'm  a  smoker 
I     I  Diabetic: 

1  pt.    Male  Diabetic 

2  pts.  Female  Diabetic 

□ 


I^J  Total  Cholesterol  Level: 

Opts.  Less  than  240  mg/dL 

1  pt.    240  to  315  mg/dL 

2  pts.  More  than  315  mg/dL 

I     I  HDL  Level  (good  cholesterol): 

0  pts.  39  to  5Q  mg/dL 

1  pt.    30  to  38  mg/dL 

2  pts.  Under  30  m,g/dL 
-1  pt.    Over  60  mg/dL 

Blood  Pressure: 

I  don't  take  blood  pressure  medication;  my  blood 
pressure  is: 

(Use  your  top  or  liiy^lier  blood  pressure  iiiiiiibcr) 

0  pts.  Less  than  140  mmHg 

1  pt.    140  to  170  mmHg 

2  pts.  Greater  than  170  mmHg 
(or) 

1  pt.    I  am  currently  taking  blood 
pressure  medication 


□ 


01 


Total  Points 


If  you  scored  4  points  or  more,  you  could  be  at  above  average  risk  of  a  first  heart  attack 
compared  to  the  general  adult  population.  The  more  points  you  score,  the  greater  your  risk. 


If  you  have  already  had  a  heart  attack  or  have  heart  disease,  your  heart  attack  risk 
is  significantly  higher.  Only  your  doctor  can  evaluate  your  risk  and  recommend 
treatment  plans  to  reduce  your  risk.  If  you  don't  know  your  cholesterol  level  or 
blood  pressure,  ask  your  doctor  if  your  levels  should  be  checked. 

Provided  as  an  educational  service  from  Bristol-Mvers  Squibb  Company. 


American  Heart 
Association 


Fighting  Heart  Disease 
and  Stroke 


Pravac  HOI.,  in  combination  with  diet,  is 
proven  to  reduce  the  risk  of  a  first  heart 
attack,  reduce  the  risk  of  death  from 
heart  disease,  and  reduce  the  need  for 
surgery  to  clear  blocked  coronary 


arteries  (such  as  bypass  or  angiopkisty) 
based  on  a  landmark  study  inckiding 
over  6,500  males  with  high  cholesterol 
and  no  evidence  of  heart  disease. 
Becatise  Pr,\vac  H(  )1  is  a  prescription 


drug,  you  should  ask  your  doctor  or 
healthcare  professional  if  Pravachol  is 
right  for  you.  Some  mild  side  effects, 
such  as  slight  rash  or  stomach  upset, 
occtir  in  abotit  2-4%  of  patients. 


PR^CHOL 


Proven  to  help  prevent 
first  heart  attacks  in  people 
with  high  cholesterol. 


'ravachol  is  the  only  cholesterol- 
owering  drug  of  its  kind  proven  to 
lelp  prevent  first  heart  attacks.  And  the 

;rim  fact  is,  up  to  33%  of  people  do  not 
urvive  their  first  heart  attack.  Improving 
'our  diet  and  exercise  is  an  important 
irst  step,  but  may  not  be  enough.  So  ask 


your  doctor  about  Pravachol.  It  reduces 
the  risk  of  a  first  heart  attack  and  the  need 
for  surgery  to  clear  blocked  coronary 
arteries.  Pravachol  has  been  prescribed 
by  doctors  for  millions  of  men  and 
women  worldwide.  It  could  help  you  live 
a  longer,  healthier  life. 


\sk  your  doctor  if  pravachol  is  right  for  you.  Or  call 
l-800-PRE  VENT  for  information  on  first  heart  attack  prevtnitioii 
ncluding  a  free  brochure  from  the  American  Heart  Association, 
t's  all  provided  by  Bristol-Myers  Squibb. 


v'isit  our  Web  site  at  www.pravachol.com 

Pravachol  should  not  be  t  Acn  by 
women  who  are  pregnant  or  nursing, 
people  who  are  allergic  to  any  of  its 
ingredients  or  by  anyone  with  liver 
disease.  Your  doctor  may  perform  simple 


pravastatin  sodium  & 


Proven  to  help  prevent 
first  heart  attacks. 


blood  tests  to  check  your  liver  f  unction 
before  and  during  treatment  with 
Pravachol.  Muscle  pain  or  weakness 
could  be  a  sign  of  a  rare  but  serious  side 
effect  and  should  be  reported  to  your 


doctor  right  away.  Be  sure  your  doctor 
knows  about  other  medications  you  may 
be  taking  in  order  to  avoid  any  possible 
serious  drug  interactions.  Please  see 
important  information  on  the  next  page. 


PRAVACHOL® 

Pravaslalin  Sodium  Tablets 

CONTRAINDICATIONS:  Hypersensitivity  to  any  component  of  this  medication.  Active  liver  disease  or  unexplained,  persistent 
elevations  m  liver  (unction  tests  isee  WARNINGS)  Pregnancy  and  lactation  Atherosclerosis  is  a  chronic  process  and 
discontinuation  ol  lipid-lowering  drugs  during  pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  ot 
primary  hypercholesterolemia  Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential  components  for  (elal 
development  (includtng  synthesis  of  steroids  and  cell  membranes]  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
syntfiesis  and  possibly  the  synthesis  of  other  biologically  active  substances  denved  from  cholesterol,  they  may  cause  fetal  harm 
when  administered  to  pregnant  women  Therefore  HMG-CoA  reductase  inhibitors  are  contraindtcated  during  pregnancy  and  in 
nursing  mothers  Pravastatin  sliould  be  administered  to  women  o)  cfiildbearing  age  only  when  such  patients  are  highly 
unlikely  to  conceive  and  have  been  informed  ot  the  potential  hazards.  It  the  patient  becomes  pregnant  while  taking  this 
ci<iss  ot  drug.  !herapy  should  De  discontinued  and  the  patient  apprised  ol  the  potential  hazard  to  the  fetus 
WARNINGS:  Liver  Enzymes:  HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowering  therapies,  have  been  associated 
with  biochemical  abnormalities  ot  liver  function  increases  of  serum  transaminase  (ALT  ASTi  values  to  more  than  3  times  the 
upper  limit  of  normal  occurnng  on  2  or  more  (not  necessanly  sequential}  occasions  have  been  reported  in  1  3%  of  patients 
treated  with  pravastatin  in  the  US  over  an  average  period  of  18  months  These  abnormalilies  were  not  associated  with 
cholestasis  and  did  not  appear  to  be  related  to  treatment  duration  In  those  patients  in  whom  these  abnormalities  were  believed 
to  be  related  to  pravastatin  and  who  were  discontinued  from  therapy,  the  transaminase  levels  usually  tell  slowly  to  pretreatment 
levels  These  biochemical  findings  are  usually  asymptomatic  although  worldwide  expenence  indicates  that  anorexia,  weakness, 
and/or  abdominal  pain  may  also  be  present  in  rare  patients  In  the  largest  long-term  placebo-controlled  clinical  trial  with 
pravastatin  [Pravastatin  Primary  Prevention  Study,  See  Clinical  Pharmacology),  the  overall  incidence  of  AST  and/or  ALT 
elevations  to  greater  than  three  times  the  upper  limit  of  normal  was  1  05%  m  the  pravastatin  group  as  compared  to  0  75%  in 
the  placebo  group  One  (0  03%)  pravaslatin-treated  patient  and  2  (0  06%)  placebo-treated  patients  were  discontinued  because 
ot  transaminase  elevations  Ot  the  patients  with  normal  liver  tunction  at  week  12,  three  of  2875  treated  with  pravastatm 
(0  50%)  and  one  ot  the  2919  placebo  patients  lO  03%)  had  elevations  of  AST  greater  than  three  times  the  upper  limit  of  normal 
on  tvi/o  consecutive  measurements  and'or  discontinued  due  to  elevations  in  transaminase  levels  during  the  4  8  years  [median 
treatment)  of  the  study  It  is  recommended  that  liver  function  tests  be  performed  prior  to  and  at  12  weeks  lollowing 
initiation  ol  therapy  or  the  elevation  of  dose.  Patients  who  develop  increased  transaminase  levels  or  signs  and  symptoms 
of  liver  disease  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the  finding  and  be  followed  thereafter 
with  frequent  liver  function  tests  until  the  abnormalityliesi  return  to  normal  Should  an  increase  m  AST  or  ALT  of  three  times  the 
upper  limit  ot  normal  or  greater  persist,  withdrawal  of  pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained 
transaminase  elevations  are  contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be 
exercised  when  pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see  CLINICAL 
PHARMACOLOGY:  PharmacokinetScs/IWeta holism)  Such  patients  should  be  closely  monitored,  started  at  the  lower  end  ot 
ilie  recommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect  Skeletal  Muscle:  Rare  cases  ot 
rhabdomyolysis  with  acute  renal  failure  secondary  to  myoglobinuria  have  been  reported  with  pravastatin  and  other 
drugs  in  this  class.  Uncomplicated  myalgia  has  also  been  reported  m  pravastatin-treated  patients  isee  ADVERSE 
REACTIONS)  Myopathy,  defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  m  creatine 
phosphokinase  (CPK)  values  to  greater  than  W)  times  the  upper  normal  limit,  was  rare  (<  0  1  %|  in  pravastatin  clinical  trials 
Myopathy  should  be  considered  in  any  patient  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or  marked  elevation 
ot  CPK  Patients  should  be  advised  to  report  promptly  unexplained  muscle  p.?in,  tenderness  or  weakness,  particularly  it 
accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued  it  marltedly  elevated  CPK  levels  occur  or 
myopathy  is  diagnosed  or  suspected-  Pravastatin  therapy  should  also  be  temporarily  withheld  in  any  patient 
experiencing  an  acute  or  serious  condition  predisposing  to  the  development  of  renal  failure  secondary  to 
rhabdomyolysis,  e  g.,  sepsis;  hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte 
disorders;  or  uncontrolled  epilepsy.  The  ri^K  ot  myopathy  during  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cydosponne.  niacin,  or  tibrates  However,  neither  myopathy  nor 
significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  of  100  post-transplant  patients  (24 
renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin  10-40  mg  and  cydosponne  Some  of  these 
patients  also  received  other  concomitant  immunosuppressive  therapies  in  one  single-dose  study,  pravastatin  levels  were  found 
to  be  increased  in  cardiac  transplant  patients  receiving  cydosponne  Further,  in  clinical  trials  involving  small  numbers  of 
patients  who  were  treated  concurrently  with  pravastatin  and  niacin,  there  were  no  reports  of  myopathy  Also,  myopathy  was  not 
reported  m  a  trial  of  combination  pravastatin  |40  mg/day)  and  gemfibrozil  (1200  mg/day),  although  4  of  75  patients  on  the 
combination  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo  There  was  a  trend  toward  more 
freguent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  m  the  group  receiving  combined  treatment 
as  compared  wilh  the  groups  receiving  placebo  gemfibrozil  or  pravastatin  monotherapy  isee  PRECAUTIONS:  Drug 
Inlerachonsi  The  use  of  fibrates  alone  may  occasionally  be  associated  with  myopathy  The  combined  use  of 
pravastatin  and  fibrates  should  be  avoided  unless  the  benefit  of  hirther  alterations  in  lipid  levels  is  likely  to  outweigh 
the  increased  risk  ol  this  drug  combination. 

PRECAUTIONS:  General:  Pravastatin  may  elevate  creatinine  phosphokinase  and  transaminase  levels  (see  ADVERSE 
REACTIONS)  This  Should  be  considered  in  the  differential  diagnosis  of  chest  pain  in  a  patient  on  therapy  with  pravastatin 
Homozygous  Familial  Hypercholesterolemia  Pravastatin  has  not  been  evaluated  m  patients  with  rare  homozygous  familial 
hypercholesterolemia  in  this  group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective 
because  the  patients  lack  functional  LDL  receptors  Renal  Insufficiency  A  smgte  20  mg  oral  dose  ot  pravastatin  was 
administered  to  24  patients  with  varying  degrees  ot  renal  impairment  (as  determined  by  creatinine  clearance)  No  effect  was 
observed  on  the  pharmacokinetics  of  pravastatin  or  its  3u-hydfOxy  isomenc  metabolite  (SO  31 ,906)  A  small  increase  was  seen 
in  mean  AUG  values  and  halt-life  it^)  for  the  inactive  enzymatic  nng  hydroxylation  metabolite  (SO  31 ,9451  Given  this  small 
sample  size,  the  dosage  administered,  and  the  degree  ol  individual  vanability,  patients  with  renal  impairment  who  are  receiving 
pravastatin  should  be  closely  monitored  Information  for  Patients:  Patients  should  be  advised  to  report  promptly  unexplained 
muscle  pain,  tenderness  or  weakness,  particularly  tt  accompanied  by  malaise  or  fever  Drug  Interactions:  immunosuppressive 
Drugs.  Gemfibrozil.  Niacin  {Nicotinic  Aadl.  Erythromycin  See  WARNINGS:  Skeletal  Muscle  Antipynne  Since  concomitant 
administration  ot  pravastatin  had  no  effect  on  the  clearance  of  antipynne  interactions  with  other  drugs  metabolized  via  the 
same  hepatic  cytochrome  isozymes  are  not  expected  Cholestyramme-'Coiestipoi  Concomitant  administration  lesulted  m  an 
approximately  40  to  50%  decrease  m  the  mean  AUG  ot  pravastatin  Hou^-ever,  when  pravastatin  was  administered  1  hour  before 
or  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal,  there  was  no  clinically  significant  decrease  in 
bioavailability  or  therapeutic  effect  (See  DOSAGE  AND  ADMINISTRATION:  Concomitant  Therapy  )  Warfarin  In  a  study 
involving  1 0  healthy  male  subjects  given  pravastatin  and  warfarin  concomitantly  for  6  days,  bioavailability  parameters  at  steady 
state  for  pravastatm  (parent  compound)  v/ere  not  altered  Pravastatin  did  not  alter  the  plasma  protem-bindmg  of  warfarin 
Concomitant  dosing  did  increase  the  AUG  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its  anbcoagulant  action 
(I  e  .  no  increase  was  seen  in  mean  prothrombin  time  after  6  days  ot  concomitant  therapy)  However,  bleeding  and  extreme 
prolongation  ot  prothrombin  time  has  been  reported  with  another  drug  in  this  dass  Patients  receiving  warlann-type 
anticoagulants  should  have  their  prothrombin  times  closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin 
IS  changed  CimeticJine  The  AUG  for  pravastatin  when  given  with  cimetidme  was  not  significantly  different  from  the  AUC 
tor  pravastatin  when  given  alone  A  significant  difference  was  observed  between  the  AUC  s  for  pravastatin  when  given  with 
cimetidine  compared  to  when  administered  with  antacid  Digoxm  In  a  crossover  trial  involving  18  healthy  male  subiects  given 
pravastatin  and  digoxin  concurrently  for  9  days,  the  bioavailability  parameters  of  digoxin  were  not  affected  The  AUC  of 
pravastatin  tended  to  increase,  but  the  overall  bioavailability  of  pravastatin  plus  its  metabolites  SO  31 ,906  and  SO  31 ,945  was 
not  altered  Cydosponne  Some  investigators  have  measured  cydosponne  levels  in  patients  on  pravastatin,  and  to  date,  these 
results  indicate  no  clinically  meaningful  elevations  in  cydosponne  levels  In  one  single-dose  study,  pravastatin  levels  were 
found  to  be  increased  m  cardiac  transplant  patients  receiving  cydosponne  Gemfibrozil  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  of  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease  in  unnary  excretion 
and  protein  binding  of  pravastatin  in  addition,  there  was  a  significant  increase  in  AUC,  Cmax,  and  Tmax  tor  the  pravastatin 
metabolite  SO  31 ,906  Combination  therapy  with  pravastatin  and  gemfibrozil  is  generally  not  recommended  In  interaction 
studies  with  aspirin,  antacids  [1  hour  prior  to  PRAVACHOL),  cimetidme.  nicotinic  acid,  or  probucol.  no  statistically  significant 
differences  in  bioavailability  were  seen  when  PRAVACHOL  (pravastatin  sodium)  was  administered  Other  Drugs  During  clinical 
trials,  no  nohceable  drug  interactions  were  reported  when  PRAVACHOL  was  added  to  diuretics,  antihypertensives,  digitalis.  ACE 
inhibitors,  calcium  channel  blockers,  beta-blockers,  or  nitroglycerin  Endocrine  Function:  HMG-CoA  reductase  inhibitors 
interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels  and  as  such,  might  theoretically  blunt  adrenal  or 
gonadal  steroid  hormone  production  Results  of  clinical  trials  with  pravastatin  m  males  and  post-menopausal  females  were 
inconsistent  with  regard  to  possible  effects  of  the  drug  on  basal  steroid  hormone  levels  in  a  study  ot  2 1  males,  the  mean 
testosterone  response  to  human  chorionic  gonadotropin  was  significantly  reduced  (p<  0  004)  after  1 6  weeks  of  treatment  with 
40  mg  of  pravastatin  However,  the  percentage  ot  patients  showing  a  a  50%  nse  in  plasma  testosterone  after  human  chonomc 
gonadotropin  stimulation  did  not  change  significantly  after  therapy  m  these  patients  The  effects  ot  HMG-CoA  reductase 
inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adequate  numbers  of  patients  The  effects,  it  any.  of 
pravastatin  on  the  pituitary-gonadal  axis  m  pre-menopausal  females  are  unknown  Patients  treated  with  pravastatin  who 
display  clinical  evidence  ot  endocrine  dysfunction  should  be  evaluated  appropriately  Cauhon  should  also  be  exercised  if  an 
HMG-CoA  reductase  inhibitor  or  other  agent  used  to  lower  cholesterol  levels  is  administered  to  patients  also  receiving  other 
drugs  (e  g ,  ketoconazole.  spironolactone,  cimetidme)  that  may  dimmish  the  levels  or  activity  of  steroid  hormones  CNS  Toxicity: 
CNS  vascular  lesions,  characterized  by  perivascular  hemorrhage  and  edema  and  mononudear  cell  infiltration  of  perivascular 
spaces,  were  seen  m  dogs  treated  with  pravastatin  at  a  dose  of  25  mg/kg/day,  a  dose  that  produced  a  plasma  drug  level  about 
50  times  higher  than  the  mean  drug  level  in  humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  been  observed  with 
several  other  drugs  m  this  dass  A  chemically  similar  drug  m  this  dass  produced  optic  nerve  degeneration  (Wallenan 
degeneration  ot  retinogeniculate  fibers)  in  clinically  normal  dogs  m  a  dose-dependent  fashion  starting  at  60  mg/kg/day,  a  dose 
that  produced  mean  plasma  drug  levels  about  30  times  higher  than  the  mean  drug  level  m  humans  taking  the  highest 
recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity)  This  same  drug  also  produced  vestibulocochlear 
Wallenan-like  degeneia'ion  and  retinal  ganglion  cell  chromafolysis  m  dogs  trf ated  tor  1 4  weeks  at  1 80  mq'kq.dav  a  dose 
which  resulted  in  a  mean  plasma  drug  level  similar  to  that  seen  with  the  60  mg/hg^day  dose  Carcinogenesis.  Mutagenesis. 


Impairment  of  Fertility:  m  a  2-year  study  in  rats  fed  pravastatin  at  doses  of  10,  30,  or  100  mg/kg  body  weight,  ther  u 
increased  incidence  of  hepatocellular  carcinomas  in  males  at  the  highest  dose  ip  <  0.01).  Although  rats  were  given 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  10  hmes  higher  th)hc 
measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administration  ol  1 0, 30,  or  1 00  mg/kg  i  ;iic 
plasma  drug  levels  approximately  0.5  to  5  0  times  the  human  drug  levels  at  40  mg)  of  pravastatin  to  mice  for  225n! 
resulted  in  a  statistically  signihcant  increase  in  the  incidence  of  malignant  lymphomas  in  treated  females  when  all  fi  rr 
groups  were  pooled  and  compared  to  controls  (p  <  0  05)  The  incidence  was  not  dose-related  and  male  mice  were  no'  - 
A  chemically  similar  drug  in  this  class  was  administered  to  mice  for  72  weeks  at  25, 100,  and  400  mg/kg  body  weigi , 
resulted  in  mean  serum  drug  levels  approximately  3. 1 5.  and  33  times  higher  than  the  mean  human  senjm  dnjg  cone  si 
(as  total  inhibitory  activity)  after  a  40  mg  oral  dose.  Liver  carcinomas  were  significantly  increased  in  high-dose  fern 
mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  percent  in  males  The  incidence  of  adenomas  of  the  I 
significantly  increased  in  mid-  and  high-dose  females  Drug  treatment  also  significantly  increased  the  incidenci 
adenomas  in  mid-  and  high-dose  males  and  females.  Adenomas  of  the  eye  Harderian  gland  (a  gland  of  the  eye  of  rodei 
significantly  higher  in  high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  m  vitro,  with  or  wit 
liver  metabolic  activation,  m  the  following  studies  microbial  mutagen  tests,  using  mutant  strains  of  Salmonella  typhin 
Esctierichia  coir  a  forward  mutation  assay  in  L51 78Y  TK  +/-  mouse  lymphoma  cells,  a  chromosomal  aberration  test  in 
cells,  and  a  gene  conversion  assay  using  Saccharomyces  cerevisiae.  In  addition,  there  was  no  evidence  ot  mutagt 
either  a  dominant  lethal  test  in  mice  or  a  micronudeus  test  in  mice  In  a  study  in  rats,  with  daily  doses  up  to  50C 
pravastatin  did  not  produce  any  adverse  effects  on  fertility  or  general  reproductive  performance  However,  in  a  st 
another  HMG-CoA  reductase  inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg/kg  bod' 
although  this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administered  for  1 1  w( 
entire  cycle  of  spermatogenesis,  induding  epididymal  maturation)  In  rats  treated  with  this  same  reductase  mhibitr 
mg/kg/day.  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatogenic  epithelium)  was  observed  Although 
with  pravastahn.  two  similar  drugs  in  this  class  caused  drug-related  testicular  atrophy,  decreased  spermato 
spermatocytic  degeneration,  and  .:  .r'  -  ■  ■■-  I'lon  mdogs  The  dinicai  significance  of  these  hndings  is  undear  Pre 
Pregnancy  Category  X.  See  CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established  Pravastatin 
teratogenic  m  rats  at  doses  up  to  ■  .     ,  -  ^  ..     or  in  rabbits  at  doses  of  up  to  50  mg/kg  daily  These  doses  result( 
(rabbit)  or  240x  (lat)  the  human  exposure  cased  on  surface  area  (mg/meter-^^)  However,  in  studies  with  another  H 
reductase  inhibitor,  skeletal  malformations  were  observed  in  rats  and  mice  There  has  been  one  report  of  severe  c( 
bony  deformity,  tracheo-esophageal  fistula,  and  anal  atresia  (Vater  association)  m  a  baby  born  to  a  woman  who  took 
HMG-CoA  reductase  inhibitor  with  dextroamphetamine  sulfate  dunng  the  first  tnmester  ot  pregnancy.  PRAVACHOL  (prj 
sodium)  should  be  administered  to  women  of  child-bearing  potential  only  when  such  patients  are  highly  unlikely  to  i 
and  have  been  informed  of  the  potential  hazards  if  the  woman  becomes  pregnant  while  taking  PRAVACHOL  (pre 
sodium),  It  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  hazards  to  the  fetus.  Nursing  Mo 
small  amount  of  pravastatin  is  excreted  in  human  breast  milk.  Because  of  the  potential  for  senous  adverse  reactions  in 
infants,  women  taking  PRAVACHOL  should  not  nurse  (see  CONTRAINDICATIONS)  Pediatric  Use:  Safety  and  effectiv 
individuals  less  than  1 8  years  old  have  not  been  established  Hence,  treatment  in  patients  less  than  1 8  years  o 
recommended  at  this  time 

ADVERSE  REACTIONS:  Pravastatin  is  generally  v.'ell  tolerated;  adverse  reactions  have  usually  been  mild  and  transit 
month  long  placebo-controlled  trials,  1  7%  ot  pravastatin-treated  patients  and  1  2%  ot  placebo-treated  patier 
discontinued  from  treatment  because  of  adverse  experiences  attributed  to  study  drug  therapy,  this  difference 
statistically  significant  tn  long-term  studies,  the  most  common  reasons  for  discontinuation  were  asymptomati 
transaminase  increases  and  mild,  non-specihc  gastrointestinal  complaints.  Dunng  dmicai  frials  the  overall  incidence  of 
events  in  the  elderly  was  not  different  from  the  incidence  observed  in  younger  patients.  Adverse  Clinical  Events:  All 
dinical  events  (regardless  of  attribution)  reported  in  more  than  2%  ot  pravastatm-treated  patients  in  the  placebo-cc 
trials  are  identified  in  the  table  below,  also  shown  are  the  percentages  of  patients  in  whom  these  medical  events  were 
to  be  related  or  possibly  related  to  the  drug 


All  Events 

Events  Attributed 
to  Study  Drug 

Body  System/Event 

Pravastatin  Placebo 

IN  =  900)           (N  411) 

Pravastabn  Placebo 
(N  =  900)           (N  =  411) 

%  % 

Cardioi/ascular 

Caidiac  Chest  Pain 

40 

34 

0 1  0,0 

Dermatologic  Rash 

4  0- 

1  1 

1  3  0,9 

Gastrointestinal 

Nausea/Vomiting 

Diarrhea 

Abdominal  Pain 

Constipation 

Ratulence 

Hearttjum 

73 
62 
54 
4,0 
3,3 
29 

7  1 
56 
69 
71 
3.6 
1  9 

2,9  3.4 
20  1.9 
2  0  3.9 
2  4  5.1 
27  3,4 
20  07 

General 

Fatigue 
Chest  Pain 
Influenza 

38 
37 
2  4- 

34 

1  9 
07 

1  9  10 
0  3  0.2 
0  0  0.0 

Musculoskeletal 
Localized  Pain 
Myalgia 

100 
27 

90 
1  0 

1  4  1.5 
0  6  0.0 

Nervous  System 
Headache 
Dizziness 

62 
33 

39 
32 

1  7-  0.2 
1  0                       0  5 

Renal.'Genitourinary 

Unnary  Atinormalily 

24 

29 

07  12 

Respiratory 

Common  Cold 

Rhinitis 

Cough 

70 
40 
26 

63 
4  1 
1  7 

0  0                       0  0 

0  1  00 

01  00 

•Statistically  significantly  different  from  placebo 

In  the  Pravastatin  Pnmary  Prevention  Study  (West  of  Scotland  Coronary  Prevention  Studyl  (see  CLINICAL  PHARMAC 
Clinical  Studiesi  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sodium)  (N  =  3302)  or  placebo  m  =  3; 
adverse  event  profile  in  the  pravastatin  group  was  comparable  to  that  of  the  placebo  group  over  the  median  4  8  yeai 
study  The  following  effects  have  been  reported  with  drugs  in  this  class,  not  all  the  effects  listed  below  have  necessar 
associated  with  pravastatin  therapy  Skeletal  myopathy  rhabdomyolysis.  arthralgia  Neurological  dysfunction  of  certair 
nerves  (including  alteralion  of  taste,  impairment  of  extra-ocular  movement,  facial  paresis),  tremor,  vertigo,  memc 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety  insomnia,  depression  Hypersensitivity  Read 
apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  more  of  the  following  k 
anaphylaxis,  angioedema,  lupus  erythematous-like  syndrome,  polymyalgia  rheumatica,  dermatomyositis.  vasculitis,  f 
thrombocytopenia  leukopenia  hemolytic  anemia,  positive  ANA,  ESR  increase,  eosinophilia,  arthritis,  arthralgia,  u 
asthenia,  photosensitivity,  fever,  chills,  flushing,  malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  ir 

Stevens-Johnson  syndrome  Gastrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  \z 
fatty  change  in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma,  anorexia,  vomiting  Skin-  al 
pruritus  A  vanety  ot  skin  changes  (e  g  ,  nodules,  discoloration,  dryness  of  skm/mucous  membranes,  changes  to  hair/nai 
been  reported  Reproductive  gynecomastia,  loss  of  libido,  erectile  dysfunction  Eye  progression  of  cataracts  (lens  op 
ophthalmoplegia  Laboratory  Abnormalities  elevated  transaminases,  alkaline  phosphatase,  and  bilirubin,  thyroid  f 
abnormalities  Laboratory  Test  Abnormalities:  Increases  in  serum  transaminase  (ALT  AST)  values  and  CPK  ha* 
observed  (see  WARNINGSl  Transient,  asymptomatic  eosinophilia  has  been  reported  Eosinophil  counts  usually  rett 
normal  despite  continued  therapy  Anemia,  thrombocylopenia,  and  leukopenia  have  been  reported  with  HMG-CoA  re^ 
inhibitors  Concomitant  Therapy:  Pravastatin  has  been  administered  concurrently  with  cholestyramine,  colestipol,  r 
acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  that  the  addition  of  either  probucol  or  gemfibrozil  to  thera 
lovastatin  or  pravastatin  is  not  associated  with  greater  reduction  in  LDL-cholesterol  than  that  achieved  with  lovaj 
pravastatin  a,one  No  adverse  reactions  unique  to  the  combination  or  in  addition  to  those  previously  reported  for  sa 
alone  have  been  reported  Myopathy  and  rhabdomyolysis  (wiUi  or  without  acute  renal  failure)  have  been  reported  when 
HMG-CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  erythromycin,  < 
lowering  doses  ot  nicotinic  acid  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  and  these  agents  is  gener 
recommended  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS:  Drug  Interactions  ) 
OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastatin,  both  of  which  were  asymptom; 
not  associated  with  clinical  laboratory  abnormalities  It  an  overdose  occurs  it  should  be  treated  symptomatically  and  su| 
measures  should  be  instituted  as  required 

CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription. 
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TOUR 


Welcome  to  the  world's 
high-tech  heartland.  This  50-mile 
stretch  between  San  Jose  and  San 
Francisco  is  teeming  with  more  technology 
than  anywhere  else  on  the  planet  -from  the 
modest  little  garage  that  gave  birth  to  the 
Hewlett-Packard  Company  to  the  gleaming 
towers  housing  software  giant  Oracle  Corp. 
Tarn  the  page,  hop  on  the  main  thorough- 
fare, Highway  101, 
and  take  a  ride  on 
the  wired  side. 
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R/3  Implemented 

inei^-eightdays. 


1994 

SAP  m.ikcs  lu-.Kllincs  by 
implementing  K/3  for 
I'lic  SccUlIf  limes  m  SS  d.ivs. 


1995 

SAI'  voted  line  ot  the  Top  1(1  software 
vendors  by  Soflii'iiic  Mtit^d^iiic  3  years  m  a  row. 
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1996 

AeceleratedSAP  program  mtrodueed. 
makmg  rapid  implement. ition  a  reality. 


1995 

SAP  opens  the  door  tor  more  eompanies 

worldwide  to  work  their  best  with 
the  release  ot  R/3  mdustix'  solutions. 
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[a(  1. 1  nstoiiiei  s  that  lia\  e  tiseil  it  lia\  e  i;i  me  li  \  e  iiiuler  hndi^el  and  in  under  six  months.  Now.  the\  'ie  linding  out  what 
nearly  7,()IIU  other  eonipaiiies  .iheaiK  know  —  that  there's  nothint;  like  R  .1  to  _L;et  a  better  return  on  information 
and  the  ma\iimiin  1  etm  11  on  invest  men t.  With  less  than  I  ,t  inn  d,i\  s  until  the  Year  21)1 1(  1,  there's  no  better  time 
for  \'on  to  IhkI  that  out  tli.iii  1  iL;lit  now  I  (n-  in  me  information ,  \  isit  onr  Year  2n(  H 1  information  eenter  at 
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MOVERS   &  SHAKERS 


'HERE  IMMIGRANTS  RND 
MELTING  m  OF  GOLD 


ureign-born  entrepreneurs  run  high-tech 
sends  and  spawn  hundreds  of  startups 


ntrepreneurial  instincts  finally  got 
the  better  of  Yuji  Ide.  After  15  yeai's 
as  a  scientist  wath  Toshiba  Coip.,  his 
1  could  point  to  100  patents,  including 
for  the  world's  ftr-st  digital  still  cam- 
But  Toshiba  was  slow  in  bringing  his 
ivations  to  market.  "I  was  fixistrat- 
says  Ide,  flipping  through  photos  of 
prototypes  that  died  in  the  lab. 

0  in  1995  Ide  took  a  radical  step,  for 
ipanese:  He  moved  to  Sihcon  Valley 

founded  his  own  company.  With 
6  million  in  venture  capital — much 
it  from  Toshiba — Ide's  Cupertino 
lif.)-based  Pixera  Corp.  has  just 
iched  its  first  product:  a  high-defini- 

camera  that  connects  to  a  PC.  "I 
it  this  to  be  a  veiy  big  electronics 
pany,"  he  says. 

LOR-BLIND."  Iminigrants  have  earned 
r  big  dreams  in  Silicon  Valley.  More 

1  100,000  technically  savvy  Indians, 
inese,  Israehs,  and  Europeans  keep 
area  at  the  forefront  of  global  tech- 
igy.  Indeed,  according  to  some  esti- 


mates, one-third  of  its  engineers  are  for- 
eign-boni. 

No  other  high-tech  hub  can  match 
this  vibrant,  multinational  talent  pool. 
Where  once  there  was  a  glass  ceiling 
for  foreign  nationals,  they  now  rise  to 
the  liighest  posts — fi'om  Hungarian-bom 
Andrew  S.  Grove,  ceo  of  Intel,  to  Al- 
gerian-born Eric  Benhamou,  head  of 


APPLIED 
MATERIALS 
HAS  A  UNITED 
NATIONS  OF 
TOP  EXECS 


The  International  Factor 


NAME/COUNTRY 


ERIC  BENHAMOU 

Algeria 

ENZO  TORRESI 

Italy 

PHILLIPE  KAHN 

France 

DADO  BANATAO 

Philippines 


COMPANIES 

Headed  Bridge  Communications, 
CEO  of  networking  giant  3Com 

Co-founded  retailer  Businessland,  server 
maker  NetFrame,  and  Internet  startup  ICAST 

Founded  software  makers  Borland  Inter- 
national and  Starfish  Software 


Co-founded  S3,  Chips  &  Technologies 
other  chip  startups 


3Com  Corp.  "This 
place  has  become 
completely  color- 
blind," says  S.  Atiq 
Raza,  Pakistan-bom 
founder  of  micro- 
processor design 
shop  NexGen,  which  he  sold  to  Ad- 
vanced Micro  Devices  Inc.  for  $620  mil- 
hon  in  1996.  "Everything  here  is  driven 
by  the  need  to  succeed." 

Such  diversity  gives  Valley  companies 
a  global  marketing  edge,  paying  huge 
dividends.  Applied  Materials  Inc.,  a  $4 
billion  chip  equipment  maker,  has  a  ver- 
itable United  Nations  of  top  execs,  rep- 
resenting Taiwan,  Israel,  Argentina,  and 
India.  Foreign  managers  of  overseas 
units  helped  raise  Applied's  global  mar- 
ket shai-e  from  6%  in  1988  to  22%  today, 
says  Chief  Executive  James  C.  Morgan. 

Foreign-born  entrepreneurs  are  now 
spawning  hundreds  of  startups,  too,  in- 
spired by  such  successes  as  Solectron, 
S3,  and  Cadence — all  co-founded  by  non- 
U.  S.-bom  entrepreneiu's.  These  pioneers 
have  even  developed  their  own  venture 
following.  Companies  founded  by  Asian 
Americans  have  drawn  most  of  the  $72 
milHon  that  Alpine  Technology  Ventiu-es 
has  invested  in  the  Valley.  In  June,  Se- 
quoia Capital  started  a  sirmlai"  ftmd  with 
money  from  immigi'ants  such  as  Ben- 
hamou and  Alexandre  Balkanski, 
founder  of  C-Cube  Microsystems,  which 
makes  gi-aphics-compression  chips.  Says 
Sequoia  partner  Michael  Moritz,  a 
Welshman:  "We're  detennined  to  be  the 
beacon  for  immigi'ants  in  the  Valley." 

Tlie  payoff  of  tliis  investment  siu'ge  is 
enormous.  Hundreds  of  milhons  of  dol- 
lars in  foreign  venture  capital  is  now 
pouring  into  the  Valley  annually,  show- 
ering myinad  niches.  Asians  and  Israelis, 
for  example,  shine  in  chip  design,  pro- 
ducing such  companies  as  Cirnis  Logic, 
NexGen,  Tiident,  and  ess.  All  told,  there 
are  1,500  Asian  American-owned  tech 
companies  in  the  Valley,  according  to  a 
study  by  investment  bankere  Hambrecht 
&  Quist  and  Univereity 
of  California  at  Berke- 
ley's Annalee  Saxenian, 
author  of  Regional  Ad- 
vantage.  The  top  30 
claim  a  market  value 
of  $25  billion.  So  long 
as  the  boldest  dreams 
continue  to  be  realized 
and  rewarded,  the  mi- 
gration is  bound  to 
continue. 

By  Pete  Engardio 
in  Cupertino,  Calif., 
urith  Peter  Buitows  in 
Palo  Alto 


and 
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THE  CULTURE 


SILICON  VALLEY 


IB 
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TURNING  PIP-SQUEAKS 
INTO  PLAYERS 


IV, 


The  IPO  has  done  magical  things  for  many 
startups,  and  Its  appeal  Is  as  strong  as  ever 


It  was  1993,  and  Halsey  Minor  was  on 
the  brink  of  banki-uptcy.  The  32-year- 
old  founder  and  ceo  of  Internet 
media  company  cnet  Inc.  had  maxed 
out  his  credit  cards,  was  $40,000  in  the 
hole — and  was  ready  to  throw  in  the 
towel.  "I  was  going  to  quit,"  he  recalls. 
"I  had  no  more  credit,  and  no  one  would 
give  me  any  more  credit  cards."  Thanks 
to  a  last-minute  cash  infusion  from  a 
well-to-do  friend.  Minor  escaped  disas- 
ter, and  his  fledgling  San  Francisco- 
based  operation  survived. 

And  how.  After  CNET,  with  its 
snazzy  delivery  of  computer  and 
high-tech  news,  was  rushed  to  the 
Web,  it  caught  the  attention  of  in- 
vestment bankers.  No  matter  that 
the  stai'tup  lost  $3.7  million  on 
revenues  of  $1.7  miUion  for  the 
first  quailer  of  1996.  In  early 
July,  the  company  went  pub- 
lic— and  into  the  welcoming 
arms  of  investors.  Today,  cnet 
has  a  market  capitalization  of 
$403  million  and  Minor  is  sit- 
ting on  a  personal  fortune  esti- 
mated at  $72.9  million. 
ULTIMATE  HIGH.  Almost  anywhere 
else  in  the  world.  Minor's  rags-to- 
riches  tale  would  be  extraordinary. 
But  in  Silicon  Valley,  where  ini- 
tal  public  offerings  can  trans  ^ 
form  paupers  into  princes 
and  business  seedlings 
into  coii^orate  redwoods, 
it's  a  way  of  life.  Those 
three  words — initial  pub- 
lic offering — may  be  the 
most  intoxicating  in  Sili- 
con Valley.  The  ipo  is  the 
magical  event  that  con- 
verts blood,  sweat,  and 
equity  into  cash — or  at 
least    publicly  traded 


shares.  And  for  many  entrepreneurs 
and  the  venture  capitalists  who  fund 
their  ideas,  it's  the  ultimate  high. 

And  not  just  because  it  pads  their 
bank  accounts.  Selling  stock  to  the  pub- 
lic gives  cash-strapped  young  compa- 
nies money  to  finance  expansion,  build 
brand  recognition,  and  gain  a 
new  currency  that  can  be 
used  to  entice  employees 
or  acquire  companies. 
That's  more  im- 
portant 


ever  in  the  age  of  the  Net,  where 
goal  is  to  get  big,  fast.  Says  vent 
capitalist  L.  John  Doerr  of  Klei 
Perkins  Caufield  &  Byers:  "AmeriP^ 
capital  markets  are  a  national  treasu 
Ti'easure,  indeed.  Cisco  Syste 
Netscape  Communications,  and  Ori 
are  legend  for  the  legions  of  mill: 
au-es  they  have  created.  But  how  m 
millionaires  are  there  at  tiny  Sie 
Systems  Inc.,  which  before  going  pu 
in  June,  1996,  used  a  folding  table 
the  CEO's  desk?  The  answer:  70 
almost  a  third  of  its  220-]; 
employees.  Founder  Thoijf? 
'm.  Siebel's  40%  st 

the  sal'J 


FRENZY  ifo^f  tech  offerings  go  south.  Still,  "there  are 
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brmation  software  maker  is  worth 
)8  million  today.  And  there  are  scores 
newly  public  companies  just  like 
ibel  throughout  the  Valley. 
The  IPO  is,  to  be  sure,  about  money. 
,t  it's  also  a  critical  part  of  the  deli- 
;e  ecosystem  that  sustains  Silicon 
Hey.  How?  The  venture-capital  firms 
1  their  investors  make  a  bundle  tak- 
j  a  company  public.  They  pocket 
ne  of  the  money  and  plow  the  rest 
those  profits  into  the  next  generation 
rising  stars.  Startups,  meanwhile, 
}  stock  options  to  attract  top  engi- 
jring  and  management  talent  without 
ving  to  lay  out  a  lot  of  money  up 
nt  on  salaries.  And  when  those  op- 
ns  vest,  it's  not  un- 
nmon  for  employees 
cash  them  in  and 
3  the  proceeds  to 
.rt  their  own  com- 
nies.  Or  they  may 
;ome  angels  them- 
ves,  investing  in 
ler  tech  startups. 
•HFLIERS.  With  the 
ck  market  booming, 
iny  startups  are 
pping  the  later 
ges  of  private  fund- 
f  and  heading 
■aight  for  an  IPO. 
me  260  venture- 
iked  high-tech  com- 
nies  nationwide 
nt  public  in  1996, 
sing  nearly  $12  bil- 
1.  That's  more  than  double  the  117 
;h  IPOS  in  1991  and  more  than  triple 
'  $3.9  billion  they  raised,  according  to 
ntureOne  Corp.,  a  research  group  in 
a  Francisco.  Some  of  the  highfliers  in 
!  IPO  class  of  '96,  including  Yahoo! 
i  Excite,  were  barely  a  couple  of 
irs  old  when  they  made  their  Wall 
reet  debuts.  Today,  they  account 
■  a  combined  valuation  of  nearly 
billion. 

What  do  these  companies  do  with 
m  newfound  fame  and  fortune?  On- 
e  broker  E*Trade  Group  Inc.,  whose 
iployees  danced  into  the  wee  hours 
the  morning  at  a  party  following  the 
npany's  successful  1996  IPO,  used  the 
D  million  it  raised  to  introduce  new 
3ducts  and  hire  employees.  It  also 
9nt  heavily  to  beef  up  its  brand 


name  and  keep  pace  in  the  fledgling 
market  for  Intemet  investing  with  such 
well  funded  competitors  as  Charles 
Schwab  &  Co. 

Netscape  Communications  Corp., 
which  turned  a  $5  million  investment 
by  Kleiner  Perkins  into  a  $255  million 
windfall  by  the  end  of  its  first  day  of 
trading,  has  been  on  a  two-year  spend- 
ing spree  since  raising  $148  million 
fi-om  its  1995  ipo.  The  Mountain  View- 
based  upstart  has  snapped  up  six  com- 
panies and  unleashed  a  barrage  of  new 
products  to  go  head-to-head  with  soft- 
ware giant  Microsoft  Corp. 

Two-year-old  software  maker  bea 
Systems  went  about  things  a  little  dif- 


The  Valley  IPO  Boom:  Top  Performers 

III 

COMPANY 

IPO  DATE 

OFFER  PRICE  : 

CURRENT  PRICE 

%  CHANGE 

RAMBUS  INC. 

544/97 

$12 

$66.5 

450% 

YAHOO! 

Ml/96 

$13 

$54.87 

322% 

BEA  SYSTEMS 

Ml/97 

$6 

$23 

283% 

...  And  Worst 

UNIFY  CORP. 

643/96 

$12 

$2.13 

-82% 

PRISM  SOLUTIONS 

mm 

$17 

$4.62 

-72% 

ULTRADATA  CORP 

2/15/96 

$10 

$3 

-70% 

FOR  THE  PERIOD  FROM  JAN,  1,  1996  THROUGH  AUG  5.  1997 

SOURCE:  BROADVIEW  ASSOCIATES 

1^  For  more  on  ipos:  See  cnbc  at  10 
iBc  a.m.  and  5  p.m.  edt  on  Aug.  14 


ferently.  While  still  a  private  company, 
it  leveraged  $50  million  in  venture 
funding  from  E.M.  Warburg  Pincus  & 
Co.  to  buy  up  $140  million  worth  of 
businesses.  It  then  used  the  $150  mil- 
lion it  raised  this  year  in  the  public 
markets  to  pay  off  the  debt.  The  IPO 
"allowed  us  to  buy  the  product  and 
distribution  and  then  to  pay  it  off," 
says  William  T.  Coleman  III,  founder 
and  CEO  of  bea.  The  unusual  approach 
has  paid  off,  too:  bea's  sales  have 
grown  from  $62  million  last  year  to 
$30  million  last  quarter  alone.  Its 
shares  have  surged  283%  since  its 
April  IPO. 

Don't  be  fooled,  though.  Not  all  ipos 
are  successes.  Most  are  volatile,  and 
some  can  be  downright  dogs.  General 
Magic  Inc.,  a  once  hot  maker  of  com- 
munications software,  went  public  in 
Februaiy,  1996,  long  before  it  was  prof- 
itable. After  peaking  at  26^^  on  the  first 


day  of  trading,  the  much-humbled  com- 
pany now  trades  at  around  2.  And  of 
the  four  Internet  search  engine  com- 
panies that  went  public  last  spring,  for 
example,  only  Yahoo!  has  given  in- 
vestors reason  to  cheer.  Lycos  Inc.  and 
Infoseek  Corp.  shares  are  trading  at 
less  than  half  their  opening  prices, 
while  Excite  hovers  around  its  opening 
price  of  17. 

Ti'uth  is,  most  high-tech  ipos  go 
south.  A  study  by  Broadview  Associ- 
ates LLC  shows  that  high-tech  ipos  in 
1996  lost  8.4%  of  their  value,  compared 
with  the  fii-m's  broader  tech  index  and 
the  Standard  &  Poor's  500-stock  index, 
which  logged  11.5%  and  22.9%  returns, 
respectively. 

With  this  sort  of 
track  record,  it  might 
seem  that  investors 
would  sour  on  putting 
money  into  high-tech 
startups  or  newly 
public  companies.  Far 
from  it.  Venture- 
capital  firms  pumped 
a  record  $6.3  billion 
into  technology  start- 
ups last  year,  accord- 
ing to  VentureOne. 
And  angels  have  be- 
come another  major 
source  of  funding  for 
fledgling  companies. 
"There  are  dump 
trucks  coming  to  Sili- 
con Valley  wanting  to 
pour  the  money  in,"  says  J.  Neil  Wein- 
traut,  managing  director  at  21st  Cen- 
tury Internet  Venture  Partners. 
DISTRACTIONS.  They  won't  all  hit  pay 
dirt.  One  in  three  venture-backed  com- 
panies is  a  complete  flop — and  right 
now  even  brand-new  Internet  markets 
are  looking  pretty  crowded  with  con- 
tenders. Plus,  there  is  another  down- 
side. Going  public  can  tax  a  company's 
management  resources  and  distract  em- 
ployee shareholders.  "When  the  stock 
price  goes  down,  they're  depressed. 
And  when  the  stock  price  goes  up, 
they're  euphoric,"  says  Netscape  co- 
founder  Marc  An(h'eessen. 

That's  why  a  growing  number  of 
companies  are  sidestepping  the  ipo 
process  entirely,  choosing  instead  sim- 
ply to  sell  to  one  of  the  big  players 
that  are  constantly  scouring  the  field 
for  promising  new  technology.  Mi- 
crosoft, for  example,  has  spent  more 
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than  $2.5  bilhon  in  the  past  four  years 
on  57  acquisitions  and  partnerships. 
This  year  alone,  it  has  acquired  six 
companies,  including  the  $425  million 
purchase  of  WebTV,  a  two-year-old 
startup  that  makes  a  system  for  Web 
surfing  ft-om  your  TV.  Meanwhile,  disk- 
drive  maker  Seagate  Technology  Inc. 
made  the  founders  of  15-inonth-old 
Quinta  Corp.  happy  when  it  recently 
paid  $325  million  for  their  company, 
which  is  working  on  next-generation 
disk-drive  technology.  Quinta  had  yet  to 


develop  a  product  or  eai'n  one  penny  in 
revenue. 

For  those  that  want  to  go  pubhc, 
meager,  even  nonexistent,  profits  need 
not  be  a  barrier.  Netcom  On-Hne  Com- 
munications Services  Inc.  proved  that, 
and  it  started  a  movement  that  hasn't 
let  up.  In  1994,  the  Internet  service 
provider  lost  $100,000  on  revenues  of 
$12.4  million.  Still,  its  December,  1994, 
IPO  was  a  hit.  The  shares  were  priced 
at  $13,  above  their  initial  filing  range  of 
$10  to  $12,  and  were  soon  trading  at 


over  $20 — setting  off  a  speculative  f  n 
zy  around  Internet  stocks.  These  d 
Netcom  shares  trade  in  the  mid-te 
After  Netcom,  says  Weintraut, 
merely  had  to  suggest  you  would 
profitable  in  the  future." 

Then  came  Netscape.  When  the 
pany  went  public  in  August,  199^ 
was  just  16  months  old  and  had  pu| 
in  $16.6  million  in  revenues  for  the  i> 
or  six  months.  Profits  didn't  come 


later.  Yahoo!,  Excite,  and  cnet 
all  losing  money  at  the  time  of  t| 
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My  Jet  Is  Bigger  Than  Your  Jet 


As  a  youngster  growing  up  in 
Delhi,  Samir  Arora  was  always 
drawn  to  the  U.  S.  "It  was  like  a 
beacon  attracting  the  entrepreneur 
in  me,"  he  recalls.  So  without  wait- 
ing to  finish  a  degree  in  electrical 
engineering,  in  1986  he  set  off  for 
California  to  pursue  his  dream. 

It  was  a  rocky  start:  All  of  his  be- 
longings were  stolen,  and  Arora 
spent  six  months  bagging  gro- 
ceries before  landing  a  job  at 
Apple  Computer  Inc.  In  No- 
vember, 1995,  he  founded  Net- 
Objects Inc.  By  early  this  year, 
the  Web  software  maker  had 
burned  through  its  funding  and 
was  on  the  brink  when,  in 
March,  a  bolt  struck  from  the 
blue:  IBM  invested  roughly  $100 
million  for  a  50%  stake — mak- 
ing 31 -year-old  Arora  a  multi- 
millionaire. "It's  the  one-year 
instant  success  that  took  10 
years,"  he  jokes.  "It's  weird. 
You  have  to  ask  'Why  is  this 
happening  to  me?' " 
PALACE,  ANYONE?  That  ques- 
tion is  cropping  up  a  lot  these 
days.  A  booming  tech  market 
and  stock-option  culture  has 
helped  swell  the  ranks  of  Sili- 
con Valley  millionaires  by 
45,000  since  1994,  to  186".511  in  1996, 
according  to  Payment  Systems  Inc. 
The  area  now  boasts  one  of  the  high- 
est per-capita  income  levels  in  the 
country— $32,548  in  1996  for  the  San 
Francisco  Bay  area,  vs.  a  national 
average  of  $24,324. 

In  the  Valley's  toniest  neighbor- 
hoods, one  might  think  money  really 
does  gi'ow  on  trees.  In  Woodside,  for 
example,  where  liigh-tech  luminaries 


such  as  Lany  Sonsini  and  Scott  Cook 
inb  elbows  with  neighbors  Neil 
Young  and  Riley  Bechtel,  "starter" 
homes  begin  at  "$800,000.  Most  sell  be- 
fore they  even  hit  the  market,  and 
buyers  often  plunk  down  cash,  as 
Arora  did  for  a  sprawUng  $2  million 
home  in  the  Woodside  lulls. 

Not  far  away,  Oracle  ceo  Lany 
ElHson  is  building  a  $40  million-plus 


replica  of  the  Japanese  Katsura 
palace  on  23  wooded  acres.  Presum- 
ably, he'll  be  parking  his  new  Mar- 
chetti  Italian  jet  fighter  elsewhere — 
perhaps  next  to  the  acrobatic  plane 
he  just  bought  as  an  eighth-gTade 
gi-aduation  gift  for  his  son.  In  Ather- 
ton,  Tom  Proulx,  a  co-founder  of  In- 
tuit, recently  bought  three  neighbor- 
ing lots  so  he  could  build  a  9-hole  golf 
com'se  in  his  backyard.  One  Woodside 


progi'ammer  bought  24  acres  just  to 
land  his  hehcopter.  "Keeping  up  with 
the  neighbors  in  Silicon  Valley  is  get 
ting  weird,"  says  Daniel  H.  Case  III, 
president  and  ceo  of  Hambrecht  & 
Quist  Inc.  "It's  not,  'do  your  kids  go 
to  private  school.'  It's  'do  they  have 
private  jet?' " 

But  for  a  surprising  number  of 
young,  newly  minted  milhonaires, 
wealth  hasn't  changed  their  lives 
much.  There's  simply  no  time  for 
that.  When  Excite,  a  Net  startup, 
got  its  fii'st  venture  fimding,  the 
founders  celebrated  by  going  for  ice 
cream  at  the  local  Denny's — then  it 
was  back  to  work.  "There's  just  so 
much  opportunity,"  says  co-founder 
Joe  Kraus,  "that  you  never  get  a 
chance  to  celebrate  your  successes." 

Even  at  Netscape  Communication 
Corp.,  whose  1995  IPO  unleashed 
startup  fever,  folks  are,  well,  noiTnal 
Take  Aleks  Totic,  a  founding  engi- 
neer. He  figured  that  if  Netscape 
was  a  wild  success,  he  stood  to  mak( 
some  money.  But  the  real  draw,  says 
Totic,  was  "fun 
ARORA'S  coding."  Totic 

"INSTANT"         WTote  a  small 
SUCCESS  TOOK      check  that 
10  YEARS  bought  him  "a 

 boatload"  of 

Netscape  shares 
The  IPO  made  Totic  millions,  yet  he 
still  lives  in  the  Palo  Alto  apartment 
he  shares  with  a  roommate  and 
drives  the  1990  Integi'a  he  has  had 
for  years.  WTien  his  options  vest  in 
four  months,  he'll  likely  stay  on.  "I 
don't  see  myself  windsui"fing  for  the 
rest  of  my  fife,"  he  says.  Web  surf- 
ing, maybe. 

Bi/  Amy  Cotiese  in  Sa7i  Matei 
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[  Second  Place, 


Evolution  ] 


i  *^obody  wants  to  finish  second.  Tliat's  why  IKON  Office  Solutions'"  helps  you  compete  better.  By  offering  copier 
systems  and  integrated  computer  networking  solutions.  By  managing  your  company's  mailroom  and  copy  center. 
;  ^nd  by  handling  your  imaging  and  file  conversion  needs.  We'll  use  the  latest  technology  from  companies  like 
I  Dee,  Canon,  Microsoft,  IBM,  Sharp,  Ricoh  and  Compaq.  All  backed  by  IKON's  custom  guarantee.  And  all 
designed  to  help  your  company  do  one  thing.  Win.  To  help  your  company  come  in  first,  call  us  at  1-888-ASK-IKON. 


Work 
to  Win. 


www.IKON.com 
1-888-275-4566 


Microsoft  is  a  registered  trademark  of  Microsoft  in  ttie  U.S.  and  otfier  countries.  IBM  is  a  trademark  of  International  Business  Maofiines  Corporation.  Compaq  is  a  registered 
trademark  of  Compaq  Computer  Corporation.  All  other  brand  and  product  names  are  the  trademarks  of  their  respective  holders. 


If  this  were  a  data  traffic  problem,  how  woiild  you  solve  it? 

(a)  widen  the  alley 

(h)  send  the  dog-s  a  memo  asking-  for  cooperation 

Cc)  restrict  walking-  privileg*es 

Cd)  transfer  dog- walking- responsibilities  overseas 


As  more  and  more  employees  grumble  about  how  much  time 
they  waste  waiting  for  files  to  download,  or  how  long  it 
takes  to  send  e-mail,  eventually  you're  forced  to  admit  you 
need  to  increase  the  speed  and  capacity  of  your  network. 
Pacific  Bell  FasTra/c'" Data  Services  has  a  variety  of  fast, 
reliable  ways  to  send  information.  From  Frame  Relay 
networks  to  ATM  Cell  Relay,  we  offer  speeds  ranging 
from  a  respectable  56  Kbps  to  a  scorching  155  Mbps. 
.Whether  you  need  just  a  bit  more  bandwidth,  or  something 
cloSef  to  an  Alaskan  pipeline,  we  can  help  you  build  a 
solution.  For  more  information  call  us  pr  visit  our  Web  site. 


PACIFICgSBELL 


www.pacbell.com/fastrak 


Call  now  for  significant  savings  on  Frame  Relay.  l'888-327-8725  ext.  106 
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IPOS,  too.  Most  Net  startups  still  are — 
by  design,  cnet's  Halsey  Minor  main- 
tains that  Internet  media  companies 
like  his  could  see  profits  much  more 
quickly  than  traditional  media  proper- 
ties; magazines  such  as  Entertainment 
Weekly  and  cable  networks  such  as  mtv 
have  taken  several  years  to  turn  that 
corner  However,  he  says,  in  the  rapid- 
ly developing  Web  market,  it's  vdser 
to  forgo  profits  in  the  short  term  to 
build  up  market  share. 

Investors  are  buying  into  the  logic. 


cnet's  shares  are  up  62%  from  their 
IPO.  E*Trade  is  up  184%.  And  some  of 
this  year's  crop  are  sizzling,  too.  De- 
spite continuing  heavy  losses,  shares  of 
@Home,  a  cable-based  Internet  service, 
have  jumped  110%  since  its  June  30 
IPO.  Shares  of  Rambus  Inc.,  whose  tech- 
nology speeds  computer  performance, 
have  surged  a  stunning  450%  since  May, 
making  it  the  year's  best-performing 
new  offering.  After  Yahoo!  turned  in 
solid  revenue  gains  and — gasp! — prof- 
its, investors  have  bid  up  its  shares  by 


more  than  300%  in  just  15  mo:)h 
Of  course,  there's  always  thell-i 
fashioned  way:  build  up  a  track  rea: : 
of  revenue  and  profit  gains  before  a 
ing  the  plunge  into  the  pubhc  mar? 
Some  startups,  such  as  Marimba  i 
and  Crossroads  Software,  are  doing  u 
that,  and  industry  watchers  exptt 
strong  lineup  of  iPOs  next  year.  If  t: 
the  case,  the  Silicon  Valley  mac}„ 
should  keep  humming  along. 

By  Amy  CoHese,  with  Linda  Hi 
stein,  in  San  Mateo 
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Even  the  Receptionists  Are  Nlillionaires 


In  1993,  Heather  Beach  walked 
into  a  crummy  brick  building  in 
East  Palo  Alto  to  start  a  new, 
$28,000-a-year  job.  She  was  going 
to  be  the  receptionist  for  startup 
Siebel  Systems  Inc.  At  the  six-per- 
son company,  this  meant  everything 
from  answering  phones  to  ordering 
office  supplies.  The  multiple  assign- 
ments— and  a  $7,000  pay  cut  from  a 
previous  job — did 
not  seem  to  bother 
Beach, then  25 
years  old.  After  all, 
she  was  pursuing 
her  goal:  to  work 
at  an  exciting  new 
company  where 
she  had  a  chance  of 
becoming  a  million- 
aire by  age  30. 
WISE  RISK.  Four 
years  later.  Beach 
has  surpassed  her 
wildest  expecta- 
tions. How  did  she 
do  it?  Like  many  of  her  colleagues, 
she  elected  to  take  a  chunk  of  her 
paycheck  in  equity — on  top  of  stock 
options  she  was  already  granted.  So 
when  Siebel,  which  makes  sales-in- 
formation softv/are,  went  public  in 
June,  1996,  at  .$17  a  share  and  more 
than  quadrupled  in  value  by  Decem- 
ber, Beach's  fortunes  soared,  too. 
For  every  dollar  she  took  in  stock 
instead  of  cash,  she  earned  at  least 
$40,  depending  on  the  stock  price. 

Now,  says  a  jubilant  Beach, 
who  spent  a  bit  of  her  booty  on 
rollerblades  and  a  new  bed,  those 
who  thought  she  was  crazy  for  join- 
ing a  fledgling  operation  are  thinking 
again.  "It's  all  about  taking  risk,"  ex- 


plains Beach,  who  had  written  her 
college  thesis  on  the  virtues  of  em- 
ployee stock  ovmership.  "I  wasn't 
going  to  say  I  wudda,  I  shudda,  or  I 
cudda." 

Neither  are  the  scores  of  secre- 
taries, receptionists,  office  managers, 
and  other  support  personnel  who 
have  cashed  in  on  Silicon  Valley's 
seemingly  boundless  prosperity. 


Sure,  the  bulk  of  high-tech  wealth 
rests  in  the  hands  of  senior  execu- 
tives, entrepreneurs,  bankers,  and 
venture  capitalists.  But  an  increas- 
ing number  of  lucky,  lower-level  em- 
ployees at  such  hot  companies  as 
Netscape  Communications,  Yahoo!, 
and  CNET  are  benefiting,  too.  This  is 
no  small  phenomenon,  says  Cisco 
Systems  ceo  John  T.  Chambers,  who 
says  42%  of  Cisco's  stock  options  are 
held  by  rank-and-file  employees  with 
an  average  gain  of  more  than 
$100,000. 

But  unlike  many  of  Silicon  Valley's 
high-profile  big  spenders,  most  work- 
ing stiffs,  such  as  Beach,  don't  run 
out  to  buy  planes  or  lavish  vacation 


homes.  Instead,  they  are  putting 
their  good  fortunes  into  retirement 
accounts  or  education.  Jennie  Ahda 
for  instance,  is  a  54-year-old  recep- 
tionist for  Netscape.  She's  using  he 
windfall  for  a  little  travel  and  to 
help  put  her  son  through  law  schoo 
Her  one  indulgence:  a  new  BMW  525 
36  STOCK  SPLITS.  Then  there  are 
people  such  as  36-year-old  Jennifer 
A.  Overstreet.  She  was  employee 
No.  35  at  Oracle  Corp.  in  1983.  She 
worked  for  more  than  12  years  as 
personal  assistant  to  ceo  Lawrence 
J.  Ellison,  starting  out  with  an  anni 
al  salary  of  $18,000.  In  that  time, 
Overstreet  says  Oracle  grew  from  i 
employees  to  24,000  and  from  $5  mi 
lion  in  revenues  to  $5  bilhon.  Her 
bank  account 
BEACH  TOOK  A  swelled,  too,  as 
CHUNK  OF  HER  stock  options 
PAY  IN  EQUITY  originally  grant 
— ON  TOP  OF  ed  14  years  age 
STOCK  OPTIONS      for  $5  became 

  worth  at  least 

$2,000  each, 
thanks  to  some  36  stock  sphts. 

Last  year,  Overstreet  quit  her  jol 
opting  to  take  some  time  for  herseli 
get  married  next  January,  and  fix  u 
an  8,000-square-foot  home  in  swank 
Pacific  Heights.  "For  those  people 
like  me,  in  the  right  place  at  the 
right  time,  we  did  really  well  in  an 
unbelievable  way,"  says  Overstreet, 
who  plans  to  find  a  new  job  after 
the  wedding. 

Unbelievable  as  this  sharing  of 
the  wealth  may  be,  in  Silicon  Valley 
where  millionaires  are  as  typical  as 
a  sunny  day,  it's  a  fact  of  life. 

By  Linda  Himelstei 
in  San  Mate 
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EE  for  a  Limited  Time. .  A  CD  ROM  Frevieu'  of 

"he  Top  New 
)ata  Warehousing 
Software 


Now 

Web  Enab 


WJim  20( ).()()()  IS  managers  were  asked  to 
clwose  the  top  software  for  data  warehxmsing, 
their  answer  had  a  familiar  ring: 

SAS"  software  from  SAS  Institute. 

As  the  only  cnd-to-eml  solution  for  rapid  data 
wai-eliousinfi-  SAS  softwaiT  delivers  eveiytliinji 
you  need  to  manage,  organize,  and  ex]>loit  yoiu* 
business  data.  The  tools  you 
use  to  luiild  a  data  wai  e- 
liouse  ai  e  the  same  ones  used 
to  maintain  it. ..run  it. ..and 
change  it.  And  what  s  more, 
every  tiling  s  sciJahle.  Jmnp 
riglit  into  yom*  entei'j  tixse- 
wide  inlonnation  delivery 
a|i|»lieations...or  stiul  snudi 
and  huild  on  your  success.  '  '  "  ' 

SAS  software  d<»esn't  eonsmne  overhead  for 
datahase  feature's  you  tlon't  need.  And  once  y<tu 
have  data  in  the  wiu-eh<»use,  you'll  find  eveiyUiing 
you  need  for  data  (|uery  anil  repoiting,  OlAP/ 
multi-dimensional  analysis,  data  mining,  datal)ase 
mai  Uetiug,  data  visualization,  and  niuch  more. 


Datamation 


Procluct 

"/"'"Year 


DATAMATION 


PRODUCT 

OF  THE 

YEAR  1996 


SAS  Institute 

Software  tor  Successful  Decision  IVIaking 

I'hoiie  919.677.8200     In  Canada  1.800.363.8397 

\()U  <'an  also  recjuest  your  free  CD  ROM  l»y  visiting 
us  on  the  World  Wide  Weh  at  http://www.sas.eoni/ 


E-mail:  bw@sas.com 


Institute. 


Software 


SAS  IS  a  registered  trademark  of  SAS  Imlitule  Inc   Copyright  c  (997  by  SAS  Institute  Inc 


r^^B    Here  at  Gateway  2000  Major 
^^jjlj^^^Jjl   Accounts,  Inc.  we  have  a  rather 
unique  response  to  most  questions.  We  get  up 
and  find  the  answer. 

See,  when  you  call  us,  we  will  assign  a  dedicated 
team  to  work  for  your  business.  By  forming  what 
we  hope  becomes  a  long-lasting  relationship,  we're 
better  able  to  custom  -design  solutions  that  are 
right  for  you.  Even  if  that  means  adapting  to 
your  way  of  working.  We'll  start 
by  getting  to  know  your  day-to- 
day operations.  Whatever  you 


need  —  be  it  special  applications,  training  soft- 
ware or  specific  hardware  —  we'll  make  sure  i 
gets  built  into  your  new  Gateway  systems  befoi 
delivery.  Not  after. 

Should  you  have  any  questions  along  the  wa 
you  can  call  the  members  of  your  team  directl) 
By  eliminating  layers,  we  can  ensure  informatic 
won't  degenerate  through  a  bad  version  of  the 
"telephone"  game.  Sure,  sometimes  it  means  we'v 
gotta  walk  down  the  hall  to  make  sure 
things  happen.  But  we  don't  mind. 
We  enjoy  the  exercise. 


Gdtemiy  E-Scncs"  ilcsL'toi's  and  Solo"  Portables  feature  Intel"  Pciitiiint-  I'roccssors. 

Gateway  2000  can  custom  build  a  line  of  desktop,  portable  and  presentation  systems  for  your  enterprise 

Prices  starting  at  ^979.' 

)  l-^^r  (..iu:\v<iv  JtW.  1th  ( '.MfW  n  Jt'tV  Nth  i  ,11!,  I- wink-  yor  tk^ii^it  C ,  lotiodnJ  '  Yonvc^aafnnultii  the  hii-^tuc^y  <bgan  (yv-hiiSam  aiut  Tckpjth  nynU-rcJ  tnhkmuL-'  amiCuiw  4V  iUi,!  (.liiiewiiv  CoU  an-  tnukmarh  ofCM-\niy  :, 
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THE  CULTURE 


SILICON  VALLEY 


TOO  MUCH  OF 
A  GOOD  THING? 


Pricey  houses.  Labor  shortages.  Traffic  jams. 
How  success  could  choke  the  area's  growth 


For  Harvey  and  Martha  Moore  and 
their  four  children,  the  Silicon  Val- 
ley dream  is  a  cruel  mirage.  They 
became  homeless  in  March,  after 
Martha's  pai-ents,  with  whom  they  were 
staying,  lost  their  apartment  to  a  50% 
rent  hike  and  moved  to  Manteca,  65 
miles  away.  Harvey,  2o,  makes  up  to 
$2,200  a  month  as  a  plumber,  but  they 
still  can't  afford  a  home  anywhere  in 
the  Valley,  where  Mailha  gi'ew  up.  Now, 
they  feel  lucky  to  have  a  small  room 
at  the  Santa  Clara  Family  Living  Cen- 
ter, a  homeless  shelter  housed  in  a  for- 
mer mental  institution.  Says  Martha: 
"If  it  wasn't  for  this  place,  we'd  proba- 
bly be  living  in  a  car." 

Despite  the  region's  latest  boom — in- 
deed, because  of  it — stories  like  the 
Moores'  are  becoming  too  common. 
Their  plight  illuminates  a  surprising- 
dark  side  of  the  high-tech  dream.  The 
longer  the  Valley  booms,  the  tougher 
it  gets  for  most  people  to  live,  raise  a 
family,  and  make  a  business  grow. 
NO  TRICKLE-DOWN.  For  many  residents, 
the  Cdsts  are  simply  too  high  in  the  Val- 
ley. Sure,  a  lot  of  tech  workers  get  stock 
options.  But  for  tens  of  thousands  of 
plumbers,  postal  workers,  janitors,  and 
other  lower-income  workers,  the  Val- 
ley's vaunted  wealth  doesn't  trickle 
down.  Janitors,  for  instance,  earn  about 
$8.40  an  hour  to  clean  the  offices  of 
chief  executives  making  $10,000  a  day. 
Real  wages  for  the  lowest-paid  25%  of 
workers  here  have  dropped  !■]%  since 
1989,  according  to  San  Jose  laboj-  group 
Working  Partnei-ships. 

By  contrast,  money  is  the  lea.-t  of 
the  business  community's  pi'oblems.  In- 
deed, everything  but  venture  capital  is 
scarce:  roads,  office  space,  even  good 
engineers  and  managers.  Given  the 
struggles  of  both  residents  and  busi- 


nesses, some  leaders  wonder  how  long 
the  Valley  can  keep  expanding.  "You 
reach  a  point  whei-e  the  constraints  just 
don't  allow  you  to  do  more  in  the  Val- 
ley," says  James  H.  Clark,  co-founder 
of  Netscape  Communications  Corp.  The 
quintessential  success  story  of  the  Val- 
ley's current  boom,  Netscape  is  setting 
up  operations  in  Austin,  Tex.,  San 
Diego,  and  Seattle  to  avoid  local  over- 
crowding. Adds  Halsey  Minor,  CEO  of 
Net  publisher  cnet  Inc.:  "The  Valley's 
a  victim  of  its  own  success." 

Nowhere  is  that  more  glaring  for  both 
individuals  and  businesses  than  in  the 
housing  cnmch.  Tlie  pj'oblem:  From  1992 
to  1990,  the  Valley  added  125,000  jobs 
but  only  2(i,000  housing  units.  The  re- 
sulting cnmch  lifted  the  median  pnce  of  a 
single-family  home  to  $ol9,000  in  June, 
up  14%'  from  a  year  earlier.  That's  out  of 
reach  for  70%  of  residents — and  with 
undistinguished  houses  in  Palo  Alto 
bumping  against  the  $1  million  mark,  re- 
cruiters say  getting  talent  to  move  here 
is  very  tough.  Investment  bankei'  San- 
ford  R.  Robertson  says  he  tiied  reciiiit- 
ing  a  banker  from  New  York  City  re- 
cently. His  wife  "spent  one  afternoon 
with  a  I'ealtoi'  and  the  I'est  of  the  week- 
end ci-ying"  over  sticker  shock,  he  says. 

The  shortage  has  spread  to  rentals, 
too.  Apartment  rents  shot  up  20%  last 


year,  and  the  vacancy  rate  is  a  sea 
1.4%.  One  result:  Some  20,000  residerii^, 
will  find  themselves  liomeless  at  sor 
point  during  the  year,  accorfling  to  tdi 
Emergency  Housing  Consortium,  a  no ) 
profit  shelter  gi'oup.  Santa  Clara  Coug 
ty  supervisors  recently  started  a  hoir 
ing  trust  fund,  hoping  to  raise  $l'tei 
million  for  affordable  housing.  But  thRei 
could  take  years. 

GRIM  PROSPECTS.  Meanwliile,  traffic  cojde 
gestion  keeps  getting  worse.  Delays 
moving  goods  and  i)eo])le  cost  compani  it 
$o.4  billion  a  year;  according  to  the  M( '  \ 
ropolitan  Ti'ansportation  Commission. 
wonder  it's  a  sensitive  topic:  After  tie 
city  of  San  Jose  was  sued  for  potenti 
traffic  problems  at  new  offices  for  Cis  itt 


THE  DARK  SIDE  Family  life  can  suffer from 
the  Valley's  stress.  This  leads  some  companies 
to  favor  young,  unmarried  employees 
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Distress  Signals 

►  LOW-INCOME  WORKERS 

don't  make  enough  to  pay  for  basic 
expenses.  A  bare-bones  budget  for  a 
single  parent  with  two  children  in  the 
Valley  is  $28,000  a  year,  or  $15  an 
hour.  But  Valley  janitors,  for  example, 
make  only  $8.40  an  hour. 

>  HOUSING  is  scarce  because  job 
growth  is  outstripping  housing  starts. 
Since  1992,  the  Valley  has  added 
125,000  jobs,  but  only  26,000  new 
housing  units.  The  median  price  of  a 
home  hit  $319,000  in  June,  up  14% 
over  a  year  ago.  Apartment  rents  shot 
up  20%  last  year,  while  vacancy  rates 
are  a  low  1.4%  today. 

>  BUSINESSES  are  having  trouble 
finding  space  to  grow.  Industrial  real 
estate  vacancy  rates  are  now  less 
than  3%. 

►  TRAFFIC  is  getting  worse.  In 
1995,  following  a  three-year  declme, 
15,000  hours  were  spent  in  freeway 
traffic  delays  during  the  average 
workday. 

DATA:  CALIFORNIA  BUDGET  PROiECT.  lOINT  VENTURE: 
SILICON  VALLEY  NETWORK,  CORNISH  i  CAREY  COMMERCIAL, 
CALTRANS 


terns  Inc.,  the  net- 
•king  giant  agreed 
oay  $25  million  for 
;1  improvements, 
'ommutes  ai'e  get- 

i  insane,  too.  For   

!•  years,  Bill  Sweeney,  a  41-year-old 
,ei-  department  maintenance  worker 
ledwood  City,  has  commuted  the  two 
.rs  it  takes  to  drive  90  miles  from 
desto.  That's  the  oiJy  way  his  family 
four  could  afford  a  $133,000  house 
t  he  figiu-es  would  cost  $350,000  in 
Valley.  But  there's  a  toll,  he  says: 
lu  get  home  and  eat  and  shower  and 
e  two  hoiu's  before  you  hit  the  sack." 
-*rospects  for  improvement  look  giim. 
te  and  federal  ftmds  won't  cover  the 
i  billion  needed  thi-ough  2006  just  to 
'P  congestion  fi'om  getting  worse.  So 
oners  are  consideiing  fees  that  would 
1  $4  per  squai'e  foot  to  the  cost  of 
nmercial  buildings,  and  $2,500  to  the 
se  of  a  home. 

Vleanwhile,  commercial  vacancy  rates 
fi-om  17%  in  1992  to  5%  in  1996,  and 

■nts  say  they're  down  to  3%  today, 
a  result,  it  takes  fai'  longer  to  find  an 

ce  than  it  does  to  find  financing.  Back- 

b  Technologies,  an  Internet  softwai'e 


MARTHA  MOORE,  HER 
HUSBAND,  AND  THEIR  FOUR 
CHILDREN  LIVE  IN  ONE  ROOM 
AT  A  HOMELESS  SHELTER  IN 
SANTA  CLARA 


startup,  grew  to  20 
people  before  finding 
space.  For  foiu'  months, 
armed  with  cellular 
phones  and  notebook 

  computers,  employees 

met  in  hotel  lobbies  and  restaurants. 
They  slipped  waitresses  huge  tips  to  let 
them  stay  all  day — and  racked  up  $;3,000 
a  month  in  cellular  bUls.  They  eventually 
found  space  in  San  Jose — but  are  alreafly 
bui'sting  at  the  seams. 
STRESSED  OUT.  For  all  the  Valley's 
overcrowding,  its  3%  jobless  rate  has 
created  a  labor  shortage,  from  mini- 
mum-wage retail  clerks  to  engineers 
and  top  managers.  Early  this  year, 
PointCast  Inc.  delayed  its  planned  initial 
public  offeiing  to  find  a  chief  financial  of- 
ficer— only  to  wait  even  longer  while  it 
now  hunts  for  a  CEO.  "Finding  great 
people  is  one  of  the  limiting  factors  to 
gi'ovrth  in  the  Silicon  Valley,"  says  Jolni 
Banner,  ceo  of  NetGravity,  a  Net  ud- 
vertismg  softwai-e  staitup  in  San  Mateo. 
Given  the  explosion  of  jobs,  Valley 


^^f/f>    Reports  on  employee  burnout, 
CNBC  real  estate  Aug.  14;  overloaded 
lives  Aug.  15.  At  10  a.m.  and  5  p.m.  edt 


workers  should  feel  more  secure  than 
ever.  But  at  least  25%  of  new  jobs  are 
temporary  or-  contr-act  jobs — subject  to 
layoffs  at  the  fu-st  sign  of  a  downtm-n. 
When  chii)-equipment  maker-  Applied  Ma- 
terials Inc.  dowTisized  last  year-,  for  in- 
stance, it  cut  7%  of  per-manent  employ- 
ees— and  half  its  tempor-ar-y  workers. 

Then  there's  the  toll  the  hyijerchar-ged 
atmosphere  takes  on  personal  lives.  The 
stress  on  family  Ufe  has  led  some  com- 
panies, such  as  CNET,  to  the  dubious 
policy  of  favor-ing  yoiuig,  unmar-r-ied  j^eo- 
ple.  Says  Sun  Microsystems  Inc.  ceo 
Scott  G.  McNr^aly:  "It's  really  hartl  to  do 
a  startu]!  wiih  two  kids  at  home." 

Will  any  of  these  pr-oblems  choke  off 
the  Va'^ey's  gr-ovi^th?  James  G.  Tr-eybig, 
foun'Ji  r-  of  Tandem  Computer's  Inc.,  wor- 
ries that  startups  may  find  it  tougher  to 
y  iow  into  big  industrial  concerns  her-e. 
•'Sihcon  Valley  is  good  for  new  ideas 
and  new  company  foi  niation,  but  it's 
not  necessar-ily  good  ' '  liave  a  !;)ig  com- 
pany ther-e,"  he  s:  ys.  Not  t'le  most 
promising  trend  f  ■■  the  r-egion  that's 
supposed  to  lead  he  global  economy 
into  the  next  ce  :  '.u-y. 

By  Robert  D.  Hof  in  Santa  Clara, 
mth  Steve  Hamm  in  San  Mateo 
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SiLIGON  VALLEY 


THE  CULTURE 


WHY  WOMEN 
ARE  SO  INVISIBLE 


''You  run  into  subtle  sexism  every  day.  It's 
like  water  torture.  It  wears  you  down" 


When  Carol  Bartz  was  named  chief 
executive  of  Autodesk  Inc.  five 
years  ago,  she  joined  the  most 
exclusive  of  clubs.  At  the  time,  there 
was  one  female  CEO  of  a  sizable  tech 
company  in  Silicon  Valley — Sandra 
Kurtzig  of  Ask  Computer  Systems  Inc. 
Now,  Kurtzig  is  retired,  and  Bartz 
stands  alone  in  big-tech-company  cir- 
cles. And  slie  doesn't  like  it  one  bit. 
"It's  pathetic,"  she  says.  "It  paints  a 
hon-ible  picture  of  Silicon  Valley." 

And  probably  the  last  one  people 
might  expect.  It  shouldn't  matter  if  you 
wear  suspenders  or  a  dress,  least  nf  all 
in  the  world's  techno-epicenter,  whei-e 
the  only  price  of  admission  is  supposed 
to  be  smarts  and  hard  work.  But  the 
niunbers  say  otherwise:  Among  the  Val- 
ley's 1,086  major  tech  companies,  only 


^9%^  O**^  of  Valley's  most  success- 
ciMBC  ful  women,  venture  capitalist  Ann 
Winblad:  10  a.m.  and  5  p.m.  edt  Aug.  11 


5.6%  are  led  by  women,  according  to 
CorjjTech,  a  publisher  in  Wobm-n,  Mass. 

What  gives?  Is  the  supposedly  wide- 
open  Valley  capped  by  a  silicon  ceihng? 
Blatant  sex  discrimination  is  rare,  say 
women  tech  execs,  but  subtle  bamers 
are  encountered  routine- 
ly. Anita  Borg,  a  senior 
researcher  at  Digital 
Equipment  Corp.  in  Palo 
Alto,  calls  it  the  "invisi- 
ble-woman syndrome," 
where  women's  ideas  are 
discounted  or  ignored. 
"  You  iTin  into  subtle  sex- 
ism every  day,"  she  says. 
"It's  like  water  torture. 
It  wears  you  down." 

But  even  if  sexism 
were  vriped  out  tomor- 
row, women  still  would 
be  unden'epresented  in 
tech.  The  reason:  Fewer 
women  than  men  are 


Bartz  is  the  only  female  CEO  at  a  ma.  i 
tech  company,  "it's  pathetic,"  she  sa;  i 


THE  GENDER  6ULGH 


WOMEN'S  SHARE  OF 
COMPUTER  SCIENCE 
BACHELOR'S  DEGREES 


DATA:  NATIONAL  CENTER  FOR  EDUCATION  STATISTICS 


pui-suing  degrees  in  computer  science. 
1984,  37.1%  of  such  bachelor's  degr^ 
went  to  women,  according  to  the  Nati 
al  Center  for  Education  Statistics.  < 
199.5,  that  had  shrimk  to  28.4%. 

For  all  the  gloomy  statistics,  there  > 
glimmers  of  change.  In  the  past  t 
years,  as  new  companies  suifaced,  m  ^ 
female  execs  took  the  startup  plun'- 
Last  yeai\  Kim  Polese,  a  product  many 
er  at  Sun  Microsystems  Inc.,  founcf 
Web  startup  Marimba  Inc.  and  th. 
joined  Babes  m  Boyland,  an  organizat; 
of  female  tech  execs.  "If  you  really  w.' 
to  shoot  to  the  top,"  she  says,  "you  pi'< 
ably  have  to  stait  yom-  own  business.; 
CASH  CRUNCH.  And  you  may  havejj 
do  it  with  yom'  own  checkbook.  Desf 
a  new  crop  of  female  entrepreneu 
women  still  have  a  tough  time  gett 
ventui'e  fmancing.  Companies  estabhsl 
or  nan  by  women  received  just  1.6% 
the  $33.5  biUion  in  venture  capital 
vested  in  tech  from  1991  to  the  th 
quarter  of  1996,  according  to  Ventu 
One  Corp.  Just  ask  Janese  Swans 
who  produced  software  hit  Cam 
Sandiego  wWie  at  Broderbund  Softw; 
Inc.  In  1995,  she  founded  Gii-1  Tech 
San  Rafael  (Calif.)  maker  of  electro 
products  for  girls,  but  she  had  zip  h 
getting  venture  money  and  had  to 
her  credit  cards.  "I  went  in  with  a  d 
torate,  a  track  record,  and  a  steUar  bi 
ness  plan  showing  a  hole  in  the  m 
ketplace,"  she  says.  "Everywher 
went,  I  heard  no's." 

Some  Valley  companies  are  tryin, 
con-ect  gender  imbalances.  At  Hewltj 
Packard  Co.,  Carol  Mills  and  Jani 
Chaffin  job-shai'e  as  general  managei>| 
its  multibillion-doUai-  Unix  systems  bil 
ness.  And  Willem  Roelandts,  ceo  of  ell 
maker  Xilinx  Inc.,  promoted  two  won 
who  now  report  dii'ectly  to  him.  "If 
business  issue,"  he  sa 
"You  can't  ignore  50% 
the  brains  in  the  worl 
Still,  profoimd  socit 
changes  will  have  to  t^ 
root  before  women  n 
their  share  of  the  \ 
ley's  rich  harvest.  M: 
young  girls  shy  aw 
from  math  and  comp 
ers  because  they  i 
them  as  a  boy's  pro-virj 
That  probably  wo] 
change  for  decades, 
don't  expect  Boys 
Babeland  anytime  soc 
By  Steve  Han 
in  Palo  A 


aJ'- 
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IT  MUST  BE  SOMETHING 
IN  THE  WATER 


Many  regions  have  tried  to  duplicate  the 
Valley  magic.  None  has  succeeded 


Illinois  has  long  aspired  to  develop  a 
flourishing  high-tech  community, 
something  of  a  Silicon  Prairie.  And 
in  1993,  opportunity  pounded  on 
the  door.  A  group  of  computer 
science  students  at  the  Univer- 
sity of  Illinois'  Urbana-Cham 
paign  campus  developed  the 
first  browser  with  an 
easy-to-use  graphi 
cal  format  for 
cruising  the  Internet 
Even  then,  the  browser, 
called  Mosaic,  appeared  to 

have  staggering  potential.  In   

the  following  four  years,  the 
online  world  would  grow  to  17.6  million 
people  and  the  Net  would  explode  into 
Ameiica's  consciousness. 

What  exploded  in  Illinois  was  the 
chance  to  dominate  the  Next  Big  Thing 
/  in  technology.  The  Universi- 
ty of  Illinois  and  Marc  An- 
dreessen, the  lead  Mosaic  pro- 
gi'ammer,  got  into  an  ugly  spat 
over  rights  to  Mosaic. 
Silicon  Graphics  Inc. 
founder   James  H. 
Clark  recruited  him 
to  Silicon  Valley  and 
together  they  found- 
ed Netscape  Commu- 


Boston 
Route  128 

PCs?  Never, 
thought  the  mini 
computer  town 


New  York 

Silicon  hk}j 

Web  content 
growing  from 
entertainment 


nications  Corp.,  now  the  dominant  Net 
browser  company  with  a  market 
/  capitalization  of  $3.4  billion.  The 
university  tried  to  commercialize 
Mosaic  thi'ough  an  existing  Ilhnois 
company,  Spyglass,  but  it  has  large- 
ly been  squeezed  out  of  the  browser 
market  and  its  market  cap  is 
a  measly  $94  milhon. 
Don't    expect  An- 
dreessen, whose  Net- 
scape stock  alone  is 
worth  $57  million,  to 
help  Illinois  with  big 

  grants  to  his  alma  mater 

"No    contributions,  no 
buildings,  no  nothing,"  he  says 
"They  basically  tried  to  shut 
us  down." 

So  much  for  Sihcon  Prairie, 
or  for  a  dozen  other  Sihcon 
Valley  wannabes  in  the 
U.  S.   and  overseas 
Time  and  again,  oth 
er    regions  have 
failed  to  replicate  the  techno- 
logical might — and  wealth — of 
the  world's  high-tech  capital.  But  it's 
not  for  lack  of  trying.  Some  thought 
the  trick  was  to  invest  tax  dollars  in 
startups.  The  state  of  Ilhnois,  for 
example,  invested  $12.8  milhon 


Seattle 

Microsoft! 
money  fuel! 
startups  ! 


Strong  tech  base 
but  few  local 
firms 


in  76  companies  between 
1985  and  1993  before  aban- 
doning the  practice  because 
of  budget  constraints  and 
limited  success.  Others  put 
their  efforts  into  infra- 
structure— the  state  of 
North  Carolina  and 
local  counties  spent 
$35  million  on  facih- 
ties  for  Research  Tri- 
angle Park. 

And  then  bie 
there  has  been  the  reseaiale 
and-development  approach.  I  ill 
gapore,  for  example,  plans  los 
spend  $4  billion  over  the  r  lar 
five  years  on  f&d.  Heck,  c  B 
panies  in  New  Jersey 
Texas  even  hired  Frederick  Tern  ing 
the  Stanford  professor  who  stres  trii 
entrepreneuriahsm  and  was  dub  mc 
"the  father  of  Silicon  Valley,'  Ip- 
recreate  the  original. 
IPO  POWER.  But  no  region  has  cc  . 
close.  Despite  all  the  efforts  elsewhi  Itlii 
Sihcon  Valley  stands  sltyscrapers  ab  voi 
the  rest.  The  numbers  tell  the  tale: '  ty's 
Valley  claims  11%  of  all  tech  jobs  in  id 
U.S.,  while  representing  just  1%  of  id 
population.  And  <  ist 
u      n    1^         of  the  globe's  fv. 

North  Carolina     largest  tech  fiia^ 

ReSeaPCll  Triangle  Pari(  are  housed  thert »( 

it  Little  to  show  As  for  the  mo  A 

for  government  roUing  into  techd  id 

subsidies  Silicon  Valley  cle  i 


Vccoi'ding  to  a  1996  study  of  11  high- 
centers,  including  Boston,  Austin, 
Raleigh-Durham,  N.  C,  and  Seattle, 

Valley  boasted  75  out  of  161  initial 

c  offerings  for  all  11  areas.  The  Val- 
take:  $2.9  billion,  nearly  half  of  the 
$6  billion  r-aised  in  the  iPOs.  "Eveiy- 

f  is  kind  of  dwarfed  by  Silicon  Val- 
says  John  P.  Whaley,  a  partner 
'  [inneapolis-based  Norwest  Venture 

tal. 

ING  FLAT.  Why  are  other  regions 
ig  to  measure  up?  In  a  word:  Mon- 
bday,  high-tech  is  a  major  econom- 
iver— not  only  in  sales  of  comput- 
software  and  semiconductors,  but 
use  it's  manned  by  high-paid  knowl- 
workers.  Per-capita  income  in  the 
Francisco  Bay  area,  for  example, 
52,548  vs.  the  national  average  of 


$24,324.  For  American  and  foi-eign  gov- 
ernments, that's  attractive:  There  are 
more  taxes  to  collect  and  none  of  the 
nasty  waste  of  the  steel  or  auto  indus- 
tries. "I  get  500  visitors  a  year  asking 
how  the  Valley  works,"  says  William 
Miller,  a  management  professor  at  Stan- 
ford University. 

The  effort,  however,  is  too  often  mis- 
placed. Most  attempts  to  build  a  high- 
tech presence  fall  to  local  govemments, 
which  can  offer  tax  incentives  or  small 
investments  but  have  no  hand  in  in- 
venting or  commercializing  technology. 
Research  Ti-iangle  Park,  for  example, 
offei-s  companies  about  one-thitxl  off  their 
property  taxes,  amounting  to  some  $12 
million  a  yeai*.  That  has  helped  attract  a 
solid  community  of  reseai'chers  from  big- 
name  companies  based  elsewhere,  no- 


tably tech  giants  IBM  and  Cisco  Systems 
and  Glaxo  Wellcome  and  Monsanto  in 
phamiaceuticals.  But  entrepreneui's  can't 
be  bought  with  slightly  lowei"  real  estate 
taxes:  Local  startups — with  a  few  ex- 
ceptions, such  as  SAS  Softwai'e — ai'e  rai"e. 
"Reseai'ch  Triangle  has  looked  promising 
for  10  years  and  it  still  hasn't  panned 
out  quite  yet,"  says  Richard  D.  Frisbie, 
managing  partner  at  Batteiy  Ventures 
in  Wellesley,  Mass. 

Even  private  efforts  to  clone  the  Val- 
ley have  fallen  flat.  Terman,  the  father 
of  Silicon  Valley,  was  hii-ed  in  the  1960s 
to  recreate  the  magic  in  New  Jersey 
and  Texas.  He  focused  on  establishing 
strong  research  institutions,  hke  Stan- 
ford, that  could  pi'ovide  a  petri  dish  for 
bright  ideas.  But  Terman  was  hired  by 
lai-ge  organizations,  including  Bell  Labs 


CLOSE-UP  /  TAIWAN 

Taiwan's  New  Grail:  Innovation 


It  looked  like  the 
coming  of  age 
for  Taiwan's  tech 
idustry.  In  1995, 
16  country's  Acer 
nc.  introduced  a 
eries  of  PCs  that 
tood  in  stark  con- 
rast  to  the  typical 
oxy,  beige  com- 
uters.  Sleek  and 
tylish,  they  came 
1  slate  black  and 
merald  green, 
ales  shot  up  80% 
1  the  U.  S.,  its 
lost  important 
larket. 

But  Acer,  like 
'aiwan,  is  just  get- 
Ing  the  hang  of  innovation.  As  the 
ompany's  emphasis  on  form  beyond 
unction  was  imitated  last  year  by 
lewlett-Packard,  Sony,  and  Toshiba, 
Leer  tumbled  to  the  lOth-largest 
J.  S.  PC  vendor,  from  No.  7  in  1995. 
)thei-  Taiwanese  firms  want  to 
.void  Acer's  missteps,  but  the  coun- 
ry's  government  thinks  the  lesson 
3  clear:  The  island's  companies  need 
0  develop  the  creative  gene,  and 
ast.  "We  can't  enjoy  success  forever 
f  we  are  just  a  good,  fast  follower," 
ays  Steve  Hsieh,  former  director 
general  of  Hsinchu  Science-based 
ndustrial  Park.  "The  next  stage  is 
0  develop  our  own  technology 


through  research." 

The  Taiwanese 
government  is  try- 
ing to  do  just  that. 
To  foster  more  in- 
novation, Taiwan  is 
offering  tax  breaks 
and  grants  to  push 
up  national  re- 
search spending 
from  1.8%  today  to 
2.5%  of  gross  do- 
mestic product  by 
2000. 

Critical  to  the  ef- 
fort will  be  Hsinchu 
itself,  a  sprawling 
1,430-acre  techno- 
park  overflowdng 
with  electronics 
companies.  Since 
its  founding  17 
years  ago,  Hsinchu 
has  become  the 
heart  of  Taiwan's 
technology  indus- 
try, boasting  221  companies  with 
60,400  employees  and  revenues  of 
some  $12  billion.  That  has  helped  to 
drive  gdp  gi-owth  to  an  annual 
average  of  6.3%  in  the  past  five 
years. 

The  park's  origins  date  back  to 
1973  when  K.  T.  Li,  then  minister 
without  portfolio,  set  out  to  build 
Taiwan's  version  of  Stanford  Univer- 
sity. He  used  government  money  to 


Li  SET  OUT 
TO  BUILD  A 
NEW  VERSION 
OF  STANFORD 
UNIVERSITY 


set  up  the  Industrial  Technology 
Research  Institute  (itri)  with  the 
mission  of  developing  hardware  and 
semiconductor  technologies  that 
could  fuel  startups.  "I  was  very  in- 
terested in  the  association  of  [Stan- 
ford] with  the  tech  industry  there," 
Li  says.  "We  thought  this  could 
work  in  Taiwan." 
STEEP  PRICE.  It  has.  Located  in 
Hsinchu,  itri  has  been  responsible 
for  some  of  Taiwan's  most  successful 
companies,  including  United  Micro- 
electronics Corp.,  now  a  $1  billion 
semiconductor  manufacturer.  Success 
hasn't  come  cheap,  though.  Taiwan 
pays  annual  subsidies  of  $420  million 
for  ITRI  and  its  sister  institute  for 
software  research. 

Some  are  skeptical  that  the 
government  activism  that  helped 
build  Hsinchu  can  now  spur  innova- 
tion nationwide.  Given  their  success 
in  manufacturing,  a  lot  of  companies 
are  reluctant  to  spend  heavily  on  re- 
search and  development.  "They  are 
willing  to  spend  money  on  improv- 
ing production  capacity,  but  not  on 
R&D,"  says  Chitung  Liu,  electi'onics 
analyst  vdth  see  Warburg  in  Taipei. 
That  formula  has  worked  well  so 
far,  but  competition  from  neighbors 
such  as  Malaysia  and  China  could 
make  that  attitude  as  obsolete  as 
yesterday's  pc. 

By  Jonathan  Moore 
in  Hsinchu,  Taiwan 
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THE  NETWORK  AGE 
IS  ABOUT  TO  BECOME  BIGGER 
THAN  THE  INFORMATION  AGE. 
ARE  YOU  READY? 


nformation 
technology  and  communi- 
cations technology  have  converged. 
cO  Multimedia  (voice,  data,  video,  voice 
mail,  e-mail,  Internet,  Intranets)  can  all  move 
:hrough  the  same  networks.  If  you  can  keep  it  all 
oving  quickly  and  reliably,  it  can  make  your  company 
ot  more  productive,  and  more  profitable.  cP  Which  is 
ire  Fujitsu  comes  in.  cPOur  ATM  switching  systems 
'er  multimedia  content  at  warp  speed  across  public 
vorks  and  enterprise  networks.  Our  Computer 
phony  Integration  systems  put  information  in  your 
ds,  whenever  and  wherever  it's  needed.  Our  high- 
!ed  SONET  transmission  systems  are  used  by  more 
:al  exchange  networks  than  any  other.  And  no  one 
las  more  experience  integrating  all  these  technolo- 
gies into  networking  solutions  that  reduce  costs 
and  increase  revenues.  cPSo  when  you're 
love  into  the  network  ^ 
nember,  Fujitsu  is  ready 
to  take  you  there. 


cO 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


SILICON  VALLEY 


and  Texas  Instruments  Inc.,  and  few 
company  men  were  willing  to  chance  a 
startup.  "He  failed,  in  part,  because  he 
overestimated  the  importance  of  acade- 
mia  and  in  part  because  he  was  hired 
by  large  companies  with  no  entrepre- 
neurial traditions,"  says  Stuart  W. 
Leslie,  a  professor  of  history  at  Johns 
Hopkins  University,  who  recently  com- 
pleted a  study  on  Terman's  efforts. 
CRITICAL  MASS.  F'ostering  an  entrepre- 
neurial spirit  is  key  to  the  gi'owth  of 
any  tech  I'egion.  Unfortunately,  it's  not 
sometliing  that  can  be  taught  overnight. 
In  the  Valley,  Temian's  teachings  in  the 
1930s  helped  launch  Hewlett-Packard 
Co.  in  1939.  But  it  was  decades  before 
entrepreneiuial-minded  engineers  would 
leave  the  computer  giant  for  their  own 
startups.  Rolm  Corp.  was  one  of  the 
first,  and  it  wasn't  launched  until  1969 
by  M.  Kenneth  Oshman  and  three  HP 
colleagues.  Wliat  followed  were  another 
dozen  hp  offspring,  including  Apple 
Computer  Inc.  in  1977.  "It  takes  time 
for  an  ai-ea  to  develop  the  infi-astnictm-e 
for  startups,"  says  Ted  H.  McCoiutney, 
general  pailner  at  Venrock  Associates,  a 
New  York-based  venture  capital  firm. 
"Sihcon  Valley  has  a  head  start." 

Tliat  counts  for  a  lot.  Today,  the  Val- 
ley has  critical  mass — in  brainpower,  in 
ancillaiy  businesses  such  as  components 
suppliers,  and  in  the  all-important  fi- 
nancial backers.  The  economic  advan- 
tages can  be  self-perpetuating,  creating 
what  some  economists  call  "increasing 
retiUTis."  With  so  many  tech  players  in 
one  place,  things  work  better — suppliers 
and  customers  can  meet  faster,  info 
flows  more  quickly,  new  ventures  are 
easier  to  launch.  Success  becomes  a 
gi'avitational  force,  pulling  in  more  peo- 
ple, money,  and  technology.  "The  exis- 
tence of  one  industiy  center  prevents 
the  emergence  of  another  center,"  says 
W.  Brian  Arthur,  an  economist  at  the 
Santa  Fe  Institute. 

Does  this  mean  other  regions  can't  be 
big  beneficiaries  of  the  tech  boom?  Not 
at  all.  Tlie  industiy  added  240,000  jobs 
last  yeai'  to  a  total  of  4.3  million,  thanks 
to  big  gains  in  Texas,  New  York,  and 
Illinois,  as  weO  as  California,  according  to 
the  American  Electronics  Assn. 

But  other  tech  centers  would  do  weU 
to  focus  on  areas  that  complf-ment  the 
Valley  rather  than  come  up  against  it. 
Boston  ran  into  difficulties  whe.i  local 
companies  pushed  minicomputers  u'  the 
face  of  the  PC  revolution,  but  its  strong 
university  base  has  fueled  recent  suc- 
cesses in  niches  such  as  Internet  secu- 
rity and  data  communications.  Gateway 
2000  Inc.  turned  North  Sioux  City,  S.  D., 
into  a  tech  hotbed  by  using  its  low-cost 


BEYOND   THE  VALLEY 
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.     CLOSE-UP   /  MALAYSIA 

Amid  the  Rubber  Trees, 
A  Multimedia  Super  Corridor? 


Plans  don't  get  much  more  auda- 
cious than  the  one  to  build  a 
Multimedia  Super  Corridor  in 
Malaysia.  Consider  this:  Govern- 
ment officials  need  to  scrounge  up 
$40  biUion  in  a  country  where  the 
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per  capita  income  is 
just  $4,200.  They  must 
encourage  the  birth  of 

tech  startups  in  a  land   

where  computer  literacy  and  entre- 
preneurs are  scarce.  And  if  that 
weren't  enough,  they  must  lure 
global  electronics  companies,  so  that 
the  result  is  a  hothouse  of  techno- 
logical activity — a  sort  of  tropical 
Silicon  Valley. 

Sound  a  tad  over  the  top?  Not 
when  you  consider  it  is  backed  by 
Malaysian  Prime  Minister  Mahathir 
Mohamad.  When  the  physician- 
tiuiied-politician  took  power  16  years 
ago,  the  country's  economy  pivoted 
on  palm,  mbber,  and  tin.  Mahathir 
aggressively  wooed  Japanese  and 
Western  electronics  makers,  turning 
Malaysia  into  one  of  the  world's 
largest  producers  of  disk  drives  and 
other  electronic  components.  Corpo- 
rations such  as  Intel,  Sony,  and  oth- 
ers have  propelled  economic  growth 
to  an  annual  average  of  more  than 
8%  a  year  for  the  past  decade. 


MAHATHIR  WANTS  TO 
BUILD  A  TROPICAL 
SILICON  VALLEY 


But  Malaysia's  elite  are  worried 
that  simply  being  an  electronics  as- 
sembler won't  be  enough  in  an  age 
where  ideas  create  wealth.  So  Ma- 
hathir wants  to  use  new  technolo- 
gies, government  money,  and  tech 
ants  to  create  a  site 
beyond  Silicon  Valley. 
The  bait:  heavy  gover 
ment  spending  to  mak 
the  465-square-mile  co 
lidor  a  leader  in  using 
high  tech  in  real-worlc 
settings.  Mahathir  is 
backing  his  pitch  withB 
10-year  tax  holidays,  I 
work  permits  for  for-  I 
eigners,  and  duty-free  ^ 
imports  of  capital  e(]uij 
ment.  "Malaysia  offers  j 
the  Multimedia  Super  I 
Conidor  as  a  huge  tes 
bed,"  he  says,  "for  try 
ing  out  not  just  the 
technology  but  also  th( 
way  of  life  in  the  age 
instant  and  unlimited  i 
foiTnation." 
VALUES.  The  boldnes 
of  the  vision  has  won 
key  support.  Mahathi 

  has  attracted  a  who's 

who  of  the  digerati  onto  his  advisor 
board,  including  Microsoft's  William 
H.  Gates  III  and  IBM's  Louis  V.  Ge 
stner  Jr 

Still,  enomnous  problems  he 
ahead.  Computer-savvy  workers  are 
hard  to  find.  And  while  it  desires  th 
fruits  of  digital  technology,  Malaysia 
elite  fear  that  the  Internet  will  usht 
in  coiTosive  Western  values. 

Mahathir's  focus  has  always  been 
on  big,  easily  definable  projects,  sue 
as  construction  of  the  world's  tallest 
buildings  in  Kuala  Lumpiu*.  If  the 
economy  remains  strong,  he  should 
be  able  to  get  the  corridor  built. 
Still,  Mahathir  faces  one  of  the 
toughest  challenges  in  his  career — 
trying  to  impose  from  the  top  an 
economic  order  that  i-eUes  on  cre- 
ative bubblings  from  below. 

By  Mark  L.  Clijfw 
in  Kuala  Lumpu 
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SILICON  VALLEY 


BEY  0  N  D  T  H  E  V  A  L  LEY 


workforce  to  make  mail-orxler  PCs.  Over- 
seas, Taiwan  has  taken  advantage  of  its 
manufacturing  expertise  and  low  labor 
costs  to  carve  out  a  niche  in  semicon- 
ductors and  PCs.  Ditto  in  New  York, 
where  the  entertainment  community 
used  its  expertise  to  build  a  respectable 
multimedia  presence. 

The  one  exception  to  all  this:  Seattle. 
The  incredible  might  of  resident  Mi- 
crosoft Coii3.,  the  No.  1  software  maker, 
is  drawing  some  of  the  brightest  tech- 
nical brains  to  the  foggy  Northwest. 
New  York  hedge  ftmd  manager  Jeff  Be- 
zos migi'ated  there  to  launch  Web  book- 


seller Amazon.com.  Microsoft  alumni, 
such  as  Progi'essive  Networks  Inc.  ceo 
Rob  Glaser,  are  using  gains  from  their 
stock  options  to  ftind  new  companies. 
And  Microsoft  Chairman  William  H. 
Gates  III  is  pairing  up  with  local  wire- 
less pioneer  Craig  McCaw  to  launch 
Teledesic  CorjD.,  a  $9  billion  satellite  sys- 
tem for  worldwide  data  connections. 

Does  that  mean  Silicon  Valley's  lock 
on  the  tech  industry  is  not  absolute? 
You  bet.  Tectonic  shifts  in  technology 
offer  opportunities  for  new  companies 
and  regions  to  take  the  lead.  Led 
by  Digital  Equipment  Corp.,  Boston 


usurped  New  York's  tech  crown  w 
minicomputers  ovei-whelmed  IBM's  rr 
fi'ames.  "There  has  never  been  a  re, 
yet  that  has  been  able  to  sustain 
advantage,"  says  historian  Leshe. 

The  trouble  for  the  Valley's  imita 
is  that  the  most  significant  tech  shi] 
the  1990s  looks  to  be  the  rise  of  the 
teiTiet.  And  thanks  to  Netscape's  C 
and  Andreessen,  the  Valley  ah'eady 
staked  a  big  claim  in  cyberspace. 

By  Peter  Elstrom  in  New  York, 
Paul  M.  Eng  in  Raleigh,  N.C.,  I 
Judge  in  Boston,  and  Gary  McWillii 
in  Houston 


CLOSE-UP   /  CAMBRIDGE 

The  Hallowed  Halls  of  Homegrown  Tech 


It  was  a  triumphant 
moment.  On  July  18, 
lonica  PLC  founder 
Nigel  Playford  and  a  few 
colleagues  huddled 
around  a  computer 
screen,  watching  lonica's 
stock  on  its  first  day  of 
trading.  Within  minutes, 
investors  had  turned  the 
six-year-old  telephone 
company  that  competes 
with  British  Telecom  into 
Cambridge's  first  busi- 
ness with  a  market  capi- 
talization of  $1  billion. 
Playford  broke  out  the 
bubbly.  "Cambridge  is 
one  hell  of  a  good  place  to 
set  up  a  company,"  says 
the  41 -year-old. 

He's  not  the  only  one  whn  l\ 
that  way.  With  a  cluster  of  1,20(J 
technology  companies,  the  ancient 
market  town  of  Cambridge  is  becom- 
ing one  of  Europe's  hottest  high-tech 
centers.  Although  the  average  com- 
pany has  only  12  employees,  on  a 
collective  basis  they  are  credited 
with  creating  35,000  jobs  and  push- 
ing regional  unemployment  levels 
down  to  3.5%,  far  below  Britain's  na- 
tional average  of  5.7%.  "Cambridge 
is  going  to  be  one  of  the  real  engines 
foi'  growth  within  Britain  and  Eu- 
rope," says  David  Cleevely,  managing 
director  of  Analysys,  a  Cambridge 
telecom  consultancy. 

It's  already  happening.  Local  com- 
panies are  flourishing  in  a  broad 
range  of  tech  fields,  including  multi- 
media software,  networking,  and 


AUTOSTEREO 
SYSTEMS' 
LANG  IS  A 
CAMBRIDGE 
RESEARCHER 


\\ii-fl(\-<s  coiiiiiiuiii- 
cations.  Many  are 
spawned  by  ideas 
fi-om  Cambridge 
University.  Stewart 

Lang,  a  computer-   

gi'aphics  researcher  at  the  university 
with  one  startup  success  ah'eady,  has 
launched  Autostereo  Systems  to 
commercialize  technology  that  makes 
an  image  on  a  screen  look  three-di- 
mensional by  showing  it  from  28  dif- 
ferent angles.  And  Acorn  Computer 
Group,  launched  by  Cambridge  gi'ad- 
uate  and  super-entrepreneur  Her- 
mann Hauser,  is  one  of  the  fii'st  de- 
signers of  network  computers, 
low-cost  terminals  that  access  the 
Net  at  high  speeds. 

Already,  Cambridge's  homegrown 
tech  companies  boast  combined  annu- 


al revenues  of  $2.5  bilhon.  Add  sales 
fi'om  the  global  technology  compa- 
nies that  have  invested  in  the  area, 
such  as  Nokia,  and  that  figure  dou- 
bles, to  more  than  $5  billion.  Xerox, 
Olivetti,  Oracle,  Hitachi,  and  the 
Stanford  Research  Institute  have  sal 
uj)  Cambridge  "listening  posts"  to 
get  access  to  research  that  comes 
from  the  university's  labs. 
NO  IMITATIONS  HERE.  The  most  re 
cent  arrival  is  Microsoft  Coip.,  v/hicl 
announced  in  June  it  would  invest 
$80  million  for  a  Cambridge  researcl: 
lab.  Microsoft  also  is  investing  $16 
million  in  a  new  ventui'e-capital  fund 
I'un  by  Hauser,  who  has  started  or 
to-founded  about  25  companies  in  th( 
( 'ambridge  area,  including  semicon- 
ductor research  company  Advanced 
Kisc  Machines. 

For  all  its  tech  success,  though, 
Cambridge  doesn't  see  itself  as  a  Sil' 
icon  Valley  clone.  "People  sometimes 
use  the  e.xpression  'Silicon  Fen,' "  to 
describe  what's  happening  here,  says 
Roger  Needham,  a  Cambridge  Uni- 
versity computer  scientist  who  was 
recruited  to  head  Microsoft's  new 
Cambridge  lab.  "But  I  object  to  that 
term.  Cambridge  doesn't  imitate  any 
thing,  thank  you." 

The  university  town  also  eschews 
Silicon  Valley's  more  blatant  materi 
alism.  Even  some  of  Cambridge's 
most  poweiful  players  prefer  to  ped- 
al to  work  each  day  on  beat-up  bicy- 
cles. Although  Cambridge  has  be- 
come a  hotbed  for  high-tech  startups 
that  doesn't  mean  it's  shedding  its 
centuries-old  traditions. 

By  Julia  Flynn  in  Cambi-idgi 
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Want  to  know  how  to  distance  yourself  from  your  competitors? 

Get  closer  to  your  customers. 


simple.  Give  customers  wiiat  they  want  when 
want  it  and  they'll  keep  giving  you  their  business, 
hard  part  is  how.  The  answer?  Integrate  your 
2  and  data  systems  with  an  exciting  technologv 
d  computer  telephony  integration  or  CTI.  CTI 
s  your  employees  real-time  access  to  valuable 
omer  data.  So  every  time  a  customer  calls-  via 


phone,  fax,  e-mail  or  even  the  Internet-  you  can  give 
them  answers  instantlv.  And  enjoy  a  chance  to  get 
that  much  closer.  As  the  world's  second  largest 
computer  maker,  we've  been  integrating  systems  for 
decades.  And  we  can  help  you.  To  learn  more, 
call  1-888-FBCS-CTI  for  a  free  white  paper. 
Or  download  a  copy  at  www.fbcs.fujitsu.com. 


Fujfrsu 

COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


©  1997  Fujitsu  All  rights  reserved 


BEYOND   THE  VALLEY 


SILICON  VALLEY 


CLONING  THE  BEST 
OF  THE  VALLEY 
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Much  of  what  makes  it  great 

can  be  applied  to  companies  of  all  stripes 


The  secret  to  Silicon  Valley's  success 
isn't  in  the  silicon.  It's  not  the 
speedy  cliips  or  the  whizzy  comput- 
er games  or  the  intricate  data-mining 
softwai'e  that  can  sift  complex  databases 
to  let  us  know  that  beer  and  diapei-s  ar-e 
the  two  items  most  often  piu'chased  to- 
gether after  6  p.m.  It's  not  even  the  om- 
nipresent Web  addi'esses  that  assault  us 
on  TV,  in  magazine  ads,  and  on  billboards. 
Rather,  it's  a  way  of  doing  business.  Says 
ventui'e  capitalist  L.  John  Doen;  of  Klein- 
er Perkins  Caufield  &  Byers:  "It's  a  net- 
work, as  ojjposed  to  a  liierarchy." 

Silicon  Valley  is  setting  a  new  stan- 
dai'd  for  the  way  all  businesses — not  just 
high-tech  companies — ai'e  nin.  With  their 
flatter,  more  democratic  organizations, 
giant  talent  pools,  enormous  web  of  in- 
terlocking relationships  among  compa- 
nies, super  speed,  and  can-do  culture — es- 
pecially the  can-do  cultui'e — Valley  finns 
are  changing  the  rules  of  management. 

But  not  enough.  Elements  of  the 
Valley  have  been  copied,  but  the  place 
has  not  been  cloned,  gene  for  gene, 
anywhere  in  the  world.  And  despite 
the  corporate  rhetoric  and  modest 
changes — fewer  levels  of  management, 
shorter  product  cycles,  even  casual 
dress — the  business  world  at  large  still 
doesn't  get  it.  Says  Intel  Corj).  ceo  Ati- 
drew  S.  Grove:  "People  talk  the  talk. 
But  when  I  go  to  the  aii-poit  and  see 
two  dozen  Gulfstreams,  I  don't  know  if 
companies  have  really  figured  it  out." 

They  haven't.  So  here's  a  short  list  to 
help. 

Failure  is  O.K. — seriously.  Kewaid 
those  who  take  risks,  and  don't  penalize 
those  who  take  a  chance  and  fail.  In 
othei-  parts  of  the  world,  business  flops 
and  (lead-end  projects  are  stigmas.  Ca- 
reers screech  to  a  halt.  That  makes 
managers  afraid  to  take  a  gamble.  It's 


not  that  way  in  the  Valley,  and  not  just 
for  twentysomething  entrepreneurs. 

Push  all  levels  of  management  to  try 
new  ideas.  "The  tolerance  of  failure  is 
an  intensely  positive  thing  that  people 
can  learn  fi'om  and  apply,"  says  Larry 
Keeley,  president  of  Doblin  Group,  a 
consulting  fii-m.  That's  why  ventui-e  cap- 
italists don't  mind  backing  entrepre- 
neui's  who  have  had  a  couple  of  flops. 
Just  ask  Nolan  K.  Bushnell:  He's  start- 
ed more  than  20  companies,  including 
gamemaker  Atari  Corp.  More  than  half 
of  his  ventures  have  been  disappoint- 
ments. Says  Jean-Louis  Gassee,  founder 
of  computer  startup  Be  Inc.:  "It's  hard 
to  learn  when  you  succeed." 

Let  ideas  incubate.  Valley  companies 
excel  at  the  eai'ly,  often  muddy  stages  of 
a  business.  This  is  partly  because  of  the 
fi'eedom-to-fail  cultui'e  and  a  willingness 
to  take  greater  risks  when  ideas  are 
still  unfolding.  The  key  is  to  give  the 
ideas  breathing  room.  Don't  require  a 
20-page  business  plan  and  detailed  mai"- 
ket  research  for  every  interesting  no- 
tion. The  laptop  computer  market  would 
never  have  come  about  if  someone  wait- 
ed for  the  market  research  suggesting 
that  consumers  want  mobile  computers. 
"This  is  a  place  that  grows  out  of  the 
rabble  of  the  old  innovations,"  says  Paul 
Saffo,  of  the  Institute  for  the  Future. 

Learn  to  live  with  creative  chaos.  Sili- 
con Valley  isn't  just  about  speed  and 
shortening  product  cycles.  It's  about  de- 
veloping a  cultiu'e  that  can  adjust  quick- 
ly to  change  and  chaotic  environments. 
That  means  teamwoi-k,  coordination,  min- 
imal biu'eaucracy,  and  authority  pushed 
down  into  the  ranks.  Indeed,  the  odd 
thing  about  Silicon  Valley  is  that  people 
are  fiercely  individualistic  and  yet  quick 
to  collaborate,  shai'e  ideas  over  E-mail — 
anything  to  get  the  job  done  faster. 


Be  your  own  toughest  competitor.  ^  i-- 

con  Valley  is  an  environment  so  ace 
tomed  to  fierce  competition  that  com 
nies  hunt  for  their  own  soft  underbejvei 
That  means  coming  up  with  better  pn 
ucts  that  kill  off  your  existing  ones-  A 
practice  known  as  "eating  your  youn 
Says  Alan  F.  Shugart,  chairman  of  d  ks 
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giant  Seagate  Technology  Inc.: 
letimes  I  think  we'll  see  the  day 
1  you  introduce  a  product  in  the 
ling  and  announce  its  end  of  life  at 
■nd  of  the  day." 

tnt  stick  with  your  starters  too  long. 

lesson  has  been  learned  the  hard 
Not  every  entrepreneur  does  every- 
;  well.  The  characteristics  needed 

startup — ^zeal,  unwavering  belief  in 

mission,  and  perfectionism — can 
more  mature  companies.  In  the  Val- 
you  can  count  on  one  hand  the 
iers  still  running  their  billion-dollar 
(S.  So  when  a  company  or  a  business 

grows  to  a  significant  size — say 
id  $1  billion — get  seasoned  help, 
tread  the  wealth  broadly.  Put  in 

compensation  systems  that  reward 
?vements — for  all  employees,  not 
those  at  the  top.  The  Valley's  liber- 
ock  options  and  vesting  programs 

become  the  reason  why  its  em- 
ies  work  at  Net  speed.  So  stoke 


BENCHMARK  There  are  steps  you  can  take  to 
foster  a  flourishing  environment,  but  the 
business  world  at  large  still  hasn't  caught  on 


the  money  machine.  Making  people  rich, 
fast,  is  what  keeps  the  food  chain  filled. 
This  creates  a  natural  pool  of  managers, 
or  so-called  angels,  ready  to  use  their* 
banki'oll  to  fund  the  next  great  idea. 
Says  James  G.  Ti-eybig,  founder  of  Tan- 
dem Computers  Inc.:  "This  is  an  awe- 
some machine  to  create  new  companies." 

Grab  market  share  at  all  costs.  Even 
if  it  means  giving  your  product  away. 
And  in  the  process,  change  the  rules  of 
the  game.  That's  what  Netscape  did.  Use 
the  InteiTiet  to  cut  out  the  middleman 
and  go  direct  around  the  world.  It's  gi-eat 
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for  building  market  share  and  brand 
recognition.  This  also  tightens  relation- 
ships with  customers  and  changes  the 
balance  of  power  in  the  world  of  distrib- 
ution. Net  media  and  Web  seaiTh  engine 
companies  such  as  cnet  Inc.  and  Excite 
are  doing  just  that — much  to  the  fnas- 
tration  of  traditional  media  companies. 
By  jumping  on  the  Net  early  and  keep- 
ing their  services  fi*ee,  they've  captm*ed 
market  share  and  established  well-known 
brand  names  on  the  Web. 

Stay  at  the  cutting  edge  by  investing 
in  startups.  The  best  way  to  get  innova- 
tion may  be  to  buy  it.  Gi- 
ants like  Cisco  Systems  Inc., 
which  has  bought  or  invested 
in  34  startups  in  the  past 
tkree  years,  do  this  to  stay 
plugged  into  what's  brewing 
in  the  labs  of  new  compa- 
nies. Chip  king  Intel  has  a 
$500  million  investment  fimd 
it  uses  to  seed  staitups,  pai'- 
ticularly  in  the  Net  and  con- 
tent areas. 

So  set  up  a  venture  capi- 
tal fund  and  bring  in  your- 
own  dealmakers  to  connect 
with  small,  fast-moving  com- 
panies in  your  industiy.  Lat- 
er, you  could  either  make  a 
killing  when  they  go  public, 
get  a  jump  on  some  new 
technology,  or  resell  their 
product,  lowering  research 
and  development  costs. 

In  the  end  it  comes  down 
to  that  Hi-defined,  yet  critical 
ingi'edient:  culture.  You  can 
change  it  but  not  by  pick- 
ing just  one  or  two  items 
from  this  hst.  You  have  to 
change  the  way  you  do  busi- 
ness. And  remember  the 
first  item:  Failui-e  is  0.  K. 

By  Ira  Sager  in  New 
York,  with  bureau  reports 


For  information  on  reprints  of 
this  Special  Report,  call  Busi- 
ness Week  Reprints  at  609 
426-5494,  or  write  Business 
Week  Reprints,  148  Princeton 
Highitstown  Rd.,  Hightstown, 
N.J.  08520-1450. 
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Finance 


The  Hedge  Funds: 
A  Summer  Bounce 


FUND/ 
MANAGER 

QUANTUM  FUND 

George  Soros 

JAGUAR  FUND 

Julian  Robertson 

OMEGA  ADVISORS 

Leon  Cooperman 


(PERFORMANCE  %  NET  AFTER  FEES 
1996      1/1/97-6/30/97  1/1/97-7/31 

-1.5%  14.0%  27, U 
39.9      0.7  11.7^ 


37.1     18.0  24.1i 


ARGONAUT  PART.     33  7 

David  Gerstenhaber 


10.4  23, 


Macro  Average  |4,6 

Hedge  Fund  Index  g 

Standard  &  Poor's  22.0 
500  Stock-Index 


10.3 
9.1 


19.1 
13.41 


20.6  30.2 


SOROS:  His  Qua titum  fund  showed  a  27.1%  gain  through  My 


INVESTMENTS 


THE  RICH  GET 
A  LiniE  RICHER 

But  hedge-fund  players  still  trail  the  S&P 


Mi 


I est  rich  people  who  invest  their 
millions  with  the  biggest  hedge 
funds  are  lots  happier  than  they 
were  just  a  month  ago.  But  they're  still 
not  as  happy  as  working  stiffs  who  stick 
theii"  hard-eamed  retirement  savings  in 
a  mutual  fund  tied  to  the  Standard  & 
Poor's  500-stock  index. 

After  a  fii'st  half  that  ranged  from 
poor  to  lackluster  by  hedge-fimd  stan- 
dards, the  so-called  macro  fimds,  which 
make  leveraged  bets  on  stocks,  bonds, 
commodities,  and  cuiTencies,  rebound- 
ed with  a  vengeance  in  July.  The  im- 
provement resulted  from  a  number  of 
developments,  including  big  gains  in 
large-capitalization  U.  S.  and  European 
stocks,  a  surge  in  Russian  and  other 
emerging- m.arket  investments,  falling 
U.  S.  interest  rates,  and  the  strength- 
ening of  the  dollar  against  the  yen  and 
European  currencies.  But  a  key  con- 


tributor was  the  funds'  speculative  plays 
on  the  Thai  baht  and  other  stiugghng 
Asian  cmrencies,  such  as  the  Malaysian 
ringgit  and  the  Philippine  peso. 

Yet  even  with  the  boost  from  the 
plunging  baht,  some  of  the  world's  most 
famous  funds,  notably  Julian  Robert- 
son's Tiger  funds  and  George  Soros' 
Quantum  Fund,  trailed  the  s&p  index, 
which  is  up  SO.'Z'^l  tlirough  July  31.  (In 
March,  Robertson  initiated  a  libel  law- 
suit in  New  York  State  courts  against 
BUSi.\ES.s  WEEK  arising  out  of  a  cover 
article  that  appeared  in  the  Apr  1,  19%, 
issue.  The  complaint  has  not  yet  been 
served.)  Robertson  declined  comment. 
A  spokesman  for  Soros  declined  to  com- 
ment on  investment  strategy. 

Referring  to  the  hedge  funds  as  a 
group,  George  P.  Van,  chairman  of 
Nash\ille-based  Van  Hedge  Fund  Advi- 
sors, says:  "They're  in  the  third  year 


"Estimated 

DATA:  BUSINESS  WEEK,  BLOOMBERG  FINANCIAE  MARKETS.  VAN  HEDGE  FUND  ADVISI 


of  a  marathon  in  which  they're  tr 
mostly  unsuccessfully,  to  beat  the  Si 
Although  aggi'egate  performance 
aren't  yet  available  for  hedge 
through  July,  Van  and  other  fimd 
el's  say  that  most  tv'pes  of  fimds  po; 
sharp  gains  in  July  but  that  all  c 
gories  will  likely  continue  to  lag  bel 
the  S&P  when  the  final  returns  arti 
An  estimated  4,700  hedge  funds  arc 
the  w'orld  manage  about  $22.5  bilUo:  ii 
investors'  capital.  Van  says.  ? 

The  big  losers:  fimds  that  speciali2  ^ 
selling  stocks  short,  showing  again  '  ft 
you  can't  fight  a  raging  bull.  Aecon  'f- 
to  Van,  the  shorts  lost  9%  in  1996 
have  gained  zilch  through  Jime. 
BIG  BETS.  In  the  case  of  Tiger  Mani  S' 
ment,  the  world's  second-largest  he  ^ ' 
fimd  company,  with  .$10.5  bilhon  ui  it 
management,  short  positions  in  the  b  s^; 
which  has  depreciated  28%  .since  its  .  ^ 
2  devaluation,  have  helped  make  fc 
difference  between  a  poor  year  an  it 
mediocre  one.  The  fii'm's  largest  fltr! 
Jaguar,  posted  a  net  gain  of  11  ^ 
through  July  31  after  a  gain  of  ( «i; 
O.T7(  for  the  fii'st  six  months  of  the  j  5[. 
The  fund  scored  a  spectacular  40%  L 
return  last  year,  as  big  bets  on  I  si- 
stocks  paid  off.  A  person  famihar  v  R: 
Tiger's  peifoi-mance  said  that  as  Rob  h 
son  turned  bearish  earlier  this  y  fi: 
Tiger  converted  some  equity  hold) 
to  cash  and  added  to  its  short  positi 

George  Soros,  who  has  been  attac  ij 
bv  Malaysia's  Prime  Minister  Maha  i 
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niiad  foi'  his  ciuTency  plays,  saw  liis 
liip  Quantum  Fund  gain  27%,  aftei' 
through  July  31,  almost  double  the 
gain  achieved  in  the  fii'st  half  of  the 
and  a  shaip  improvement  over  last 
's  dismal  1.5%  decline.  And  Soros' 
;a  Fund,  an  equity  and  macro  fund 
uses  outside  investment  advisers, 
ed  70.3%  through  July,  up  fi-om  50%- 
le  first  half,  according  to  Soros  Fund 
agement. 

tER  LOSSES.  In  recent  weeks,  the 
mes  of  Soros,  Tiger,  and  other  big 
srs  took  a  sharp  turn  for  the  better 
16  Thai  government  gave  up  trying 
rop  up  its  beleaguered  currency,  ac- 
ing  to  hedge-fund,  trading,  and  gov- 
nent  sources  in  the  U.  S.  and  Asia, 
t  of  whom  requested  anonymity. 
I  June,  when  the  Thai  government 
irated  its  intent  to  maintain  the  of- 
I  value  of  the  baht  at  around  26  to 
dollar,  the  big  hedge  funds  were 
ing  up  paper  losses  on  their  cur- 
y  short  positions,  if  not  their  equity 
t  positions.  But  as  the  futility  of 
effort  became  apparent,  the  Thai 
ral  bank  suiTendered  on  July  2,  and 
baht  plunged  18%  overnight, 
eanwhile,  other,  smaller  hedge  funds 
1  short  positions  in  the  baht  and 
:  stocks  had  already  bailed  out,  pre- 
ing  to  take  smaller  profits  earlier 
example,  Argonaut  Capital  Man- 
nent,  which  oversees  about  $100 
on  in  assets,  liquidated  most  of  its 
•t  positions  in  the  baht  and  Thai 
ks  in  June.  Says  President  David 
stenhaber:  "I  didn't  have  positions 
etured  in  a  fashion  that  gave  me 
confidence  to  maintain  them,  given 
uncertainties  of  what  the  Thai  au- 
ities  were  doing."  The  Asian  cur- 
!y  play,  he  says,  was  "not  a  mean- 
al  contributor  to  July  performance." 

0  be  siu-e,  Asian  cmrencies  were  not 
only  spark  for  the  impressive  July 
s  at  the  macro  fimds — or  other  fimd 
gories,  for  that  matter.  Tigei-  is  said 
lave  benefited  from  its  holdings  in 

Intel,  and  Citicorp.  Additionally, 
;  the  Hennessee  Group,  a  hedge-fimd 
sory  firm:  "Most  international  man- 
's were  ovemeighted  with  substantial 
tions  in  European  stocks"  hedged 
nst  declines  in  Eiu'opean  ciurencies. 
onaut,  for  example,  attributed  its 
;%  gain  through  July  (vs.  10.4% 
)ugh  June)  to  holdings  in  large-cap 
opean  exportei-s  such  as  Volkswagen, 
L.  M.  Ericsson  and  U.  S.  multina- 
als,  including  Coca-Cola,  ibm,  and  CE. 
/ith  their  stellar  July  behind  them, 
hedge  funds  are  sui-ely  hoping  then- 
summer  dream  lasts.  But  even  if  it 
3,  they  may  still  be  hard  pressed  to 
t  the  working  stiffs. 
>y  Phillip  L.  Zweig  in  New  York, 

1  burea  u  reports 


MORTGAGES 


IS  THIS  LENDER  TOO  HUNGRY 
FOR  ITS  OWN  GOOD? 

Critics  say  Cityscape  pushes  loans  on  those  too  poor  to  borrow 

m 


laking  big  profits  by  lending  to  fam- 
ihes  with  small  incomes.  That  has 
I  been  a  winning  formula  for  a  siz- 
able band  of  mortgage  lenders  who,  en- 
ticed by  fast  gi'owth  and  rich  margins, 
cater  to  the  so-called  subprime  market. 

Perhaps  the  highest  flier  is  Elmsford 
(N.Y.)-based  Cityscape  Financial  Cor-p. 
Revenues  have  jumped  from  $49  miUion 
in  199.5  to  $199  million.  Since  1995,  it  has 
securitized  and  sold  some  .$2.7  bilUon  in 
loans,  mostly  home  equity  ones.  Its  stock, 
%;  in  1994,  reached  a  high  of  36%  last 
year  (chart,  page  150).  Investor  P. 
Michael  Price,  president  of  Short  Hills 
(N.J.)-based  Franklin  Mutual  Advisors, 
paid  about  .$80  million  last 
Januaiy  for  a  14%  stake. 

But  Cityscape's  heady 
days  of  rich  profits  may 
be  numbered.  On  Aug.  4, 
Moody's  Investors  Ser- 
vice, for  the  second  time 


CREDIT  RISK 

Although  recently 
bankrupt,  the  Belchers 
were  lent  $85,000  at 
17.9%.  Chaos  followed 


this  year,  downgraded  Cityscape's  se- 
nior debt,  from  Bl  to  B2 — largely  be- 
cause of  questions  about  its  loan  delin- 
quencies. Moody's  analyst  Thomas  Foley 
questioned  not  only  the  high  level  of 
delinquent  loans  90  days  or  more  ovei"- 
due  but  also  the  company's  failure  to 
foreclose  or  charge  off  overdue  loans. 
Its  stock  is  now  trading  at  13xi. 
RISING  COMPLAINTS.  Cityscape  CFO  Tim 
Ledwick  responds:  "We  don't  necessari- 
ly agi*ee  with  the  reasons  why  Moody's 
downgi-aded  us.  Since  we've  been  en- 
hancing our  operations,  we've  been  ad- 
dressing their  concerns.  We  still  believe 
fundamentally  the  business  is  very 
strong." 

Problems  in  Cityscape's 
mortgage  loan  portfolio  ai-e 
reflected  in  rising  boirower 
complaints  in  the  U.  S.  and 
especially  in  Britain,  where 
Cityscape  received  over 
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iL  Getting  a  Cityscape  loan  is  like  walking  into  quicksand. . 

—  p.  MICHAEL  ANDERSON,  the  Belchers' attorney 


50%  of  its  profits  last  year  on  26%  of 
sales.  CMC,  its  British  subsidiary  and  the 
largest  player  in  the  mortgage  subprime 
market,  has  been  under  press  scnitiny 
for  aggi'essive  lending  practices,  such  as 
high  eai'ly  redemption  fees.  John  Bridge- 
man,  director  of  the  BritL'^h  OtSce  of  Fau- 
Trading,  .says  such  loan  practices  are  "de- 
ceitful and  oppressive."  On  -July  14,  Paul 
P.  Flynn,  a  Labour  member  of  Parlia- 
ment, called  for  CMC's  operating  license  to 
be  revoked.  And  some  400  borrowers 
who  claim  they  were  abused  by  CMC  are 
exploring  a  class  action.  Cityscape  ceo 
Robert  Grosser  responds:  "Everything 
we  did  in  the  U.K.  was  legal,  and  many 
other  lenders  charged  early  redemption 
fees  as  well." 

TROUBLED  RIVALS.  Many  analysts 
and  investors  continue  to  support 
Cityscape.  "My  outlook  hasn't 
changed,"  says  Ray  Garea,  Frank- 
hn  Mutual's  senior  vice-president. 
Others  have  become  wary.  "City 


loans.  Various  loans  sold  to  Cityscape 
have  been  suspect.  Grosser  contends  that 
some  of  the  .$130  miUion  in  loans 
Cityscape  acquired  from  Parsippany 
(N.  J.)-based  Walsh  Secimties  Coip.  were 
fraudulent.  Some  independent  brokers 
whose  loans  were  financed  by  Walsh  are 
being  investigated  by  state  and  federal 
authorities  for  alleged  mortgage  fi-aud. 
"The  amount  of  questionable  loans 
Cityscape  bought  were  diminutive," 
Grosser  responds.  "And  Walsh  has  al- 
ways lived  up  to  their  agreements,  which 
would  require  them  to  repurchase  any 
loans  which  turn  out  to  be  fraudulent." 

One  of  Cityscape's  major  brokers  is 
.Jericho  (N.Y). -based  Coastal  Capital 

A  HIGHFLIER'S  TROUBLES... 

1985  Cityscape  Financial  incorporates  as  a 
mortgage  lender. 

1994  It  goes  public  via  reverse  merger  with  Mandi 


of  Essex,  a  shell  company. 


Cor|).  Chainnan  Mitchel  Gale  is  the 
mer  credit  manager  for  a  New 
mortgage  company  called  the  Dartm( 
Plan,  founded  by  Gale's  father.  Me. 
A  1993  report  by  the  New  York 
Consumer  Affairs  Dept.  termed  D 
mouth  "the  gi'anddaddy"  of  "eq 
scams."  A  division  of  Dartmouth  folde 
1990.  The  rest  of  the  company  bee 
ResoLU'ce  One,  which  now  sells  loan 
Cityscape.  Says  Mitchel  Gale:  "Coa 
Capital  is  not  an  extension  of  the  D 
mouth  Plan ...  I  nm  a  clean  busine 
Grosser  says  Coastal  Capita!  and 
souix'e  One  are  completely  reputable 
In  the  past  two  years,  Citysc 
bought  $65  miUion  in  loans  from  Bri 
broker  Capital  Credit  Ltd., 
cording  to  owner  Tony  Murti 
Murtagh  was  a  director  of  his 
ther's  mortgage  company.  Rid 
Mui-tagh  &  Co.  In  1989,  the  c 
pany's  license  was  revoked 
"deceitful  and  oppressive  p: 


scape  is  taking  an  increasing   '  l-j'l   tices."  Tony  Murtagh  decli 


amount  of  risk  to  generate  sub- 
stantially lower  returns,"  says  Tom 
Fasiola,  an  analyst  with  Lehman 
Brothers  Inc.  "I  I'eally  doubt  this 
company's  long-teiTn  ability  to  sur- 


1995  Company  and  British  partners  form 
Cityscape  U.K.,  known  as  CMC.  Engineers  a  rapid 
expansion. 

JANUARY,  1997  Investor  Michael  Price  acquires 
14%  of  company  for  about  $80  million. 


comment.  Grosser  says:  "We 
a  qualification  process;  the 
pany  obviously  passed  it." 

When  they  took  out  a  home 
uity  loan  financed  by  Cityscap 


Vive."  Says  Grosser:  'We  feel  very  °!   l^^Sl-  Mamie  and  Grover  Bek 


strongly  about  our  products,  our 
undei-writing  is  very  prudent,  and 
we  feel  this  will  lead  to  longtime 
rewards  for  this  company." 

Cityscape  isn't  the  only  sub- 


JULY  Britain's  Office  of  Fair  Trading  says  industry 
loan  practices  are  "deceitful  and  oppressive."  A 
group  of  600  borrowers  who  claim  they  were 
abused  by  CMC  explore  a  class  action.  A  member 
of  Parliament  calls  for  CMC's  license  to  be  revoked. 


were  oblivious  to  the  compa 
backgi'ound.  The  poor,  medic 
disabled  Mount  Vernon  (N. 
couple  were  just  coming  out 
bankruptcy  in  1991  when  a  ho 


prime  mortgage  company  with   improvement  company  persua 


troubles.  Last  year,  the  industry 
sold  $27  billion  worth  of  home  eq- 
uity loans,  mostly  subprime — 
twice  the  1995  figure.  W.  Criss 
Peters,  a  vice-president  in  struc- 
tured finance  at  Moody's,  says:  "If 
you  look  at  foreclosure  rates,  you 
can  see  they're  skyrocketing." 

Some  analysts  see  parallels 
with  the  subprime  auto-loan  in- 
dustiy.  Last  January,  the  stock  of 
Mercury  Finance  Co.,  one  of  the 
biggest  players,  dropped  from  14';< 
to  2%  in  two  days  after  disclosure 
of  overstated  earnings  and  failure 
to  adequately  disclose  loan  loss- 
es. "I've  seen  this  movie  before, 
and  I  know  how  it  ends,"  says 
Fasiola,  referring  to  many  sub- 
prime  mortgage  companies. 

UnUke  the  auto-loan  business, 
subprime  mortgage  firms  rely 
mainly  on  brokers  to  generate 


AUGUST  Moody's  announces  a  second  1997 
downgrade  on  company's  senior  debt,  from  Bl  to 
82.  Analyst  questions  high  level  of  delinquent  loans 
and  failure  to  foreclose  or  charge  off  overdue  loans. 
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them  to  take  an  $85,000  loan 
17.9%'  despite  theii-  low  "D"  ci 
it  rating.  The  Belchers  never 
ceived  a  truth-in-lending  sti 
ment  and  didn't  understand 
cost  of  the  loan,  according  to  tl 
lawyer,  P.  Michael  Anderson 
Lenihan  &  Anderson  in  W), 
Plains,  N.  Y.  "Getting  a  Cityscjf 
loan  is  like  walking  into  qui' 
sand,  and  they  just  let  them  sii 
he  says.  In  1992,  a  bank  initia 
foreclosure  proceedings. 
Belchers  are  suing  Cityscape 
usury  and  fraud  in  a  case  exp< 
ed  to  go  to  trial  later  tliis  yea 

Grosser  says  the  Belcher  c 
is  unfortunate  but  not  indieat 
of  the  company's  overall  loan  t] 
ity.  Whatever  the  merits  of 
suit,  high-flying  Cityscape  con| 
ues  to  lose  altitude.  jj 

By  Debra  Sparks  in  New  }' 
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thing  far  more  powerful  than  just  a  CD-ROM 
reader  hooked  up  to  your  computer.  It's  a 
global  network  where  people  from  every 
corner  of  the  world  can  communicate  and 
work  together  face-to-face. 

And  NEC  Is  positioned  to  be  the  one  true 
leader  in  multimedia.  After  ail,  we're  the  only 
high-tech  company  that  ranks  among  the  top 

THE  UNIVERSE 
MAY  BE  EXPANDING, 
BUT  THANKS  TO 
NEC  MULTIMEDIA, 
OUR  PLANET 
IS  DEFINITELY 
SHRINKING. 

five  in  all  three  key  multimedia  technologies: 
semiconductors,  computers,  and  communi- 
cations. In  fact,  we  hold  over  29,000  patents 
on  everything  from  video  conferencing  to 
global  satellite  systems. 

For  more  information,  call  1-800-338- 
9549  or  reach  us  on  the  Internet  at 
http://www.nec.com.  iHiL'/^'^-'^ 

'  WC  ISA,  tot  898  i^^l^^Z^!^ 

Proud  sponsor  of:  NEC  World  Series  of  Golf, 
August  21-24;  Davis  Gup  by  NEC.  September  19-2J 
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MERGERS 


SPECULATION  101: 

A  CHASE-MERRILL  DEAL? 

Wall  Street  is  abuzz.  Here's  what  a  combo  could  look  like 


Deal  of  the  century?  Banks  such  as 
Bankers  Tiiist  New  York  Coip.  and 
NationsBank  Corp.  are  snapping 
up  securities  firms.  And  that  has 
sparked  a  fair  amount  of  speculation  on 
Wall  Street  about  whether  Chase  Man- 
hattan Corp.,  the  nation's  largest  bank- 
ing institution,  and  Memll  Lynch  &  Co., 
which  has  the  counti-y's  largest  broker- 
age netwoi'k,  might  get  hitched.  Such  a 
pairing  would  dwarf  most  rivals. 
Based  on  current  market  and 
yearend  1996  figures,  a  combi- 
nation would  have  a  mammoth 
$549  bilhon  in  total  assets,  $4 
billion  in  net  income,  $360  bil- 
lion in  assets  under  manage- 
ment, and  118,000  employees. 
The  cuiTent  market  capitaliza- 
tion would  be  $70  billion.  It 
would  be  the  world's  third- 
largest  banking  company,  be- 
hind Bank  of  Tokyo-Mitsubishi 
Ltd.  and  Deutsche  Bank. 

There  is  no  hard  evidence  that 
such  a  deal  is  in  the  works.  Still,  Mer- 
rill Chairman  and  Chief  Executive 
David  H.  Komansky,  58,  visited  Chase 
Chairman  and  ceo  Walter  V.  Shipley, 
61,  after  Komansky  assumed  his  post 
last  December.  And  Street  sources  say 
both  have  e.xamined  the  possibility  of 
a  merger,  which  just  a  couple  of  years 
ago  would  have  seemed  preposterous. 
REVERSE  TAKEOVER?  To  be  sure,  a 
friendly  marriage  of  these  two  giants 
would  have  to  overcome  daunting  fi- 
nancial, cultural,  and  managerial  hur- 
dles— not  the  least  of  which  is  who 
would  be  in  charge.  Chase  would  prob- 
ably initiate  such  a  move  because  it  has 
much  more  to  gain.  Having  wiimg  most 
of  the  cost  savings  out  of  its  mergers 
with  Chemical  Bank  and  Manufactur- 
ers Hanover  Corp.,  the  new  Chase  is 
faced  with  slowing  I'evenue  gTowth.  "It's 
something  senior  management  is  really 
concerned  about,"  says  one  Chase 
banker.  If  Chase  acquired  Merrill's  in- 
vestment bank,  it  would  end  the  bank's 
frustrating  attempts  to  build  an  equity 
underwriting  business. 

Merrill  has  far  less  incentive.  Some 
analysts  beheve  that  Merrill  has  a 


stronger  management  and  brand  name 
than  Chase.  And  in  1996,  Memll  posted 
a  26.8%  return  on  equity,  vs.  Chase's 
18.4%.  Menill's  price-earnings  multiple  is 
also  higher  than  Chase's,  16.1  vs.  13.2. 
But  in  a  world  of  800-pound  gorillas, 
Merrill  might  want  to  be  even  bigger. 


MADE  IN  HEAVEN? 

CHASE  &  MERRILL 
A  SPECULATIVE  PRO  FORMA* 

MARKET  CAPITALIZATION:  $70  BJLLtON  (8/97) 
CORPORATE  ASSETS:  $549  BiLLiON 
REVENUES:  $41  BILLION 
NET  INCOME:  S4  BILLION 


EMPLOYEES:  118.000 


ASSETS  UNDER  MANAGEMENT:  $360  BILLION 


Says  a  Wall  Streeter:  "It  gives  them  a 
stable  base  for  the  next  decade." 

Shipley  would  likely  become  the  fir-st 
chief  executive  of  the  new  entity.  But 
Merrill's  aggi-essive,  high-powered  man- 
agement team  could  eventually  domi- 
nate in  a  so-called  "reverse  takeover." 

A  Merrill  spokesman  plays  down  the 


possibility:  "We  believe  we  have 
right  strategy  in  place  to  make  the  n 
of  the  considerable  gi'owth  opportui 
ahead  for  Merrill  Lynch  and  that 
can,  on  our  own,  continue  to  do  an 
cellent  job  of  sei-ving  clients  and  bu 
ing  shareholder  value."  Says  a  Ch 
spokesman:  "It  is  totally  inappropr 
to  respond  to  hypothetical  conjectui 

Even  so,  the  merged  firm  could 
velop  an  awesome  mai'keting  machin| 
promote  one-stop  financial  shopping] 
retail  and  corporate  customers.  An 
could  enjoy  major  economies  of  s 
by  combining  asset  management,  t: 
ing,  and  back-office  operations.  Few] 
gal  and  regulatory  obstacles  stan^ 
the  way  of  a  deal,  experts  say.  S| 
Harvey  P.  Eisen,  senior  vice-preside: 
investments  for  Ti'avelers  Group 
"That's  one  of  the  few  deals  I  t 
would  be  spectacular." 

On  the  retail  front,  a  marriage  w( 
give  the  combined  entity  much  gre: 
national   presence.   Chase  oper; 
branches  only  in  the  New  York 
area  and  Texas.  Yet  Memll  has  680 
kerage  offices  thi'oughout  the  U.  S. 
the  fuTn  would  be  a  powerhouse  in 
gage  lending,  credit-card  issuance, 
gathering  consumer  deposits.  Jame; 
McCormick,  president  of  First 
hattan  Consulting  Group  Inc.,  sei 
big  payoff.  If  Chase  could  capture 
banking  business  of  even  a  "mod' 
portion  of  Merrill's  upscale  custom- 
it  could  boost  retail  banking  profits 

matically.  "The  top  10%  of  househ 
ai-e  about  ten  times  as  profitable  as 
average  bank  customer,"  he  says. 

Chase  probably  wouldn't  buy  Me: 
since  the  goodwill  hit  would  be 
large.  Any  deal  would  likely  be  sti 
tured  as  a  stock-for-stock  transact 
using  "pooling  of  interest"  accountir 

Most  agi-ee,  though,  that  executin 
merger  would  be  extremely  tou 
Merrill's  rough-and-tumble  investm 
bankers  would  clash  with  Chase's  m 
staid  commercial  bankers.  Says  bi 
analyst  R.  Harold  Schroeder  of  Ke 
Bruyette  &  Woods  Inc.:  "How  do  ; 
structure  it  without  people  nmning 
don't  think  you  can." 

Moreover,  experts  say  the  combi: 
entity  might  be  forced  to  pare  Men 
real  estate,  insurance,  and  merch 
banking  activities  to  comply  \nth  F 
eral  Reserve  bank  rules.  Indeed, 
Merrill,  just  talking  to  bank  regulat 
might  be  like  a  cold  shower.  Whicl 
another  reason  this  potentially  hot  c 
might  have  to  simmer  for  some  tim- 

By  Phillip  L.  Zweig,  with  L 
Nathans  Spiro  and  Dehra  Sparks 
New  York 
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ItorageTek 


Where  the  world's  information  goes. 


"The  CIO  said,  'let  me  see  if  I've  got  this  straight.  You're  saying  you  can  implement  a  worldwide 
storage  system  that  will  actually  increase  the  company's  performance  and  reduce  costs?' 
Without  skipping  a  beat,  I  said  yes.  And  without  skipping  a  beat,  he  said,  'you  have  sixty  days 
to  show  me  how.'  I  remember  the  day  StorageTek-  presented  their  recommendations. 
Because  that  was  the  first  night  I  actually  got  some  sleep."  Call  StorageTek  today  at  1  800  786-7835. 
Or  visit  us  on  the  Web.  Because  in  this  world  of  multiplatform  computing,  the  right  choice  in  storage 
can  mean  the  difference  between  proving  yourself  every  day—  and  proving  yourself  once  and  for  all. 

www.storagetek.com/hotshot 


©  Copyright  1 997  Storage  Technology  Corporation.  All  rights  reserved.  StorageTek  is  a  registered  trademark  of  Storage  Technology  Corporation. 
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MUTUAL  FUNDS 


ONE  GOOD  TURNAROUND 
DESERVES... 

After  getting  itself  in  shape, 
Scudder  takes  on  Kemper 

Edmond  D.  Villani  could  hardly  be 
more  tluilled.  The  chief  executive  of 
Scudder,  Stevens  &  Clai'k  Inc.,  hold- 
ing forth  in  his  luxiuious  Park  Avenue  of- 
fice, displays  a  chart  showing  Scudder's 
diversified  U.  S.  equity  mutual  funds 
beating  the  competition  at  the  25  largest 
fund  families  for  the  12  months  ending  on 
June  30.  "It's  a  marked  tiu-naround  in 
performance,"  he  gushes,  referring  to 
Scudder's  mediocre  long-term  record. 
"We've  got  a  lot  of  positive  momentum." 

Villani's  going  to  need  all  the  Big  Mo 
he  can  muster  for  his  next  task — merg- 
ing the  newly  rejuvenated  Scudder  with 
the  strugghng  Zurich  Kemper  Invest- 
ments Inc.  He's  also  charged  with  fum- 
ing the  combined  company,  Scudder 
Kemper  Investments  Inc..  into  a  global 
powerhouse.  Tliat's  in  the  deal  he  stmck 
in  June  with  Zurich  Kemper  when 
Scudder's  200  partners  decided  to  sell 
the  78-year-old  fimi  for  $2  billion. 

The  merger  gives  Villani  access  to 
Zurich  Kemper's  vast  network  of  U.  S. 
stockbrokers.  He  can  sell  investments 
through  Zurich's  offices  in  50  countries. 
"Few  fti-ms  will  be  able  to  match  that 
level  of  distribution  without  going  to 
gi'eat  expense,"  says  Biuton  Greenwald, 
a  Philadelphia  fimd-industry  consultant. 

Distribution  helps,  but  only  as  long  as 
you  have  funds  investors  want.  So  Scud- 
der will  have  to  keep  up  the  strong 
performance  that  has  earned  15  of  41 
funds  top  ratings  from  MoiTiingstar  Inc., 
the  mutual-fund  data  service.  Funds 
with  four-  and  five-star  ratings  capture 
some  80%  of  new  money  flowing  to 
funds.  At  Zurich  Kemper,  only  10  of 


1 


I 


BREAK  A  LEG:  Tlie  merger  will  test  Villani's  mettle 


116  funds  merit  either  of  those  ratings. 

Kemper  Funds,  as  the  firm  was 
known  before  The  Zurich  Group  bought 
it  for  $2  billion  from  Kemper  Corp.  in 
1995,  has  imderperfonned  for  yeai's.  The 
company  was  heavy  on  bond  funds 
when  investors  tumed  to  equity  fimds. 
And  its  equity  funds  have  been  lack- 
luster, in  part  because  of  high  manage- 
ment turnover.  The  flagship  Kemper 
Growth  Fund  has  run  through  four 
managers  since  early  1994. 

Zurich  Kemper  also  suffered  a  blow 
when  star  money  manager  David 
Dreman,  whose  firm  it  bought  in  1995, 
left  in  June  to  set  up  shop  indepen- 
dently. Although  Dreman  signed  a  five- 
year  deal  for  Kemper  to  distribute  his 
funds,  he  says  that  "the  whole  process 
of  management  is  easier"  with  him 


SCUDDER 

ZURICH  KEMPER 

TOTAL  ASSETS  UNDER  MANAGEMENT 

$120  BILLION 

$80  BILLION 

MUTUAL  FUND  ASSETS 

$38  BILLION 

$31  BILLION 

MUTUAL  FUND  MARKET  SHARE  1991* 

i.917o 

2.96% 

MUTUAL  FUND  MARKET  SHARE  1997* 

1.39% 

1.14% 

NO.  0F4&5STAR  FUNDS-1991** 

9  of  26 

7  of  27 

NO.  0F4&5STAR  FUNDS-1997** 

15  of  41 

10  of  116 

*  Mutual-fund  industry  market  stiare.  Does  not  include  pension  assets  or  private  accounts. 
**Not  including  Scudder's  AARP  funds. 


working  independently  of  Kem 
Markus  Rolirbasser,  Zurich's  chie 
nancial  officer,  says  Scudder  will  "m 
rially  strengthen  the  investment  proi 
at  Kemper."  But  he  also  emphas 
that  luiit  is  already  improving,  and  n 
that  net  sales  turned  positive  this  j 
for  the  first  time  s; 
1992.  The  loser  in 
merger  could  be  Zu 
Kemper's  chief  exe 
rive,  Stephen  B.  % 
bers.  Rohrbasser  c 
firms  that  Timb' 
future  role  has  yel 
be  determined. 
FRIEND  OF  BILL.  So  I 
many  details  about 
merged  company.  Vil 
says  that  beyond  ci 
bining  certain  back-ol 
operations,  "it's  hard! 
me  to  tell  what  wil' 
optimal  for  [combi 
these  organizations." 
starters,  he  will  cl 
some  no-load  Scud 
fimds  and  sell  them 
load  products  throi 
Zmich  Kemper's  brol 
age  network. 

By  the  accounts 
those  who  know 
Villani,  50,  is  up  to  the  task.  He's  an  ;j 
bitious  and  pei-sonable  executive  who  { 
shaken  up  Scudder's  formerly  sluggj 
ways.  After  attending  Georgetown  li 
versify,  where  he  was  a  classmate  ;! 
finend  of  Bill  Clinton  (he's  still  an  ii 
and  has  jogged  with  the  President), 
lani  earned  a  PhD  in  economics  fi'mti 
University  of  Pennsylvania  in  197o 
joined  Scudder  as  an  economist  the  n| 
year.  He  eventually  took  over  the 
money-market  fimds,  and  fi'om  1991| 
1996  was  part  of  a  triumvirate  that 
Scudder. 

VOlani,  who  became  ceo  in  May,  lii' 
played  a  key  role  in  pulling  off  Sc 
der's  rebound.  He  added  17  new  furlj 
including  a  broad  line  of  equity  fur 
and  began  to  distribute  funds  throi 
fimd  supeiTnai'kets  such  as  Schwab  0 
Somx-e.  Villani  also  went  outside  for 
ecutive  talent,  especially  in  marketi 
Industry  consultant  Neil  Bathon  of 
nancial  Research  Corp.  says  Scudd' 
marketing  is  "one  of  the  strongest 
the  industry." 

Still,  Villani  will  have  to  muster 
the  talent  he  can — mai'keting,  operatic 
and  especially  portfolio  management 
Scudder  Kemper  is  going  to  be  wo: 
the  .$4  billion  that  its  Swiss-based  pan 
has  spent  on  it. 

By  Geoffrey  Smith  in  Bos 
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WHY  SGS-THOMSON 
IS  IN  THE  CHIPS 

When  SGS-Thomson  Microelectronics 
(STM) — France's  answer  to  Intel — 
was  highlighted  in  this  column  on  Jan. 
1,  1996,  the  stock  was  at  33,  and  fans 
were  projecting  60  in  12  months.  Well, 
SGS  has  streaked  way  past  that:  It 
closed  at  90  on  Aug.  5.  After  such  a 
showing,  is  it 
PLENTY  time  to  bail  out? 

OF  OOMPH  Not  a  chance, 

says  Ray  Hirsch 
of  American  Ex- 
press Financial 
Advisors,  which 
has  accumulated 
nearly  700,000 
shares  at  an  av- 
erage cost  of  35 
each.  How  much 
more  oomph  is 
Hirsch  expecting 
from  Big  Board- 
listed  SGS? 

Based  on  the 
company's  technol- 
ogy, Hirsch  sees  the  stock  hitting  120  in 
12  to  18  months — thanks  also  to  in- 
vestors' recognition  of  sos's  lead  in  the 
"systems-on-a-chip"  technology  and  the 
company's  dominance  in  chips  for  small 
cards,  which  are  populai-  in  Europe. 

Systems-on-a-chip  technology  melds 
the  functions  typically  embedded  in 
separate  chips — memory,  logic  pro- 
cessing, or  analog-digital  conversion — 
onto  one  chip.  With  these  functions 
consolidated,  the  usual  circuit  board 
can  be  discarded. 

Systems-on-a-chip,  usable  in  set-top 
boxes,  satellite  disks,  or  digital  video 
disks,  is  already  on  sale.  It  won't  be  a 
factor  this  year,  says  Hirsch,  but  will 
boost  bottom-line  gi'owth  in  '98. 

Hirsch  says  a  similar  potential  exists 
for  smart  cards.  These  resemble  credit 
cards  but  include  a  chip  that  can  store 
more  data  than  a  magnetic  stripe.  Only 
2%  of  the  world's  smait  cards  are  in 
the  U.  S.:  Europe  has  90%.  The  global 
total  is  projected  to  grow  from  650 
miUion  now  to  4  billion  by  2000. 

"We  control  35%  of  the  smart-card 
chip  market  worldwide,"  says  Jean- 
Philippe  Dauvin,  chief  economist  at  SGS. 
Smart-card  chips  generate  4%  of  SGS's 
revenues.  But  revenues  from  smart 
cards   could  get  much  bigger  as 


the  U.  S.  market  grows,  Dauvin  says. 

SGS,  ninth-largest  in  worldwide  chip 
sales,  is  "among  the  best-managed  chip- 
makers,"  says  Mike  Gumport,  a 
Lehman  Brothers  analyst.  He  expects 
SGS  to  earn  $3.30  a  share  this  year, 
$4.55  in  1998,  and  $5.50  in  1999. 

A  SECOND  LOOK  AT 
STERLING  VISION 

For  Sterling  Vision  (isee),  the  throng 
of  short-sellers  hasn't  blurred' 'the 
view  of  the  smart-money  investors  who 
have  been  snapping  up  shares.  They 
think  recent  moves  by  the  operator  of 
350  optical  stores  in  27  states  wiU  send 
the  shorts  scrambling  for  cover. 

So  far,  the  shorts  have  had  the  up- 
per hand,  with  Sterling's  shares  stuck 
in  the  6-to-7  range,  down  from  nearly 
11  in  Januaiy.  But  that  could  change:  A 
fai'  larger  optical  company  is  eyeballing 
Steriing  for  a  buyout,  says  one  money 
manager-  who  has  been  buying.  He  fig- 
ures Sterling  is  worth  20  in  a  takeover. 

Lancer  Partners,  which  holds  5.6%, 
has  been  buying  more  shares  partly  in 
anticipation  of  such  a  squeeze.  This  could 
occur  even  with- 
THE  SHORTS        out  a  take-over, 
HAD  THEIR  DAY      because  manage- 
ment   is  deter- 
mined to  enhance 
shai*eholder  value. 

There  is  talk 
that  Sterling  Vi- 
sion, a  pm-veyor  of 
eyeglasses  and 
laser-based  eye 
surgery,  may  au- 
thorize a  share 
buyback  and  hire 
an  investment 
bank  to  find  ways 
of  boosting  the 
stock.  Chairman 
Robert  Cohen  wouldn't  comment  on  the 
rumors,  but  he  acknowledges  that  moves 
are  afoot  to  boost  sales  and  earnings. 
One  way,  he  says,  is  to  step  up  links 
with  health  maintenance  organizations. 

Last  month,  Sterling  signed  a  pact 
with  Oxford  Health  Plans  to  provide 
discount  services  for  Oxford's  Healthy 
Bonus  program.  "Two  other  major 
HMOs  may  sign  up,"  says  Cohen.  "We 
see  managed  care  as  the  source  of 
tremendous  growth."  One  analyst 
predicts  Sterling  returning  to  prof- 
itability this  year  and  expects  $1  a 
share  in  '98,  based  in  part  on  two  ac- 
quisitions being  negotiated. 


FEB.  18,  '97         AUG.  5 
A  DOLLARS 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


BLACK  INK  FROM 
THE  MISSISSIPPI? 


The  waters  haven't  been  kind  t 
American  Classic  Voyages  (amcv 
In  the  past  three  years,  the  rivei 
cruise  line  has  drifted  into  the  rec 
But  its  stock,  which  dipped  to  9  fi'om 
high  of  12X  in  Febraary,  has  made 
comeback:  It  closed  above  11  on  Au| 
5.  What's  up? 

One  big  stakeholder  who  has  been 
steady  buyer  despite  the  losses  i 
Chairman  Sami  Zeli,  a  real  estat 
mogul  and  financier.  Equity-DQSB 
gi'oup  that  includes  Zell  and  America 
Classic  directors  Arthur  Greenberj 
Ann  Lmie,  and  Shell  Rosenberg — hold 
51%  of  the  stock.  The  curious  thing  i 
that,  on  July  31,  the  board  authorizei 
repurchase  of  1  million  shares  on  th 
open  market  or  in  negotiated  transac 
tions.  American  Classic  has  13.9  millio: 
shares  outstanding. 

Some  pros  believe  Zell  is  preparing  t 
take  the  company  private  in  a  leverage 
buyout.  "American  Classic  is  an  attrac 
tive  target  for  larger  ciTiise-line  compa 
nies,"  says  one  money  manager  who  ha 
been  snapping  up  shares.  "In  the  pas 
two  weeks,  more  market  makers  havi 
come  into  the  stock,  suggesting  a  surgi 
of  new  interest,"  says  one  trader. 

American  Classic  has  three  paddle 
wheel  steamers  that  cruise  the  Missi 
sippi.  One  of  its  ships,  the  Delta  Quee 
is  a  National  Historic  Landmark.  A 
other  ship,  the  Mississippi  Queen,  ca 
ries  416  passengers,  and  its  newes 
vessel,  the  American  Queen,  has  a  ca 
pacity  of  436  pas- 
sengers. Ameri-     SMOOTH  SAILING 
can  Classic  also      MAY  LIE  AHEAD 
owns  the  582-foot 
Independence, 
which  cruises  the 
Hawaiian  islands. 

Analyst  Phil 
Fisher  of  San 
Francisco's  Gene- 
sis Merchant 
Group  Securities 
figures  American 
Classic  will  be  in 
the  black  soon, 
earning  36c  a 
share  in  1997  and 
77c  in  1998.  The 
buyback  would  add  6c  to  eaiTiiiigs,  h 
says.  American  Classic  CEO  Philip  Caliai 
says  the  buyback  supports  "the  gooc 
investment  value  in  the  stock  that  th( 
market  doesn't  perceive."  . 


q  AMERICAN 
CUSSIC 
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NCR  helps 
Wal-Mart 
buy  smarter. 


"The  reason  we  chose  NCR  is  pretty  simple.  When  you  need 
to  build  a  data  warehouse  that  can  grow  to  almost  any 
size,  only  the  NCRTeradata  database  can  handle  the  job." 

\AJV\L'^MART      Wal-Mart's  mammoth  7-tei-abyte 

NCR  data  warehouse  (known 
internally  as  the  "Knowledge  Colony'"")  was  approaching 
capacity  due  to  all  the  captured  and  stored  data  from 
over  3,000  stores  worldwide.  So  they  called  on  NCR,  the 
world  leader  in  data  warehousing,  to  prove  that  our  data 
warehouse  is  as  scalable  as  we  say  it  is. 

The  result?  A  world-record  24-terabyte  data  warehouse. 
JSLCR  Services  professionals  helped  Wal-Mart  achieve  this 
milestone  running  our  NCRTeradata  database  -  the  only 
parallel  database  that  scales  from  a  few  gigabytes  to  over  10 
terabytes  -  on  our  highly  scalable  IMCR  WorMMatk" servers. 

Now  Wal-Mart  buyers  and  vendors  can 
analyze  and  interpret  information  to  make 
informed  decisions  on  replenishment,  buying 
trends,  and  pricing. 

To  learn  more  about  how  NCR  can  help  your  business  set 
up  a  scalable  data  warehouse,  call  1  800  CALL-NCR, 
ext.  3000.  Or  visit  us  on  the  web  at  www.ncr.com.To  learn 
more  about  Wal-Mart,  visit  www.wal-mart.com. 


Randy  Mott, 
Senior  Vice  President 
and  CIO,  Wal-Mart 


®NCR 


Transactions  in  the  Age  of  the  Consumer 


Knowledge  Colony  is  a  trademark  of  Wal-Mart  Stores,  Inc  All  WorldMark  servers  sfiown 
feature  Intel  Pentium  Pro  processors  The  Intel  Inside  Logo  and  Pentium  are  registered 
trademarks  of  Intel  Corporation  Teradala  is  a  registeied  trademark  and  WorldMark  is  a 
trademark  of  NCR  Corporation  ©1997  NCR  Corporation  All  rights  reserved. 


Corporate  Scoreboard 


THINGS  STILL  LOOK 
AWFULLY  GOOD' 

Growth  may  be  slower-but  at  this  pace,  it's  more  likely  to  last 


It 

ten 
111 
itly 
Ithi 

 iati 

Even  the  bad  news  doesn't  seem 
bad.  The  second-quarter  slowdown  vjlook 
caused  in  part  by  the  consumer,  wtion 
pared  big-ticket  items,  such  as  aut  £*T 
and  focused  on  paying  the  tax  m  li  i 
Growth  in  consumer  spending  fell  Ih) 
just  0.8%,  from  5.3%  in  the  first  quar  thi 
But  most  economists  think  shoppi 
were  just  taking  a  breather.  Consul  a 
confidence  remains  high,  and  the  une 
ployment  rate  fell  to  4.8%  in  July— 


America's  longest-lasting  postwar 
economic  boom  is  beginning  to 
look  more  like  a  marathon  than  a 
sprint.  Tlie  pace  may  have  slowed, 
but  the  race  appears  far  from  over.  In 
the  second  quailer  of  1997,  earnings  for 
the  900  companies  on  BUSINESS  week's 
Corporate  Scoreboard  rose  7%  from  a 
year  earlier,  to  $89.3  billion,  on  an  8% 
sales  gain,  to  $1.4  trillion.  Eliminate  a 
huge  $1.73  billion  write-down-related 


loss  by  drugmaker  Eli  Lilly  &  Co.,  and 
profits  would  have  risen  10%. 

Although  second-quarter  profit 
gi'owth  slowed  for  the  third  year  in  a 
row  and  margins,  at  6.4%,  are  below 
the  fii'st  quarter's  record  6.7%,  it's  hard 
to  find  a  pessimist.  "Things  still  look 
awfully  good,"  says  David  A.  Wyss,  re- 
search director  at  DRi/McGraw-Hill.  "In 
the  seventh  year  of  an  economic  e.xpan- 
sion,  this  is  phenomenal." 


Winners  and  Losers  in  Quarterly  Profits 

INDUSTRIES  COMPANIES 


1    WHO  MADE  THE  MOST 

PERCENTAGE  CHANGE  FROM 
1996'S  SECOND  QUARTER 

PERCENTAGE  CHANGE  FROM 
1996'S  SECOND  QUARTER 

MILLIONS  OF 
DOLLARS 

CONSTRUCTION/REAL  ESTATE  322% 

CONSTRUCTION/ENG. 

LOSS 

FORD  MOTOR 

$2,530 

BUILDING  MATERIALS 

283 

PAPER  CONTAINERS 

LOSS 

GENERAL  ELECTRIC 

2,162 

STEEL 

94 

INDUSTRIAL  DISTRIBUTION 

-89% 

GENERAL  MOTORS 

2,098 

TRUCKING  &  SHIPPING 

91 

DRUG  DISTRIBUTION 

-64 

EXXON 

1,965 

PETROLEUM  SERVICES 

67 

PAPER 

-57 

PHILIP  MORRIS 

1,836 

PUBLISHING 

62 

FOREST  PRODUCTS 

-45 

INTEL 

1,645 

SEMICONDUCTORS 

61 

DRUGS  &  RESEARCH 

-40 

IBM 

1,446 

COMPUTERS  &  PERIPHERALS  51 

TELEPHONE  COMPANIES 

-36 

COCA-COLA 

1,314 

APPLIANCES 

47 

MACHINE  &  HAND  TOOLS 

-36 

MERCK 

1,154 

FOOD  PROCESSING 

46 

EATING  PLACES 

-21 

DUPONT 

1,140 

AUTO  PARTS 

42 

POLLUTION  CONTROL 

-18 

MICROSOFT* 

1,057 

ELECTRONICS 

37 

BANKS-MIDWEST 

-15 

CITICORP 

1,024 

INSURANCE 

32 

ELECTRIC  UTILITIES 

-12 

AT&T 

959 

TRANSPORTATION  SERVICES 

32 

MISCELLANEOUS  SERVICES 

-12 

CHASE  MANHATTAN 

925 

GLASS  CONTAINERS 

31 

HEALTH-CARE  SERVICES 

-8 

JOHNSON  &  JOHNSON 

909 

MILLIONS  OF 
DOLLARS 


DATA-  STANDARD  8,  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


ELI  LILLY 

SBC  COMMUNICATIONS 
ENRON 

INTERNATIONAL  PAPER 
CVS 

H.J.  HEINZ* 
TENET  HEALTHCARE* 
AMERICAN  GENERAL 
BAY  NETW/ORKS* 
GARDEN  RESTAURANTS* 
STONE  CONTAINER 
HFS 

U  S  WEST  MEDIA  GROUP 
FERRO 
FLUOR 

*  FISCAL  FOURTH  QUARTER 
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Iffl 


$1,732 
-787  Jrt, 
-420  h 
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-231 
-23o|on, 
-206 


-124 
-118 
-116] 
-107 
-106 
-97 1 
-84^ 
-70 


158  RUSINF'^.S  WEEK  /  AUGUST  25.  1997 

■nnnnmnitn 


/  for  the  lowest  rate  in  24  years, 
likewise,  growth  in  real  gross  do- 
tic  product  slowed  to  a  moderate 
k'  annual  rate  in  the  second  quarter, 
•]i  from  a  robust  4.9%  rate  in  the 
(fuarter,  but  economists  seem  more 
•erned  about  too  much  momentum 
1  they  are  about  a  slowdown.  And 
itly  so — in  July,  there  were  signs 
the  economy  was  picking  up  again. 
\ational  Associiition  of  Purchasing 
ingement  index  that  measures  the 
oi)!c  for  inventories,  jobs,  and  pro- 
tion  hit  58.6%,  from  55.7%  in  June. 
EAT  SHAPE."  With  the  same  already 
d  basics — a  roaring  stock  market, 
Ithy  income  gi'owth,  and  strong  pro- 
tivity  increases — the  economy  looks 
(hie  of  overcoming  anything,  includ- 
a  strengthening  dollar  and  rising 
•  i)f  imports  (page  160).  BUSINESS 
:k  economists  think  the  economy  will 
iiund  in  the  second  half,  with  annu- 
al real  gdp  grovvi;h  above  3%.  Bioice 
in  berg,  chief  economist  at  Merrill 
ich  &  Co.,  expects  a  13%  boost  in 
this  year  for  the  companies  in 
:ird  &  Poor's  500-stock  index.  "The 
luii  line  is  that  the  economy  is  in 
at  shape,  and  there  is  no  obvious 
lalance  in  it,"  he  says. 
Uop  BUSINESS  week's  list  of  second- 
rier  winners  was  Ford  Motor  Co., 
ch  made  $2.5  billion.  That's  an  in- 
ti  y  record,  and  a  gain  of  33%  fi-om 
$1.9  biUion  it  posted  a  year  ago. 
,'s,  meanwhile,  climbed  3%,  to  $40.3 
inn.  How  did  Ford  rev  up  earnings? 
ting  $1  bilhon  in  costs  helped,  as 
Ford's  hot  new  Expedition  sport 
ity  vehicle.  Unlike  last  year,  Ford 
I't  stall  in  the  third  quarter,  says 
lirman  and  Chief  Executive  Alexan- 
J.  Trotman.  "I'm  very  confident  we'll 
a  good  second  half,"  he  says, 
■'ord's  rivals  didn't  fare  as  well.  Gen- 
1  Motors  Corp.  and  Chrysler  Corp. 
v  both  hull  by  softening  car  sales, 
reused  Japanese  competition,  and 
kfs,  which  held  auto  makers'  profit 
lis  to  just  4%  for  the  quaiter.  gm's 
lits  were  flat,  at  $2.1  biUion,  while 


Chrysler's  earnings  fell  53%,  to  $483 
million.  Chrysler's  labor  problems  are 
behind  it  now,  but  workers  at  nine  of 
gm's  plants  still  lack  contracts. 

Consumers  may  have  been  counting 
theii'  pennies,  but  businesses  spent  with 
abandon — especially  on  technology.  The 
software,  hardware,  and  semiconductor 
industries  all  had  powerful  quarters.  De- 
mand for  Office  97  and  Windows  helped 
push  earnings  at  Microsoft  Coip.  up  89%, 
to  $1.06  bilhon,  on  a  41%  sales  increase, 
to  $3.18  bilhon.  Dell  Computer  Corp. 
showed  gi'owlh  in  both  sales  and  earn- 
ings, which  rose  58%,  to  $2.6  billion,  and 
141%,  to  $198  milUon,  respectively. 

That  red-hot  growth  already  may  be 
cooling,  though.  Microsoft  said  that  Of- 
fice 97  sales  were  slowing.  And  while 
Intel  Corp.'s  performance  led  semicon- 
ductor companies,  with  earnings  up  58%, 
to  $1.65  billion,  on  a  29%  sales  gain,  to 


$5.96  biUion,  it  barely  met  expectations. 
Demand  for  its  older  Pentium  chips  is 
falling  fast,  and  Intel  is  facing  price 
pressure  ft'om  Advanced  Micro  Devices 
Inc.  and  others.  On  July  25,  Salomon 
Brothers  Inc.  analyst  Erika  Klauer  low- 
ered her  1997  Intel  earnings  estimates 
from  $7.65  billion  to  $7  billion. 

The  good  news  was  more  widespread 
among  insiu-ei-s.  A  relative  deaith  of  nat- 
ural disasters  and  ongoing  consohdation 
led  to  a  banner  quarter  Travelers  Prop- 
erty Casualty  Corp.,  84%  owned  by 
Travelers  Group  Inc.,  saw  earnings  re- 
bound, to  $276  miUion,  from  a  $220  mil- 
lion loss  resulting  from  charges  related  to 
the  1996  purchase  of  a  unit  of  Aetna 
Inc.  Ti-ansamerica  Corp.,  which  sold  off 
its  consumer  finance  unit  for-  a  $275  mil- 
lion profit  in  the  quarter,  saw  earnings 
shoot  up  266%,  to  $388  million.  And  al- 
though brokerages  faced  what  Michael  A. 


A  Spotlight  on  Second-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 


INDUSTRIES  WITH  THE 
DOLLAR  CHANGE  IN  THE 


PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEDING 
YEAR,  ALL  INDUSTRIES 


When  earnings  growth  slows,  a 
single  company  with  a  big  swing 
in  profits  can  skew  the  numbers. 
Take  out  Digital  Equipment's 
$124  million  profit  in  the  second 
quarter,  up  from  a  $432  million 
loss  a  year  ago,  and  profits  for 
the  computer  industry  would  have 
increased  26%  instead  of  51%. 
Conversely,  Eli  Lilly's  $1.7  billion 
loss  put  the  kibosh  on  the  drug 
group.  Without  Lilly,  earnings 
overall  would  have  been  up 
10%,  making  this  a  good, 
though  not  spectacular, 
quarter.  Profit  margins 
dipped  slightly,  but 
remained  strong,  while 
the  price-earnings  ratio 
climbed  nearer  to 
record  levels. 

DATA:  STANDARD  &  POOR'S  COMPUSTAT  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


BREAKING  DOWN 
THE  LATEST  QUARTER 

AS  REPORTED  +/% 

WITHOUT 

ELI  LILLY-  +10% 


BIGGEST 
QUARTER 

COMPUTERS  &  PERIPHERALS 

INSURANCE 
SEMICONDUCTORS 
BUILDING  MATERIALS 
FINANCIAL  SERVICES 


BEVERAGES  CHANGE  IN 
AFTERTAX 
PROFITS 
FROM  1996 

INDUSIKIALDISIRIBUnON 


TELEPHONE  COMPANIES 


DRUGS  &  RESEARCH 

I  I 
0    0.5    1.0  1.5 
►  BILLIONS  OF  DOLLARS 
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While  consumers  counted  their  pennies,  companies 
spent  with  abandon-especially  on  technology 


Flanagan  of  Financial  Service  Analytics 
called  "killer  comparisons"  with  last 
year's  second-quarter  profit  rise  of  49%, 
they  tacked  on  another  10%  gain.  Pi"ofits 
at  Menill  Lynch  &  Co.  rose  11%,  to  $481 
million,  on  sales  up  29%,  to  $8  billion. 

Few  of  the  airline  companies  flew  as 
high.  Despite  strong  demand  and  steady 
capacity,  solid  gains  were  hard  to  come 
by.  Also  hurting  comparisons:  a  federal 
ticket  tax  that  had  lapsed  for  the  first 
eight  months  of  last  year  Northwest 
Airlines  Inc.  posted  the  biggest  decline 
with  earnings  of  $186.2  million  in  the 
quarter,  dowTi  33%-,  on  sales  up  1%-,  after 
jet  overhauls  raised  maintenance  costs. 

A  new-product  bonanza  helped  most 
drugmakers  post  a  strong  quaiter.  But 
it  wasn't  enough  to  offset  Eli  Lilly's 


$2.4  billion  write-off  of  its  $4.1  billion 
purchase  of  pharmacy  benefits  manager 
PCS  Health  Services  in  1994.  That  cut 
the  sector's  profits  by  40%,  even  as  sales 
climbed  9%.  The  telecommunications  in- 
dustry suffered  too.  Earnings  tumbled 
24%<  on  a  sales  increase  of  8%',  owing 
partly  to  a  $1.6  billion  charge  from  SBC 
Communications  Inc.  related  to  its 


1  ns; 


merger  with  Pacific  Telesis  Grou 
Long-distance  companies  at&t,  Sprii 
and  MCI  Communications  also  took  son 
heat,  as  smaller  nimbler  rivals  gTabb(  * 
share,  at&t's  earnings  fell  38%,  to  $91 
million,  on  sales  of  $13.2  billion,  up  2' 
"Telcos  are  having  a  hard  time  copii 
with  deregulation,"  says  Rosanne 
Cahn,  chief  economist  at  Cre(l)fil" 
Suisse  First  Boston.  "They  haven't  fi 
ured  out  that  they  can  still  cut  costs. 

They're  the  exception.  Most  of  CoJ*" 
porate  America  has  settled  into 
rhythm  of  slow  and  steady  profits.  Wh 
this  quarter's  numbers  may  not  add  i 
to  an  economic  sprint,  a  slower-pac(_ 
marathon  lasts  a  whole  lot  longer 

By  Jennifer  Reingold  in  New  Forf- 
ivith  bureau  repoHs  ^ 

USl 


IT'S  NOT  A  SUPERDOLLAR-YET 
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The  GeiTTian  mark  is  at  an  eight- 
year  low  against  the  dollar,  the 
Japanese  yen  continues  to  falter, 
and  some  investors  have  begim  to 
worry:  How  hard  will  the  rallying 
dollar  hurt  U.  S.  companies? 

Fears  of  a  painful  hit  are  probably 
unwaiTanted.  True,  the  dollar  has 
gained  20%-  against  the  currencies  of 
major  trading  partners  over  the  past 
two  years.  But  it's  trading  well  be- 
low levels  of  the  1985  "superdoUar" 
Most  economists  expect  it  to  stabihze 
near  current  levels — and  figiu'e  that 
is  manageable  for  U.  S.  companies. 
The  economic  backdrop  is  good,  with 
growth  healthy,  inflation  quiescent, 
and  unemployment  low.  Over  the 
past  decade,  American  companies  re- 
stiuctured  their  businesses  and  made 
huge  technological  investments,  so 
they  are  better  able  to  absorb  the 
impact  of  a  rising  dollar 
FEWER  FOREIGN  BUCKS.  "We're  in  a 
wonderfully  benign  economic  envi- 
ronment," says  Rudi  Dombusch,  an 
economist  at  Massachusetts  Institute 
of  Technology.  "The  stronger  dollar  is 
something  we  can  live  with." 

Today  the  dollar  buys  119  yen,  up 
from  88  two  years  ago,  but  well  be- 
low the  superdollar  level  of  265  yen. 
With  the  greenback  at  current  lev- 
els, imports  will  probably  expand 


13%  this  year  and  9%  the  next, 
according  to  economic  forecasters 
DRi/McGraw-Hill.  That  trend,  com 
bined  with  still  weak  demand  for 
U.  S.  exports  in  some  markets, 
could  cause  the  trade  deficit  to  in- 
crease to  about  $250  billion  next 
year,  from  $190  billion  this  year. 

U.  S.-based  pro- 
ducers that  face 
stiff  import  compe- 
tition, such  as  auto 
makers  and  capital 
goods  manufactur- 
ers, will  likely 


THE  RALLYING 
GREENBACK 


JULY '95 
A  INDEX:  1990=100 

DATA:  J,R  MORGAN 


move  to  match 
lower  foreign 
prices,  and  that 
could  hold  back 
profits.  Detroit 
manufacturers,  for 
instance,  may  have 
to  depend  more 
heavily  on  rebates 
to  sell  cars  against  the  Japanese. 

For  multinationals  operating  over- 
seas, a  stronger  dollar  means  that 
profits  earned  in  a  local  currency 
translate  back  into  fewer  dollars 
than  they  did  a  year  or  two  ago.  But 
good  overseas  earnings  gi'owth — 
17.5%  in  1995  and  15%  in  1996,  ac- 
cording to  the  Commerce  Dept. — 
suggests  multinationals  made  up  the 


MONTHLY  AVERAGE 

U.S.  DOLLAR'S  TRADE-WEIGHTED 
VALUE  AGAINST  18  CURRENCIES 


difference  with  higher  sales.  The  out- 
look is  less  certain:  In  the  first  quar- 
ter of  1997,  the  most  recent  period 
for  which  data  are  available,  over- 
seas earnings  on  an  annualized  basis 
dipped  to  $140  bilHon  from  $143  bil- 
lion in  the  previous  quarter'. 

But  one  quarter  does  not  a  trend 
make,  and  U.  S.  com- 
panies still  can  count 
on  a  number  of  fac- 
tors in  their  favor. 
Richard  D.  Rippe, 
chief  economist  at 
Prudential  Securities 
Inc.,  points  to  the 
companies'  effective 
hedging  against  cur- 
rency fluctuations  and 
efficiency  gains  in 
overseas  plants.  Rippe 
also  notes  that  the 
countries  where  U.  S. 
multinationals  earn 
the  most  are  Britain  and  Canada, 
both  of  which  have  currencies  that 
rallied  against  the  dollar  recently. 

The  strong  gi-eenback  may  turn 
out  to  be  a  "small  negative"  for  U.  S. 
multinationals,  says  Rippe.  Unless 
the  dollar  rockets  higher,  corporate 
America  should  be  able  to  withstand 
the  earnings  pressure. 

By  Karen  Pennar  in  New  York 
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vsary 


<  S:  Includes  all  sales  and 

t  operating  revenues.  For 
I     includes  all  operating 

;  ues. 

f  ITS:  Net  income  before 

X  3rdinary  items.  For  banks, 


profits  are  net  income  after 
security  gams  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  July  25,  1997,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 
most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 


APANY 


SALES 


2N0 


CHANGE 


PROFITS 


MARGINS 


2ND 


CHANGE 


RETURN  ON 
COMMON 
EQUITY 


12 

MONTHS' 


QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

PER 

$MIL 

% 

$MIL. 

% 

SMIL 

% 

SMIL 

% 

% 

% 

6-30 

7-25 

SHARE 

-INDUSTRY  COMPOSITE 

1394389.0 

8 

2765616.0 

9 

89306.1 

7 

178635.6 

13 

6.4 

6.5 

16.9 

23 

2.30 

lEROSPACE  &  DEFENSE 

USTRY  COMPOSITE 

30555.2 

15 

57588.1 

21 

1414.3 

0 

2712.2 

17 

4.6 

5.3 

17.2 

23 

3.14 

NG 

9289.0 

48 

16607.0 

57 

334.0 

-29 

711.0 

21 

3,6 

7.5 

10.9 

33 

1.77 

ERAL  DYNAMICS 

1032.0 

11 

1973.0 

8 

80.0 

19 

151.0 

14 

7.8 

7.2 

16.6 

18 

4.59 

'STREAM  AEROSPACE 

522.9 

115 

898.5 

96 

39.5 

326 

79.5 

418 

7.6 

3.8 

NM 

20 

1.41 

(HEED  MARTIN 

6898.0 

-3 

13572.0 

11 

308.0 

3 

598.0 

5 

4.5 

4.2 

21.5 

14 

7.03 

ONNELL  DOUGUS 

3554.0 

9 

6778.0 

6 

195.0 

4 

376.0 

-3 

5.5 

5.8 

23.0 

21 

3.67 

THROP  GRUMMAN 

2087.0 

-3 

4051.0 

8 

100.0 

16 

175.0 

19 

4.8 

4.0 

12.0 

25 

4.53 

R  (5) 

249.3 

22 

462.6 

20 

10.8 

162 

15.7 

262 

4.3 

2.0 

5.3 

34 

0.69 

DSTRAND 

440.0 

19 

829.0 

12 

43.0 

26 

78.0 

30 

9.8 

9.2 

24.3 

29 

2.18 

'ED  TECHNOLOGIES 

6483.0** 

7 

12417.0 

9 

304.0 

17 

528.0 

25 

4.7 

4.3 

22.6 

22 

3.87 

\UTOMOTIVE 

USTRY  COMPOSITE 


116081.6 


1  225892.6 


4  5898.6 


4  10685.7 


25 


5.1 


4.9 


21.6 


10 


4.54 


I  CARS  &  TRUCKS 


)UP  COMPOSITE 

102328.6 

1 

199066.0 

3 

5212.5 

2 

9579.4 

26 

5.1 

5.0 

23.8 

8 

5.32 

YSLER 

13793,0 

-10 

29359,0 

-1 

483,0 

-53 

1512.0 

-26 

3.5 

6.8 

27.6 

8 

4.48 

3  MOTOR 

40265.0 

3 

76467.0 

3 

2530,0 

33 

3999.0 

56 

6.3 

4,9 

21.4 

8 

4.90 

ERAL  MOTORS 

45146.0 

1 

87387.0 

4 

2098.0 

0 

3894.0 

34 

4,6 

4.7 

25.7 

8 

7.47 

ISTAR  INTERNATIONAL  (2) 

1536.0 

5 

2821,0 

-2 

30.0 

15 

45.0 

-6 

2,0 

1.8 

4,6 

45 

0.44 

CAR 

1588.7** 

54 

3032.1 

47 

71.5 

38 

129.4 

48 

4,5 

5,0 

17,5 

16 

3.12 

PARTS  &  EQUIPMENT 

)UP  COMPOSITE 

9973.5 

8 

19434.5 

10 

462.4 

42 

687.0 

23 

4.6 

3.5 

12.2 

22 

1.86 

IN  INDUSTRIES 

632.5 

8 

1196.5 

9 

21.1 

50 

34.1 

71 

3.3 

2.4 

13,5 

12 

2.68 

G-WARNER  AUTOMOTIVE 

449,7 

18 

893,2 

22 

29,6 

36 

54.4 

60 

6.6 

5.7 

9.7 

21 

2.63 

1MINS  ENGINE 

1396.0 

6 

2700.0 

3 

53.0 

20 

94.0 

1 

3.8 

3.3 

12,7 

19 

4.15 

A 

2216,3 

7 

4467.5 

9 

93.8 

3 

186.4 

10 

4.2 

4,4 

20,3 

13 

3.13 

ROIT  DIESEL 

557,4 

13 

1077.1 

11 

7.4 

NM 

13.8 

NM 

1.3 

NM 

7,7 

25 

1.04 

LIN  (4) 

931,2 

10 

1773,4 

12 

33.5 

-23 

57.1 

-15 

3.6 

5,1 

12,8 

17 

2,20 

EL  INDUSTRIES 

264.5 

-4 

515.7 

21 

9.1 

13 

15.4 

19 

3.4 

2,9 

13,9 

10 

2.01 

ERAL-MOGUL 

481.8 

-10 

967.4 

-9 

28.5 

80 

42.4 

61 

5.9 

2.9 

-87.3 

NM 

-5.80 

CORP  (1) 

403.5 

7 

731.5 

-2 

84.1 

496 

95,2 

NM 

20,8 

3,7 

101,2 

7 

3.94 

ES  WHEELS  INTERNATIONAL  (11) 

250.2 

60 

472,6 

58 

3.8 

-38 

-63.0 

NM 

1,5 

3.9 

NM 

NM 

-2.91 

R 

1839.3 

14 

3563,3 

18 

61.1 

22 

103.0 

36 

3.3 

3.1 

16,2 

18 

2.63 

)INE  MFG.  (9) 

256.9 

3 

500.3 

2 

18.2 

11 

34.5 

14 

7.1 

6.6 

16.6 

14 

2.16 

NOARD  PRODUCTS  (6) 

294.3 

-3 

576.0 

-1 

19.3 

24 

19.8 

-13 

6.6 

5.1 

10,8 

16 

1.64 

TIRE  &  RUBBER 

DUP  COMPOSITE 

3779.5 

1 

7392.2 

1 

223.7 

5 

419.3 

8 

5.9 

5.7 

5.6 

50 

1.00 

iPER  TIRE  &  RUBBER 

464,0 

16 

843.5 

8 

31.5 

25 

56.7 

17 

6.8 

6.3 

14.9 

17 

1.43 

DYEAR  TIRE  &  RUBBER 

3315,5 

0 

6548.7 

0 

192.2 

2 

362.6 

7 

5.8 

5.6 

3.6 

82 

0.78 

■  Tid  quarter  ended  May  31,  (2)  Second  quarter  ended  Apr,  30  (3)  Third  quarter  and  most  recent  six  months  ended  June  30  (4)  Third  quarter  and  most  recent  six  months  ended  May  31.  (5)  Third  quarter  and  most 
,t  ,i<  months  ended  Apr.  30,  (6)  Fourth  quarter  and  most  recent  six  months  ended  June  30.  (7)  Fourth  quarter  and  most  recent  six  months  ended  May  31,  (8)  Fourth  quarter  and  most  recent  six  months  ended  Apr,  30 
list  quarter  and  most  recent  six  months  ended  June  30,  (10)  First  quarter  and  most  recent  six  months  ended  May  31,  (11)  First  quarter  and  most  recent  six  months  ended  Apr,  30  'Sales  include  excise  taxes,  '*Sales 
de  other  income,  "*Sales  include  excise  taxes  and  other  income  IRevenues  from  maior  subsidiaries  not  included  in  consolidated  sales.  Earnings  per  share  are  tor  latest  12  months,  not  necessarily  for  end  of  most  recent 
'  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items,  NA  =  not  available.  NM  =  not  meaningful,  DATA:  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 
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COMPANY 


SALES 
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MARGINS 


RETURN  ON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MOW 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARN 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

PE 

$Mll 

% 

$MIL, 

% 

$MIL 

% 

$Mll 

% 

% 

% 

6-30 

7-25 

SH/l 

3  BANKS  

INDUSTRY  COMPOSITE 
(A)  BANKS  -  EAST 


76977.1 


8  151074.6 


8  9735.4 


2    19747,9       15      12.6  13.4 


16.2 


18 


3.£ 


GROUP  COMPOSITE 

34553.9 

9 

67760.6 

8 

4191.9 

6 

8333.7 

25 

12.1 

12.5 

17.9 

16 

4. 

BANK  OF  NEW  YORK 

1401.0 

-20 

2743.0 

-12 

269.0 

-3 

534.0 

3 

19.2 

15.8 

20.8 

18 

2. 

BANKBOSTON 

1657.5" 

5 

3262.3 

5 

212.0 

-1 

418.8 

14 

12.8 

13.5 

15.3 

18 

4. 

BANKERS  TRUST  NEW  YORK 

2664.0 

18 

5177.0 

13 

181.0 

20 

350.0 

21 

6,8 

5.7 

13.8 

13 

7. 

CHASE  MANHAHAN 

7491.0 

11 

14715.0 

8 

925.0 

8 

1852.0 

141 

12.3 

12.7 

17.7 

14 

7. 

CITICORP 

8589.0 

7 

16838.0 

6 

1024.0 

8 

2019.0 

8 

11.9 

11.9 

20.1 

16 

7. 

FLEET  FINANCIAL  GROUP 

2140.0** 

8 

4104.0 

8 

328.0 

18 

639,0 

18 

15.3 

14.1 

18.7 

15 

4. 

MBNA 

1130.1** 

48 

2178.0 

47 

138.4 

34 

262.4 

34 

12.3 

13.5 

30.7 

29 

1. 

MELLON  BANK 

1224.0** 

6 

2427.0 

4 

190.0 

6 

381.0 

6 

15.5 

15.6 

20.5 

18 

2. 

MORGAN  (J.  P.) 

4325.0 

10 

8600.0 

10 

374.0 

-15 

798.0 

-9 

8,6 

11.2 

13.7 

15 

7. 

PNC  BANK 

1690.6 

7 

3357,8 

6 

259.1 

4 

525.4 

8 

15,3 

15,7 

18.9 

14 

3. 

REPUBLIC  NEW  YORK 

925.0** 

13 

1798.9 

13 

110.5 

7 

220.7 

9 

11,9 

12.6 

14.6 

15 

STATE  STREET 

829.0** 

25 

1601.0 

21 

92.0 

29 

178.0 

26 

11,1 

10.8 

19.0 

25 

2. 

SUMMIT  BANCORP 

487.7 

9 

958.7 

7 

88.9 

18 

155.4 

112 

18.2 

16.8 

14.8 

18 

3. 

(B)  BANKS  -  MIDWEST 

GROUP  COMPOSITE 


16232.9 


31858.6 


1977.0 


-15  4309.7 


-3 

-51 


17 

-19 


12.2  15.0 


17.4 


18 


BANC  ONE 
COMERICA 

FIFTH  THIRD  BANCORP 
FIRST  BANK  SYSTEM 


3190,3 
784,8 
475,0 
911,8* 


11 
3 
9 
-11 


6321,6 
1541.4 
936.3 
1793.8 


9 
-1 
11 
-13 


15.8 
129.7 

96.1 
178.3 


-96 
10 
15 

-30 


397,7 
253,5 
190,6 
350.1 


0.5 
16.5 
20.2 
19.5 


13.7 
15.5 
19.1 
24.8 


13.4 
17.3 
18.1 
21.9 


21 
19 
27 
18 


FIRST  CHICAGO  NBD 
FIRST  OF  AMERICA  BANK 
FIRSTAR 

HUNTINGTON  BANCSHARES 


2504.0 
510.0* 
453.9* 
498,7 


-2 
0 
4 

13 


4917,0 
1035,6 
914.8 
969.7 


-5 
0 
2 

10 


378.0 
73.2 
72.7 
72.5 


5 
17 

4 
11 


758.0 
152.6 
144.5 
139,0 


25 
35 
9 


15.1 
14.3 
15.7 
14.5 


14.1 
12.2 
15.7 
14.7 


17.9 
16,6 
18.7 
17,4 


15 
17 
17 
17 


KEYCORP 

MERCANTILE  BANCORPORATION 
NATIONAL  CITY 
NORTHERN  TRUST 


1583,0 
499.1 

1252.3* 
555.0* 


6 
5 
5 
15 


3097,0 
985.7 
2441,6 
1064,3 


4 
7 
3 
11 


223,0 
32,2 

198,3 
75.4 


3 

-59 


19 


435.0 
107.2 
394.4 
147.1 


2 
13 
10 
18 


14.1 
6.4 
15.8 
13.6 


14.5 
16.5 
15.3 
13.2 


17.0 
13.8 
17.8 
18.7 


17 
21 
17 
22 


1^ 


NORWEST 

OLD  KENT  FINANCIAL 
STAR  BANC 


2417.9* 
337.7* 
249.4 


9 
18 
12 


4709,9 
642,8 
487,1 


10 
14 
10 


331,4 
52,8 
47,6 


16 
41 

20 


653.3 
93.8 
92.9 


17 
22 
19 


13.7 
15.6 
19.1 


12.9 
13.1 
17.8 


20.5 
17.5 
20.5 


19 
17 
23 


(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE  15317.6 


15  30048.0 


13  2238.3 


16  4365.4 


23 


14.6  14.5 


15.0 


19 


BARNEH  BANKS 
BB&T 

CRESTAR  FINANCIAL 
FIRST  AMERICAN 


1038.7* 
531.7 
435.2 
246.5* 


9 
13 

0 
20 


2000.4 
1033.0 
871.6 
489.5 


4 
11 
1 

20 


157.0 
86.0 
75.8 
35.3 


13 
13 
13 
14 


302.7 
169.1 
147.6 
69.4 


5 
14 
12 
14 


15.1 
16.2 
17.4 

14.3 


14.7 
16.2 
15.3 
15.0 


NA 
17.4 
13,4 
15,3 


18 
18 
21 
18 


FIRST  TENNESSEE  NATIONAL 
FIRST  UNION 
NATIONSBANK 
POPULAR 


384.1 
3314.0 
5303.0 

415.2 


11 

22 
16 


745.5 
6485.0 
10486.0 
803.8 


5 
11 
19 
13 


46.4 
485.0 
752.0 

51.1 


9 
10 
26 
11 


84.9 
955.0 
1471.0 
100.6 


6 
40 
32 
10 


12.1 
14.6 
14.4 
12.3 


11.9 
14.7 
13.9 
12.8 


22,0 
17,7 
13.2 
15.9 


18 
15 
16 
15 


REGIONS  FINANCIAL 
SOUTHTRUST 
SUNTRUST  BANKS 
UNION  PLANTERS 
WACHOVIA 


467.9* 
622.2* 

1126.5* 
347.3* 

1085.3 


17 
24 
13 
-1 
10 


916.9 
1194.9 
2215.4 

595.7 
2110.3 


17 
23 
11 
0 


73.4 
75.4 

165.4 
59.9 

165.6 


19 
19 

9 
23 

4 


143,7 
146,3 
326.5 
119.0 
328.7 


26 
21 


24 
6 


15.7 
12.1 
14.7 
17.2 
15.3 


15.3 
12.6 
15.2 
13.9 
16.1 


15.0 
15.0 
13.3 
12.6 
18.1 


17 
16 
21 
23 
16 


1,9 
2.8 


(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE  10872.8 


21407.4 


11  1328.2 


2739.2 


12.2  12.6 


12.6 


20 


BANKAMERICA 

FIRST  SECURITY 

PACIFIC  CENTURY  FINANCIAL 


5801.0 
359.8* 
305.2 


7  11426.0 
14  698,7 
7  600,7 


6 
14 
9 


799,0 
49,0 
35.6 


11 
14 
3 


1579.0 
97.0 
71.1 


9 
22 
6 


13.8 
13.6 
11.7 


13,3 
13,6 
12,1 


15.2 
17.5 
12.9 


18 
16 
15 


U.S.  BANCORP 
UNIONBANCAL 
WELLS  FARGO 


827  7 
617,1 
2962.0 


7 
6 
-6 


1610,7 
1218,3 
5853.0 


6  125.6 
4  91.0 
24  228.0 


-1 
117 
-37 


247.1 
178.0 
567,0 


3 
46 
-10 


15,2 
14,8 
7,7 


16,4 
7,2 
11,6 


18,0 
12,3 
7,3 


21 
15 
27 


3.1 


4  CHEMICALS 


INDUSTRY  COMPOSITE 

39993.7 

5 

77879.3 

4 

3599.7 

9 

6669.2 

5 

9.0 

8.6 

22.3 

19 

2.6( 

AIR  PRODUCTS  &  CHEMICALS  (3) 

1150.3 

15 

2303.4 

15 

116.0 

18 

222.0 

-5 

10.1 

9.8 

16.3 

23 

"3-7 

ARCO  CHEMICAL 

956.0 

0 

1985.0 

2 

35.0 

-57 

83,0 

-56 

3.7 

8.4 

12.5 

18 

2.5: 

CABOT  (3) 

398.6 

-13 

830.6 

-12 

28.7 

-20 

58,1 

-26 

7.2 

7.8 

21.4 

13 

2.1 

CROMPTON  &  KNOWLES 

494.1 

5 

968,0 

4 

31.8 

30 

58.4 

28 

6.4 

5.2 

NM 

NM 

-0.1 

CYTEC  INDUSTRIES 

315.5 

-1 

622.0 

0 

27.8 

9 

54.7 

14 

8.8 

8.0 

33,4 

18 

DOW  CHEMICAL 

5366.0** 

4 

10358.0 

2 

572.0 

5 

1026.0 

0 

10.7 

10.6 

25,4 

11 

7.9' 

DUPONT 

11402.0*** 

2 

22613.0 

3 

1140.0 

14 

2160.0 

15 

10,0 

9.0 

35,4 

19 

3,4 

EASTMAN  CHEMICAL 

1208.0 

-3 

2379.0 

-5 

90.0 

-20 

162.0 

-28 

7,5 

9,0 

18,3 

14 

4.0; 

ENGELHARD 

896.7** 

14 

1780.9 

14 

44.2 

10 

81.8 

13 

4,9 

5,1 

18,8 

19 

-Tr 

ETHYL 

269.3 

-10 

535.0 

-1 

21.9 

9 

42.5 

9 

8,1 

6,7 

21,9 

11 

0,8 

FERRO 

363.0 

5 

705.2 

2 

-83.9 

NM 

-68.8 

NM 

NM 

4,2 

-13.5 

NM 

-1.7. 

FULLER  (H.B.Xl) 

328.9 

3 

633.0 

1 

11.1 

32 

16.9 

53 

3.4 

2.6 

15.0 

13 

3.6{ 
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2ND  CHANGE  6  CHANGE         2ND  CHANGE  6  CHANGE  2ND  2ND         EQUITY       PRICE-  MONTHS' 

QUARTER  FROM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1997  1996  1997  1996          1997          1996  1997  1996  1997  1996         ENDING        RATIO  PER 

$MIL  %  SMIL  %           SMIL           %  SMIL  %  %  %  6-30  7-25  SHARE 


5  333.0  7  634.0  14  6.1  -40  8.4  87  1.8  3.2  7.3  28  0.68 

G  GIAGULF  258.2  12  497.4  13  20.6  7  32.6  -7  8.0  8.3  386.1  14  1.99 

3  RICH(B.  F.)  578.1  14  1127.5  12  52.4  110  73.3  59  9.1  4.9  11.6  18  2.46 

fj  T  LAKES  CHEMICAL  549.9  -8  1043.4  -8  62.4  -20  115.3  -20  11.3  13.1  15.8  13  3.62 


H  IA(M.A.)                                     555.4  3  1083.0  5  17.1  9  32.3  11  3.1  2.9  12.3  19  1.38 

H  ULES                                          502.0  -8  997.0  -5  75.2  -15  183.2  11  15.0  16.2  37.3  16  3.33 

II  JLOBAL                                       1048.2  10  1713.0  2  88.3  33  127.4  119  8.4  7.0  13.8  16  2.16 

II  (NATIONAL  FLAVORS  &  FRAGRANCES    381.5  2  764.3  1  63.3  113  126.6  32  16.5  7.9  21.4  26  2.01 


i   IZOL  433.5  3  822.5  -1  46.9  23  85.8  -22  10.8  9.0  18.1  17  2.49 

r  DELL  PETROCHEMICAL  789.0  29  1544.0  30  93.0  520  133.0  241  11.8  2.4  41.7  9  2.76 

1^  "iNNIUM  CHEMICALS  813.0  4  1607.0  6  82.0  NM  102.0  10  10.1  NM  10.7  11  1.96 

h  SANTO  2852.0  11  5426.0  11  324.0  -11  598.0  -4  11.4  14.2  8.8  86  0.58 


TON  INTERNATIONAL  (6)  634.7**  19  1661.7  9  53.5  150  162.8  26  8.4  4.0  12.1  23  1.48 

N  DUSTRIES  252.8  -4  492.3  -2  2.3  -81  -33.5  NM  0.9  4.5  NM  NM  -0.93 

0  632.4  -10  1223.6  -12  38.6  -24  80.4  -21  6.1  7.2  28.1  8  5.10 

p  AIR  1178.0  8  2336.0  7  107.0  32  209.0  113  _9_1  7.4  19.1  23  2.40 

S  r&'HAAS  r089.0  3  2075.0  1  117.0  16  221.0  10  10.7  9.6  22.9  16  5.94 

S  ILMAN(A.)(4)  259.2  2  500.4  3  13.7  13  23.5  19  5.3  4.8  12.5  18  1.32 

5  TS(3)  299.0**  21  645.2  29  21.2  179  49.1  170  7.1  3.1  9.8  45  0.61 

S  L!NG  CHEMICALS  HOLDINGS  (3)  239.2  10  479.0  17  -5.5  NM  -13.3  NM  NM  7.5  NM  NM  -1.96 


T  A  INDUSTRIES  1221.9**       13         1655.5        12         89.8         26  93.7         4         7.4       6.6        20.0         7  1.84 

t  N  CARBIDE  1666.0  7         3304.0  8       191.0         10        348.0         5       11.5      11.1        27.5        12  4.47 

V:  .MAN  279.2  -2  534.3        -9  5,3       -55  14.0      -40         1.9       4.1  2.7        38  0.55 

!  ONGLOMERATES  

I  JSTRY  COMPOSITE  44274.1         12      85102.2        11    3282.1        11      5890.1        9        7.4      7.5       20.6       28  2.14 


A  SHENYTELEDYNE  957.1  -4  1915.0  -5  87.0  44  150.4  6  9.1  6.1  24.5  24  1.27 

*  DSIGNAL  3578.0  7  6905.0  -3  305.0  12  564.0  13  8.5  8.1  25.9  24  3.85 

*  TER  INTERNATIONAL  682.6  12  1341.3  14  10.4  28  21.5  17  1.5  1.3  9.4  22  0.82 
D  GROUP  (11)  364.5  133  550.1  55  1.2  NM  -13.5  NM  0.3  NM  -12.5  NM  -7.89 


e  RAL  ELECTRIC  21997.0**  15  42154.0  17  2162.0  13  3839.0  12  9.8  10.0  25.3  31  2.34 

I-  :OURT  GENERAL  (2)  880.0**  4  1648.7  7  3.1  -71  17.7  -34  0.4  1.2  18.1  19  2.51 

II  OFFICE  SOLUTIONS  (3)  1316.3  24  2594.2  25  30.1  -31  44.7  -47  2.3  4.1  9.5  33  0.86 

I  MDUSTRIES  2250.9  0  4417.5  -1  82.6  21  126.9  18  3.7  3.0  28.8  13  2.00 


f  i'.i  275.3  -1  509.3  -1  -22.2  NM  5.5  -92  NM  14.6  9.4  39  0.63 

F  WAY  339.2  25  640.4  21  16.6  32  28.9  -37  4.9  4.6  12.3  21  2.68 

F  flARK  INTERNATIONAL  594.4  5  1140.0  4  28.3  NM  49.1  NM  4.8  NM  12.7  17  1.69 

F  ;WELL  INTERNATIONAL  (3)  1929.0  2  3828.0  4  131.0  -10  286.0  7  6.8  7.7  10.0  27  2.36 


1  lECO  1892.0  12         3521.0  9       104.0       -12        180.0         1         5.5       7.0  8.6       37  1.29 

7  RON  2667.0**       12         5218.0        13       145.0         16        270.0       15         5.4       5.2        15.1        23  3.03 

i  2852,0  11         5512.0  8       135.0         16        254.0        16         4.7       4.5  9.9        34  1.72 


V  II  280.2  -2  545.5  0  2.6       -53        -20.5      NM         0.9       1.9       -10.4       NM  -0.26 

V  614.9  8         1184.7  8         26.7       196  37.2      113         4.3       1.6        19.7        35  0.53 

V  'MAN  803.6  4         1477.7  3         33.7       -19  49.2      -15         4.2       5.4        21.2        20  1.25 


(  :ONSUIVIER  PRODUCTS  

I  JSTRY  COMPOSITE  75374.3  5    146764.0         5    6761.6        21    12821.4       19        9.0      7.8       26.6       29  2.01 


{  WPAREL 

C  UP  COMPOSITE  7073.9         12      14300.4        15      341.1  7       790.4       29        4.8      5.0       19.7       21  2.54 


t  VN  GROUP  (11)  391.8**  10  750.8  7  1.5  193  2.9  -32  0.4  0.1  9.2  14  1.21 

1  S  APPAREL  GROUP  263.0**  36  581.0  28  19.3  45  48.8  45  7.3  6.9  23.5  30  1.77 

r  WOOD  (8)  448.3  9  764.1  9  15.3  47  17.3  107  3.4  2.5  10.8  18  1.78 

I  LAIBORNE  537.9  7  1134.5  7  28.9  28  71.1  21  5.4  4.5  15.4  21  2.35 


(    (/)  2373.9  24         4797.6        37       155.8  0        392.9       35         6.6       8.1        25.2        23  2.68 

►    WEST  GROUP  (11)  405.1  14  787.8        12         17.5         17  25.0      NM         4.3       4.2        22.7        17  2.35 

F  LIPS-VAN  HEUSEN  (11)  285.9  4  556.8  1         -4.5        NM  3.4      NM         NM       NM  7.2        19  0.76 


F  ;0K  INTERNATIONAL  841.1  3         1771.1  3         20.3  3  60.5      -11         2.4       2.4        31.7        24  2.13 

f  >ELL  270.3  -7  528.4        -4  8.1       -50  19.4      -31         3.0       5.6        10.9        15  1.91 

\  1255.5  3         2518.3  6         78.9         13        149.1        19         6.3       5.7        16,3        17  5.00 


{  IXPPLIANCES  &  HOME  FURNISHINGS 

{  UP  COMPOSITE  11039.1  3      23012.1         2      300.1        47       616.2       37        2.7       1.9         6.6       46  0.77 


(  STRONG  WORLD  INDUSTRIES  577.4  3  1095,7  3  58.9  92  104,4  56  10,2  5,4  25.9  15  4.87 

i  r  BUY  (10)  1506.5  -2  3954,1  -6  -2.6  NM  5.9  -71  NM  0.0  -0.3  NM  -0.02 

1  UIT  CITY  STORES  (10)  1856.9  15  4274.5  11  12.5  -25  80.7  -18  0.7  1.0  8.1  31  1.18 

f  ^ITURE  BRANDS  INTERNATIONAL  444.2  6  894.0  6  16.5  42  33.6  49  3.7  2,8  23,4  20  1.02 


1  :G-MEYERS  (10)  565.3**  58  1044.5  50  13.8  11  24.3  59  2.4  3,5  5.4  22  0.80 

I  -BOY  (8)  287.5  8  532.0  8  15.5  11  25.4  17  5.4  5.3  12.6  15  2.50 

I  ;ETT&PLATT  721.2  15  1394.4  15  52,0  95  100,4  55  7,2  4,3  19,3  22  2,02 

F  TAG  814,5  8  1607,0  8  43,8  -1  82,3  36  5,4  5,9  25.0  18  1.62 


!  BEAM                                           287,6  13  541,1  12  26,2  837  46.8  398  9,1  1,1  -34.9  NM  -1.94 

1  3Y  1146,0  -15  2437.7  -13  28,7  209  54.3  128  2.5  0.7  -6,0  NM  -1,12 

1  )!.')                                            352.2  22  561,2  12  19,0  13  21.5  -15  5,4  5,8  14.3  14  2.52 

\  RLPOOL  2117.0**  -7  4155,0  -4  65.0  25  111.0  23  3,1  2,3  9,3  20  2,36 

;  TH  ELECTRONICS                            261.8**  -7  520,9  0  -49,3  NM  -74.5  NM  NM  NM  NM  NM  -2,78 
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COMPANY  SALES  PROFITS 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

bUIVIivlUIN 

EQUITY 

PRICE- 

MO 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EAR 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

$MIL, 

% 

$MiL 

% 

$MIL 

% 

$MIL. 

% 

% 

% 

6-30 

7-25 

St 

GROUP  COMPOSITE 

19877.4 

4 

36375.1 

4 

2563.0 

21 

4257.2 

20 

12.9 

11.1 

33.4 

40 

1. 

ANHEUSER-BUSCH 

2994.3 

1 

5457.2 

2 

381.2 

8 

638.9 

2 

12.7 

11.9 

28.4 

19 

2. 

BROWN-FORMAN  (8) 

369.3 

1 

762.5 

2 

39.7 

9 

81.3 

9 

10.8 

10.0 

23.4 

20 

2. 

CANANDAIGUA  WINE  (10) 

306.0 

11 

567.6 

12 

10.0 

18 

16.0 

-14 

3.3 

3.1 

8.0 

25 

1. 

COCA-COLA 

5075.0 

-4 

9213.0 

-3 

1314.0 

25 

2301.0 

31 

25.9 

19.9 

61.2 

43 

1. 

COCA-COLA  ENTERPRISES 

2905.0 

44 

5046.0 

40 

111,0 

88 

78.0 

18 

3.8 

2.9 

8.2 

92 

0. 

COORS  (ADOLPH) 

520.8 

3 

919.8 

5 

51.0 

114 

59.1 

184 

9.8 

4.7 

11.6 

14 

2. 

PEPSICO 

7707.0 

0 

14409.0 

1 

656.0 

13 

1083.0 

11 

8.5 

7.6 

19.0 

47 

0. 

(D)  PERSONAL  CARE 


GROUP  COMPOSITE 

17311.1 

5 

33768.1 

5 

1357.2 

13 

2835.2 

15 

7.8 

7.3 

28.1 

36 

2. 

ALBERTO-CULVER  (3) 

456.2 

10 

895.8 

10 

19.2 

17 

37.0 

20 

4.2 

4,0 

17.2 

19 

1. 

AVON  PRODUCTS 

1225.0 

9 

2312.6 

8 

95.2 

11 

136,5 

11 

7.8 

7.6 

156.7 

30 

2, 

CLOROX  (6) 

762.5 

13 

1411.7 

15 

74  4 

13 

140.0 

12 

9.8 

9.8 

24,1 

28 

4. 

COLGATE-PALMOLIVE 

2300.9 

6 

4448.0 

5 

175.8 

18 

345.4 

18 

7.6 

6.9 

33.3 

34 

2. 

DIAL 

349.3 

-1 

665.5 

-6 

20.4 

6 

38.7 

0 

5.8 

5.5 

19.3 

54 

O.f 

ECOLAB 

411.8 

10 

785.6 

11 

32.9 

19 

59.1 

25 

8.0 

7.4 

24.4 

24 

1.1 

GILLEHE 

2285.2 

1 

4465,2 

3 

318.9 

15 

602.6 

15 

14.0 

12.2 

21.7 

55 

l.| 

PROCTER  &  GAMBLE  (6) 

8948.0 

4 

17719,0 

3 

611.0 

10 

1492.0 

14 

5.8 

6.5 

26.9 

32 

4.1 

REVLON 

572.2 

10 

1064,7 

8 

9.4 

527 

-15.1 

NM 

1.6 

0.3 

NM 

72 

O.K 

(E)  TOBACCO 

GROUP  COMPOSITE 

20072.8 

3 

39308.4 

3 

2200.2 

24 

4322.4 

18 

11.0 

9.1 

29.6 

16 

^'V 

FORTUNE  BRANDS 

1131.7 

4 

2154,8 

5 

4.3 

-92 

39,3 

-55 

0,4 

5.1 

7.7 

21 

l.S 

PHILIP  MORRIS 

14290.0 

4 

28383,0 

3 

1836.0 

13 

3609,0 

13 

12.8 

11.8 

46.6 

16 

2.S 

RJR  NABISCO  HOLDINGS 

4286.0 

2 

8065,0 

0 

243.0 

NM 

455,0 

157 

5,7 

NM 

8.9 

12 

2.A^ 

UST 

365.1* 

4 

705,6 

4 

116.9 

-2 

218,1 

-3 

32.0 

34.0 

152.9 

12 

2M 

7  CONTAINERS  &  PACKAGING  1 

INDUSTRY  COMPOSITE 

8901.3 

4 

16922.4 

5 

238.1 

-26 

313.2 

-48 

2.7 

3.7 

7.7 

40 

O.i 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE 

4512.4 

6 

8285.2 

11 

253.7 

31 

365.3 

35 

5.6 

4.6 

13.7 

21 

l.S 

BALL 

643.7 

7 

1123.5 

6 

20.8 

56 

27.8 

38 

3,2 

2.2 

3,3 

50 

o.f 

CROWN  CORK  &  SEAL 

2286.6 

-3 

4223.9 

8 

132.0 

27 

171.0 

26 

5,8 

4.4 

9,9 

22 

2.; 

OWENS-ILLINOIS 

1224.5 

27 

2280.8 

22 

86.9 

30 

141.5 

33 

7,1 

5.9 

30.6 

17 

l.f 

SILGAN  HOLDINGS 

357,6 

9 

657.0 

8 

14.0 

47 

25.0 

159 

3,9 

2.9 

NM 

19 

2.( 

(B)  PAPER 

GROUP  COMPOSITE 

4388.9 

1 

8637.2 

-1 

-15.6 

NM 

-52.2 

NM 

NM 

2.9 

1.1 

NM 

0.1 

BEMIS 

481.3 

17 

956.8 

20 

28.0 

11 

47.9 

2 

5.8 

6,1 

16.8 

23 

1,? 

JEFFERSON  SMURFIT 

785.0 

-7 

1563.0 

-11 

-4.0 

NM 

-11,0 

NM 

NM 

3,2 

NM 

80 

ROCK-TENN  (3) 

300.3 

39 

575.7 

33 

6.2 

-54 

-1,0 

NM 

2.1 

6,3 

5.7 

29 

SONOCO  PRODUCTS 

714.2 

4 

1401,8 

3 

46.0 

-2 

87.3 

-3 

6.4 

6,8 

19.9 

18 

STONE  CONTAINER 

1200.2 

-6 

2381,1 

-9 

-107.4 

NM 

-204.1 

NM 

NM 

NM 

-64.1 

NM 

TEMPLE-INLAND 

907.9 

3 

1758,8 

0 

15.6 

-56 

28,8 

-65 

1.7 

4,0 

4.0 

46 

8  DISCOUNT  &  FASHION  RETAILING  1 

INDUSTRY  COMPOSITE 

110745.0 

13 

244919.7 

11 

2138.6 

19 

7009.8 

41 

1.9 

1.8 

13.3 

27 

1.3 

AMES  DEPARTMENT  STORES  (11) 

432.6** 

-1 

1139,6 

3 

-5.9 

NM 

14.8 

250 

NM 

NM 

19.0 

14 

0.£ 

AUTOZONE  (4) 

637.9 

22 

1175,9 

24 

46.1 

23 

75.5 

16 

7.2 

7,2 

18.3 

24 

1,1 

BARNES  &  NOBLE  (11) 

595.7 

17 

1478,2 

20 

-3.9 

NM 

58.1 

NM 

NM 

NM 

11.6 

32 

1.5 

BJ'S  WHOLESALE  CLUB  (11) 

678.9 

9 

1547,9 

12 

7.1 

31 

32.9 

23 

1.0 

0,9 

19.6 

NA 

BORDERS  GROUP  (11) 

463.6 

15 

1190,6 

11 

0,4 

NM 

56.7 

NM 

0,1 

NM 

12.1 

34 

0.7 

BRAOLEES (11) 

269.5" 

-21 

722.4 

-21 

-32,0 

NM 

-91.1 

NM 

NM 

NM 

NM 

NM 

-17.2 

BRYLANE  (11) 

328.8 

118 

567.1 

79 

9,6 

104 

15.7 

12 

2.9 

3,1 

NA 

NA 

N 

CALDOR  (11) 

525.6 

-8 

1368.7 

-9 

-36,3 

NM 

-102.0 

NM 

NM 

NM 

NM 

NM 

-10.4 

CARSON  PIRIE  scon  (11) 

258.1** 

9 

633.0 

5 

2,6 

-73 

31.1 

-5 

1.0 

4,1 

9.1 

17 

1.9 

COLE  NATIONAL  (11) 

249,5 

75 

490.5 

54 

2,4 

150 

-32.5 

NM 

1.0 

0.7 

NM 

NM 

-2.1 

CONSOLIDATED  STORES  (11) 

594.9 

85 

1790,6 

118 

-7,3 

NM 

102.5 

110 

NM 

1.8 

14.6 

34 

1,1 

CORPORATE  EXPRESS  (10) 

913.3 

40 

1814,0 

51 

10,0 

-17 

17.2 

NM 

1.1 

1.9 

6.0 

41 

0.3 

COSTCO  (4) 

4836.2** 

12 

10075,1 

12 

66,3 

61 

163.7 

45 

1.4 

1.0 

12.2 

24 

DAYTON  HUDSON  (11) 

5889.0** 

9 

14056,0 

5 

126.0 

207 

341.0 

27 

2.1 

0.8 

13.9 

24 

DILLARD'S  (11) 

1562.6** 

4 

3542,8 

2 

58.3 

3 

169.3 

98 

3,7 

3.8 

8,9 

18 

DOLLAR  GENERAL  (11) 

520.0 

14 

1195,2 

18 

19.3 

28 

70.8 

32 

3,7 

3.3 

22.5 

41 

FAMILY  DOLLAR  STORES  (4) 

498.4 

16 

1028,7 

17 

23.1 

23 

43.1 

24 

4.6 

4.4 

14.5 

25 

0,8 

FEDERATED  DEPARTMENT  STORES  (11) 

3409.1** 

3 

8444,0 

-1 

24.1 

NM 

313.3 

51 

0.7 

NM 

7.0 

25 

1.5 

FINGERHUT 

396.2 

3 

746,2 

0 

9.9 

362 

12.5 

NM 

2.5 

0.6 

8.5 

19 

1,0 

FOOTSTAR 

426.0 

2 

802,9 

6 

15.1 

-32 

20.1 

-29 

3.5 

5.3 

17.0 

13 

2.0 

GAP  ( ;  i ' 

1231.2 

11 

2899.1 

10 

84.3 

3 

255.5 

8 

6.8 

7,3 

28.1 

25 

1.6 

HECHING'R(ll) 

508.0 

-10 

945.5 

-11 

-13.5 

NM 

-34.9 

NM 

NM 

NM 

-9.0 

NM 

-0,7 

KILLS  STCES  (11) 

353.5 

-5 

1012.2 

-5 

-9.8 

NM 

-12.7 

NM 

NM 

NM 

-12.0 

NM 

-2.5 

;  i-iOMEDEPC^dl) 

5557.3 

30 

10615.8 

31 

258.8 

33 

510.0 

34 

4,6 

4.5 

16.1 

34 

1.3 
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23 
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5 
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1.1 

10.7 

22 
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U.S.  OFFICE  PRODUCTS  (8) 

790.0 

61 

1546.7 

63 

12.9 

104 

23.7 

19 

1.6 

1.3 

6.4 

30 

0.9 

VALUE  CITY  DEPARTMENT  STORES  (5) 

238.7 

13 

567.2 

11 

-4.9 

NM 

8.1 

-53 

NM 

0.4 
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16 

O.E 

VENTURE  STORES  (11) 
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NM 
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12 
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12 
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14 
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15 
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28 

WICKES 

237,3 

4 

396.7 

4 

1.3 

-29 

-3.8 

NM 

0.6 

0.8 

4.4 

48 

0.1 

WOOLWORTH  (11) 

1768,0 

-3 

4136.0 

-3 

1.0 

NM 

101.0 

NM 

0.1 

NM 

14.9 

19 
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ZALE (5) 

244,4 

10 
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11 

-1.4 

NM 
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14 

NM 

NM 

9.2 

16 
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9  ELECTRICAL  &  ELECTRONICS 


INDUSTRY  COMPOSITE 


45704.3 


12  88386.9 


10  4329.4 


44  8636.2 


40 


9.5 


7.3 


17.3 


28 


2.4 


(A)  ELECTRICAL  PRODUCTS 

GROUP  COMPOSITE 

5457.1 

6 

10560.5 

4 

438.5 

18 

803.6 

18 

8.0 

7.2 

20.6 

18 

3.4 

COOPER  INDUSTRIES 

1384  9 

2 

2703.8 

2 

105.5 

19 

183.2 

22 

7.5 

5.5 

15.7 

15 

3.1 

EATON 

1909.0 

7 

3698.0 

5 

126,0 

22 

227,0 

15 

6.6 

5.8 

17,3 

18 

4.9 

GENERAL  SIGNAL 

539.6 

5 

1045.2 

5 

34,4 

9 

58.7 

3 

6,4 

5,1 

18,7 

19 

2.6 

HUBBELL 

352.9 

7 

677,6 

7 

41,4 

16 

77,7 

15 

11,7 

10,9 

18.8 

21 

2.2 

NATIONAL  SERVICE  INDUSTRIES  (4) 

515,3 

0 

1014.5 

2 

29.4 

5 

49.8 

5 

5.7 

5,4 

15,0 

21 

2.3 

RAYCHEM  (6) 

465,5 

8 

893.3 

5 

59.7 

23 

128,2 

42 

12.8 

11,3 

30,0 

16 

5.5 

UCAR  INTERNATIONAL 

290.0 

20 

528.0 

9 

42.0 

11 

79.0 

8 

14.5 

15,8 

431,4 

14 

3.1 

(B)  ELECTRONICS 

GROUP  COMPOSITE 

18896.7 

9 

36077.3 

8 

1228.4 

37 

2113.2 

11 

6.5 

5.2 

11.5 

27 

2.5 

HARRIS  (6) 

1046,5 

3 

1967,9 

4 

68,2 

13 

123.9 

19 

5.5 

6.0 

13.1 

16 

5.2 

HUGHES  ELECTRONICS 

4265,6 

6 
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10 
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77 
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26 
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13.5 

17 
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1095.6 
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MOTOROLA 
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NM 
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RAYTHEON 
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6 
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5 
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0 
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-1 

6.3 

5.7 

16.1 

17 

3.2 

TRACOR 

312.7 

17 

610.1 

23 

10.5 

31 

20,8 

33 

3.4 

3.0 

18.7 

17 

1.5( 

VARIAN  ASSOCIATES  (3) 

359.9 

-14 

698.1 

-16 

52.4 

53 

59,8 

4 

14.5 

8.2 

24.0 

16 

3.5- 

(C)  INSTRUMENTS 

GROUP  COMPOSITE 

3704.9 

7 

6925.0 

4 

203.2 

-3 

387.6 

2 

5.5 

6.0 

16.7 

29 

2.2' 

BECKMAN  INSTRUMENTS 

270,6 

2 

502.5 

3 

20,8 

9 

36,4 

11 

7  7 

7.2 

20.3 

18 

2,7; 

HONEYWELL 

1977,3 

12 

3663,0 

8 

98.4 

18 

174,0 

17 

5.0 

4.7 

19.2 

23 

3,3J 

KLA-TENCOR  (6) 

276,2 

-9 

528,5 

-11 

0.5 

-99 

37.6 

-63 

0.2 

15.7 

11,4 

50 

1,2' 

PERKIN-ELMER  (6) 

347.4 

14 

570.3 

11 

21.5 

126 

31.9 

NM 

5.2 

3,1 

30.6 

32 

2.5i 

TEKTRONIX  (7) 

543.9 

11 

1022.8 

11 

36.9 

31 

55.5 

30 

5.8 

5,7 

15.5 

18 

3.4i 

TERADYNE 

289  5 

-9 

537.8 

-20 

25.0 

40 

42.2 

-41 

8.6 

5.6 

7.4 

59 

0.7; 

(D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

GROUP  COMPOSITE 

17645.5 

18 

34824.2 

15 

2459.4 

61 

5331.8 

66 

13.9 

10.2 

21.5 

29 

2.3J 

ADAPTEC (9) 

271.4 

34 

536,5 

35 

59.7 

233 

106.5 

81 

22.0 

8.9 

19.5 

33 

1.2£ 

ADVANCED  MICRO  DEVICES 

594.6 

31 

1146.6 

15 

10.0 

NM 

22.9 

NM 

1.7 

NM 

-1.8 

NM 

-0.2/ 

AMP 

1468.0 

8 

2850.9 

5 

107.3 

-7 

208.6 

-10 

7.3 

8.5 

9.2 

42 

1.2c 
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What  energy  company  is  aggressive  enougli^ 
to  succeed  in  a  competitive  environment?  I 

We're  no  stranger  to  competition.  In  fact,  Southern  Company  provides  electricity  at  a  cost  that's  ; 
16%  below  the  national  average.  It's  helped  us  compete  for  and  win  more  than  2,200  large  customers 

over  the  past  20  years,  So  you  can  be  confident  we'll  thrive  in  a  competitive  world.  /J 


http://www.southernco.com 

O  1996  Soulhern  Company 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


2ND  CHANGE 

QUARTER  EROM 

1997  1996 

$  MIL  % 


6 

MONTHS 
1997 
$MIL 


CHANGE  ZND 

EROM  QUARTER 

1996  1997 

%  $  MIL 


CHANGE 
EROM 
1996 

% 


6 

MONTHS 
1997 
SMIL 


CHANGE 
EROM 
1996 

% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

1997  1996 

%  % 


RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
6-30 


PRICE- 
EARNINGS 
RATIO 
7-25 


I 

MON 
EARN 
P[ 

sh; 


ANALOG  DEVICES  (2) 

AVX  (9) 

INTEL 

JABIL  CIRCUIT  (4) 


300,8 
313.8 
5960.0 
247.6 


-1 
17 
29 
13 


592.9 
614.3 
12408.0 
469,8 


2  42.1 
9  34.9 

34  1645.0 

3  14.6 


58 
132 


81.3 
65,6 
3628.0 
25.6 


-3 

-5 


103 


14.0  14.5 

11.1  12.1 
27.6  22.5 

5.9  2.9 


17.8 
16.9 
39.4 
25.3 


31 
24 
23 
45 


LSI  LOGIC 

MEMC  ELECTRONIC  MATERIALS 
MICRON  TECHNOLOGY  (41 
MOLEX  (6) 


332.0 
245.8 

965.0 
416.1 


2 

-24 
25 
18 


640.4 
468.1 
1841.2 
803.1 


1  45.8 

-24  3.8 

4  96.9 

15  47.5 


-2 
-92 
67 
21 


84.2 
1.0 
239.6 
90.7 


-5 
-99 
-3 
20 


13.8  14.3 

1.5  14.3 

10.0  7.5 

11.4  11.1 


9.7 
2.2 
10.0 
13.5 


30 
75 
35 
31 


NATIONAL  SEMICONDUCTOR  (7) 
READ-RITE  (3) 
SCI  SYSTEMS  (6) 


599.2 
310.2 
1540.0 


-2 
30 
14 


1279.7 
592.3 
2859.3 


6 

19 
16 


-14.5 
31.2 
32.0 


m 

NM 
30 


192.6 
54.7 
58.1 


500 
NM 
33 


NM 

10,0 
2.1 


NM 
1.8 


1.6 
-0.7 
20.1 


NM 
NM 
21 


SOLECTRON  (4) 
TEXAS  INSTRUMENTS 
THOMAS  &  BEHS 


983.2 
2560.0 
537.8 


44 

7 


1841.9 
4823.0 
1046.2 


38 
-5 
6 


41.5 
224.0 
37.7 


50 
446 
22 


79.1 
326.0 
67.2 


43 


4.2 
8.8 
7.0 


4.1 
1.7 
6.2 


16.6 
2.4 
9.2 


31 
NM 
43 


10  FOOD 


INDUSTRY  COMPOSITE 
(A)  FOOD  DISTRIBUTION 


87647.3 


5  171170.6 


4  2075.5 


37     3174.7  -11 


2.4 


1.8 


17.0 


33 


GROUP  COMPOSITE 

16631.2 

3 

32728.9 

2 

196.3 

15 

332.3 

18 

1.2 

1.1 

12.7 

20 

1.5 

FLEMING 

3550.7 

-5 

8302.7 

-7 

14.9 

58 

20.2 

32 

0.4 

0.3 

2.9 

20 

o.a 

INTERNATIONAL  MULTIFOODS  (10) 

667.2 

7 

1305.4 

4 

2.0 

NM 

-7.4 

NM 

0.3 

NM 

1.8 

99 

0.2 

NASH  FINCH 

975.5" 

33 

1923.3 

35 

6.5 

6 

9.5 

7 

0.7 

0.8 

8.8 

11 

1.8 

PERFORMANCE  FOOD  GROUP 

292.8 

52 

561.3 

54 

3.8 

20 

6.0 

25 

1.3 

1.6 

117 

24 

1.0 
---- 

PROSOURCE 

970.8 

-7 

1987.9 

-1 

0.1 

-92 

0.3 

NM 

0.0 

0,1 

-9.3 

NM 

-0.8 

RICHFOOD  HOLDINGS  (8) 

1111.3 

11 

1918.6 

9 

21.3 

38 

36.3 

89 

1.9 

1,5 

25.7 

19 

1,3 

SMART  &  FINAL 

334.9 

9 

641.9 

9 

6.8 

9 

11.8 

13 

2.0 

2.0 

12.8 

20 

SUPERVALU (10) 

5033.3 

1 

8922.9 

1 

49.8 

8 

102.7 

8 

1.0 

0.9 

13.7 

15 

26 

SYSCO  (6) 

3694.7 

4 

7165.0 

5 

91.1 

9 

152.7 

9 

2.5 

2.4 

21.0 

22 

Looking  for  help? 
Look  for  this  sign 


RPORATE  SCOREBOARD 


:(  »ANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUIPf 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

PER 

$Mll, 

% 

SMIL 

% 

$MIL 

% 

$MIL 

% 

% 

6-30 

7-25 

SHARE 

B 

)OD  PROCESSING 

P  COMPOSITE 

34605.1 

3 

67226.4 

3 

1283.8 

46 

1589.2 

-24 

3.7 

2.6 

15.3 

39 

1.24 

> 

3ELL  SOUP  (5) 

1870.0 

2 

4187.0 

3 

157,0 

8 

433.0 

8 

8.4 

7.9 

45.2 

35 

1.46 

ITA  BRANDS  INTERNATIONAL 

646.2 

-9 

1277.6 

-5 

41.1 

-5 

84.4 

25 

6.4 

6.0 

-5.2 

NM 

-0.69 

c 

;ra  (7) 

5795.3 

1 

11430.3 

-1 

186,5 

NM 

331.6 

NM 

3.2 

NM 

25.4 

26 

2.68 

F 

ilERNATIONAL 

2104.5 

-3 

4253.9 

0 

-4.1 

NM 

113.3 

-54 

NM 

6.5 

20.1 

35 

2.82 

t 

FOODS  (7) 

787.6 

7 

1532.6 

5 

29.1 

NM 

49.7 

NM 

3.7 

NM 

15.3 

22 

2.16 

r 

GOD 

1107.8 

6 

2072.8 

12 

70.4 

11 

112.5 

20 

6.4 

6.1 

16.9 

23 

1.79 

f 

R'S  GRAND  ICE  CREAM 

272.0 

29 

472.4 

25 

6.2 

23 

6,1 

-8 

2.3 

2.4 

1.4 

NM 

0.10 

GRAINS  (9) 

377.4 

2 

765.0 

-15 

6.9 

886 

8.8 

NM 

1.8 

0.2 

3.8 

33 

1.12 

L 

RS  INDUSTRIES  (6) 

427.8 

6 

729.2 

7 

17.9 

94 

30.1 

102 

4.2 

2.3 

18.3 

24 

0.72 

I 

AL  MILLS  (7) 

1444.0 

4 

2733.6 

2 

68.2 

-12 

191.0 

-1 

4.7 

5.6 

90.1 

24 

2.82 

f 

(H.J.)  (8) 

2446.7 

-4 

4754.2 

1 

-229.6 

NM 

-55.2 

NM 

NM 

6.7 

11.2 

57 

0.81 

1 

EY  FOODS 

905.7 

14 

1908.2 

10 

50.6 

24 

119.5 

19 

5.6 

5.1 

24.6 

29 

1.90 

I 

EL  FOODS  (2) 

798.5 

7 

1608.8 

9 

25.7 

5 

46.7 

3 

3.2 

3.3 

10.4 

27 

1.06 

1'  ]N  FOODS  (3) 

435.4 

29 

840,6 

26 

-14.9 

NM 

-8.3 

NM 

NM 

1.0 

3.0 

50 

0.32 

8 

3448.3 

6 

6582.9 

4 

33.9 

-61 

66.2 

-53 

1.0 

2.7 

10.4 

18 

1.31 

H  STATE  BAKERIES  (7) 

755.2 

1 

1700.4 

2 

29.6 

250 

52.3 

313 

3.9 

1.1 

18.9 

24 

2.55 

«  RMICK(l) 

413.7 

5 

821.1 

4 

14.8 

58 

30.0 

56 

3.6 

2  4 

14.2 

36 

0.71 

J  iEL  FOODS 

237.9 

57 

433.3 

47 

8.4 

155 

12.3 

88 

3.5 

2.2 

1.4 

NM 

0.11 

/ 

CO  HOLDINGS 

2191.0 

1 

4096.0 

-2 

103.0 

NM 

167.0 

NM 

4.7 

NM 

8.5 

31 

1.29 

1  IM'S  PRIDE  (3) 

335.2 

14 

638.6 

13 

7.3 

624 

12.2 

NM 

2.2 

0.3 

11.5 

18 

0.66 

1  ER  HI-BRED  INTERNATIONAL  (4) 

1288.0 

10 

1552.0 

7 

332.0 

10 

330.0 

8 

25.8 

25.9 

20.5 

25 

3.04 

I  ' 

ROATS 

1395.5 

-6 

2597.2 

-4 

75.8 

17 

-1034.0 

NM 

5.4 

4.4 

NM 

NM 

-6.48 

J 

ON  PURINA  (3) 

1531.8 

4 

3051.3 

5 

100.7 

19 

177.4 

24 

6.6 

5.7 

48.8 

23 

3.84 

i  4NAH  FOODS  &  INDUSTRIES  (3) 

303.5 

6 

580.0 

8 

11.4 

141 

20.2 

654 

3.8 

1.6 

15.0 

12 

1.15 

1  1FIELD  FOODS  (8) 

927.5 

6 

2008.5 

29 

19.4 

179 

35.2 

98 

2.1 

0.8 

14.2 

20 

2.34 

1  iUCKS  (3) 

242.2 

37 

457.1 

38 

14.6 

55 

24.3 

22 

6.0 

5.3 

10.6 

59 

0.64 

V  ^  FOODS  (3) 

1591.2 

-2 

3165.5 

-2 

45.2 

210 

93.4 

222 

2.8 

0.9 

9.4 

27 

0.70 

1  LEY  (WM.)  JR. 

525.3" 

9 

976.4 

7 

76.6 

34 

139.5 

22 

14.6 

11.8 

27.7 

34 

2.20 

The  solution  is  here.  IliM  llusiiicsfi 

I'lirtncrs  (ire  indcpciuh^iil  cxpcrh  irlui 
(■(III  hell)  Vdli  juul  tile  li^lil  mix  af  tcdi- 
niiliii^x.  sujijiorl.  jti'K  (■  iiiul  /iiKiiicinii  /(ir 


your  uroii'iiiij:  hiisincss.  hid  llicrc  iirc  lens  of 
llunisdiids  II orldii  idc  (if  \(iiirc  (  (iiiiiliii^). 
1(1  find  (iiir  n  lid  s/;c(7(//(;c,s  in  VdUi  line  <;/ 
hiisincss.  Kill  I       irM-2')'l2.  cxi.  ')<)<)'>. 


The  IBM  logo  is  a  registered  Ifademaik  and  the  IBM  Business  Parlnec  emblem  is  a  trademark  ol  Inlernalional  Business  Machines  Corporalion  and  are  used  logelher  under 
license  ©1997  IBM  Corp  All  righls  reserved 
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EAR 
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1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

f 

$MIL 

% 

$MIL 

% 

$MIL 

% 

$MIL 

% 

% 

% 

5-30 

7-25 

SF 

(C)  FOOD  RETAILING 


uKUUr  LfUWirUol  1 1 

OC/II  1  1 
OO'f  1  1 . 1 

71  91  ^ 

o 

£.0 

1  9^"^  9 

o 

1  A 

1  4 

23  6 

24 

1 

JLi 

ALBERTSON'S  (11) 

3607.5 

8 

7183.4 

8 

109.3 

-3 

263.5 

-1 

3.0 

3,4 

21.4 

19 

unco 

AMERICAN  STORES  (11) 

4747.6 

4 

9557.3 

0 

34.2 

-47 

98.3 

-47 

0.7 

1,4 

12.3 

28 

0, 

IP  CO* 

DDI  lUn'C  /  1  1  \ 

dKUNU  bill) 

685.3 

-6 

1  /I  Q  7  A 

-0.  i 

IN  IVI 

u.  y 

N  A 

N  M 

U.  D 

NM 

NM 

PACCV'C  PCUCDAI  CTnDCC 

263,7*** 

1 1 

1  7 

O.  / 

1  R 
i  D 

Q  9 

—o 

1  A 

1  /I 

i  .  H 

1  1  Q 

1  i  .y 

99 

i. 

ISIUIC 
IWE 

DOMINICK'S  SUPERMARKETS  (2) 

583.5 

5 

1186.4 

4 

3.9 

434 

9.1 

549 

0.7 

0.1 

1.2 

NM 

-0. 

;li!Ml 

EAGLE  FOOD  CENTERS  (11) 

239.9 

-3 

500.7 

-6 

1.8 

74 

2.3 

NM 

0.7 

0.4 

14.1 

17 

0. 

cnnn  i  inu 
rUUU  LlUN 

2324.7 

1  o 
1  z 

/]  Q  7 
Hz/.  1 

9 

yo.o 

7 

9  1 

I  O.D 

1  ^ 

I  D 

ri 
U. 

"m 

btntKAL  NU 1  Kl  1  lUN  (IT) 

273. 1 

1 9 

589.4 

1  Q 

^  1  .D 

— ^ 

ft  7 

o.o 

9 

N  M 

A 

U, 

GIANT  FOOD  (10) 

928.9 

4 

2142.9 

-1 

14.9 

-42 

32,6 

-54 

1.6 

2.9 

8.5 

27 

1. 

IDIlit 

GREAT  ATLANTIC  &  PACIFIC  TEA  (10) 

3104.6 

0 

5452.3 

1 

22.8 

4 

45,9 

-3 

0,7 

0.7 

8.1 

14 

1. 

s'si 

HANNAFORD  BROTHERS 

775.7 

6 

1535.6 

8 

19.9 

2 

35,5 

4 

2,6 

2.7 

13.2 

19 

1. 

uoac 

KROGER 

6231.8 

7 

12371.2 

6 

108.1 

38 

200,4 

29 

1.7 

1.3 

NM 

20 

1. 

0 

MARSH  SUPERMARKETS  (9) 

343.9 

2 

672.6 

3 

2.9 

NM 

5.0 

NM 

0.8 

NM 

8.5 

12 

1. 

MIC 

PENN  TRAFFIC  (11) 

759.4** 

-8 

1574.3 

-1  1 

-22.8 

NM 

-29.2 

NM 

NM 

NM 

NM 

NM 

-5. 

)PCO 

QUALITY  FOOD  CENTERS 

501.1 

172 

734.3 

103 

9.8 

58 

16.2 

49 

1.9 

3.3 

9.9 

23 

!: 

RUDDICKO) 

579.7 

9 

1143.7 

8 

13.1 

-4 

24.3 

5 

2.3 

2.6 

12.7 

15 

w 

SAFEWAY 

5249.2 

33 

9327.0 

19 

134.1 

26 

256.6 

26 

2,6 

2.7 

38-9 

25 

2. 

II 

M 

SMITH'S  FOOD  &  DRUG  CENTERS 

780.2 

13 

1612.1 

17 

9.0 

NM 

15,8 

NM 

1,1 

NM 

NM 

34 

1. 

SUPERMARKETS  GENERAL  HOLDINGS 

(11)  922.4 

1 

1877.8 

-6 

-9.1 

NM 

-17.3 

NM 

NM 

NM 

NM 

NA 

i 

WEIS  MARKETS 

445.9 

3 

903.7 

4 

19.2 

-1 

37.4 

-4 

4,3 

4.5 

9.4 

17 

1. 

lEUI 

WINN-DIXIE  STORES  (6) 

3061.8 

2 

6175.8 

2 

52.4 

-29 

109.7 

-20 

1.7 

2.5 

15.6 

28 

1. 

Hi 
II 

11  FUEL 


INDUSTRY  COMPOSITE 


121580.9 


-1  246686.6 


3  7665.6 


8  15757.3 


14 


6.3 


5.8 


17.4 


18 


(A)  COAL,  OIL  &  GAS 

GROUP  COMPOSITE 


113866.3 


-3  232035.5 


2  6980.3 


5  14520.5 


11 


6.1 


5.7 


17.6 


17 


AMERADA  HESS 
AMOCO 
APACHE 
ASHLAND  (3) 


1878.8* 
8626.0* 
258.8* 
3215.0 


-26 
-2 
16 
1 


4294.9 
17619.0 
580.7 
6214.0 


-10 
4 
35 
3 


41.7 
622.0 

25.7 
119.0 


-89 
4 
5 
57 


46.2 
1296.0 
78.6 
126.0 


-90 
-2 


70 


2.2 
7.2 
9.9 
3.7 


14.8 
6.8 

10,9 
2.4 


8.0 
17.1 
10.2 

9.2 


20 
16 
20 
19 


ATLANTIC  RICHFIELD 
BURLINGTON  RESOURCES 
CHEVRON 
COASTAL 


4587.0 
282.0 
8500.0 
2079.6 


-29 


9631.0 
666.0 
17980.0 
5285.4 


11 
21 
-1 
-12 


508.0 
79.0 

823.0 
79.3 


17 
65 
-6 
20 


991.0 
189.0 
1654.0 
180,5 


23 
120 
11 
21 


11.1 
28.0 
9.7 
3.8 


9.5 
16.2 
9.4 
2.2 


22.9 
15,0 
16,8 
17.0 


12 
16 
18 
11 


EXXON 
FINA 

KERR-McGEE 
MAPCO 


29136.0* 
1034.6 
411.7 
854.3* 


2 
-1 
-12 
9 


59177.0 
2148.6 
879.7 
1785.5 


5 
7 
-5 
17 


1965,0 
40,0 
41,6 
10.7 


25 
5 

-18 
-40 


4140.0 
79.2 
111.8 
83.4 


20 
4 
13 
28 


6.7 
3.9 
10.1 
1.3 


5.5 
3.6 
10.8 
2.3 


18.6 
12.4 
16.6 
23.9 


19 
13 
13 
12 


MOBIL 

MURPHY  OIL 
OCCIDENTAL  PETROLEUM 
ORYX  ENERGY 


16749.0* 
507.7* 
2717.0 
274.0* 


-14 
2 
11 


32935.0 
1016.0 
5478.0 
609,0 


-14 
11 
10 
22 


850,0 
27,6 

158,0 
23.0 


11 
-13 
-18 


1676.0 
58.2 
337.0 
89.0 


10 
29 
-2 
48 


5.1 
5.4 
5.8 
8.4 


4.0 
5.0 
7.4 
11.1 


16.3 
13.5 
15.4 
548.6 


19 
17 
13 
13 


PENNZOIL 

PHILLIPS  PETROLEUM 
QUAKER  STATE 
SUN 


648,4* 
3709,0 

342,8 
2593,0* 


2 
-6 
14 
-11 


1297,4 
7653,0 
660,7 
5337,0 


6 
2 
14 
-1 


23,9 
307,0 


105,0 


-3 
39 
23 
NM 


81,4 
534,0 

15,7 
123,0 


102 
-42 
22 
NM 


3.7 
8.3 
2.6 
4.1 


3.9 
5.6 
2.4 
NM 


16.7 
21.0 
5.4 
-23.1 


21 
13 
33 
NM 


TEXACO  11496.0**  2  23525.0  9  571.0  -17  1551.0  44  5.0  6.1  22.8  12 

TOSCO  3196.4  32  5606.7  26  67.1  35  70.7  -4  2.1  2.0  9.8  29 

TRANSMONTAIGNE  OIL  (8)                       355.2  92  695.8  139  3.3  9  4.7  113  0.9  1,6  12.5  46 

ULTRAMAR  DIAMOND  SHAMROCK  2414.4*  -6  4964.6  1  46.3  -2  73.9  7  1.9  1.8  -2.8  NM 


UNION  PACIFIC  RESOURCES  GROUP           444  6  4  976  3  19  74  4  6  191  6  48  16  7  16.5  22  6  16 

UNOCAL  1654.0**  18  3110.0  19  156.0  -17  344.0  8  9,4  13,4  20,4  23 

USX-MARATHON  GROUP  3775.0*  -7  7857.0  2  118.0  -5  226.0  -34  3.1  3.0  16.4  15 

VALERO  ENERGY  1362.6**  102  2184,4  75  27,6  52  47.4  125  2.0  2.7  5.9  22 

VASTAR  RESOURCES                              763.5  14  1868.0  31  58.3  9  121.2  11  7,6  8.0  66  4  15 


(B)  PETROLEUM  SERVICES 

GROUP  COMPOSITE 


7714.6 


26  14651.1 


23  685.3 


67  1236.8 


68 


8.9 


6.7 


16.3 


27 


BAKER  HUGHES  (3) 
BJ  SERVICES  (3) 
COOPER  CAMERON 
HALLIBURTON 


897.3 
368,6 
441.4* 
2231.1* 


17 
67 
41 
22 


1730.5 
712.3 
817.4 

4128.6 


15 
69 
38 
17 


82.0 
28.1 
34.1 
101.9 


75 
210 
166 

42 


140.0 
48.3 
53.5 

184.9 


58 
258 
161 

58 


9.1 
7.6 
7.7 
4,6 


6,1 
4,1 
4,1 
3.9 


14,0 
9.7 
19,0 
16,6 


24 
30 
30 
16 


NABORS  INDUSTRIES  (3) 
SCHLUMBERGER 
SMITH  INTERNATIONAL 
TIDEWATER  (9) 
V/EATHERFORD  ENTERRA 


267,9 
2601,7 
383,2 
256,6 
266.8 


48 
21 
42 
46 
14 


506.6 
5003.7 
740.6 
477.4 
533.9 


47 
20 
45 
42 
18 


31.1 
306.5 
23.9 
50.8 
26.8 


67 
56 
60 
108 
80 


52.6 
566.4 
45.0 
96.3 
49.7 


48 
54 
61 
164 
75 


11.6 
11.8 
6.2 
19.8 
10.0 


10.3 
9.1 
5.5 

13.9 
6.4 


16.1 
17.5 
21.0 
21.2 
10.7 


32 
35 
34 
17 
25 
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2ND  CHANGE  6  CHANGE         2ND  CHANGE          6  CHANGE  2ND  2ND  EQUITY  PRICE-  MONTHS' 

QUARTER  FROM  MONTHS  FROM  QUARTER  FROM  MONTHS        FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1997  1996  1997  1996          1997  1996          1997          1996  1997  1996  ENDING        RATIO  PER 

SMIL  %  SMIL  %           SMIL           %           SMIL           %  %  %  6-30          7-25  SHARE 


l:  HEALTHCARE  

N  STRY  COMPOSITE  80426.4         16    159102.0        15    4598.6      -25    11859.8       -8        5.7      8.8       21.0       34  1.91 


A  RUG  DISTRIBUTION 

:,|  IP  COMPOSITE  24114.3         33      47734.5       32      102.4      -64       533.0     -21        0.4       1.6         9.9       39  1.37 


\i  :SOURCE  HEALTH  (3)  2064.2  45  3849.6  38  6.3  -39  19.5  -5  0.3  0.7  NM  26  1.84 

mj  I  DRUGS  (5)  238.4  15  488.7  16  7.5  24  18.3  24  3.2  2.9  15.0  30  0.82 

tP  :N  BRUNSWIG  (3)  2927.9**  17  5818.3  18  22.2  16  42.7  8  0.8  0.8  13.0  18  1.56 

!l  EY  WESTERN  INDUSTRIES  1811.0  49  3445.7  43  5.6  37  11.1  28  0.3  0.3  8.9  14  1.66 


;/  NAL  HEALTH  (6)  2790.7  15         5616.2        18         61.9       462  98.1        76         2.2       0.5        14.4        38  1.66 

;\  3160.6  19         6321.5        21      -230.8        NM       -148.1       NM         NM       4.3        -6.0       NM  0.13 

C  ;  DRUG  STORES  (11)  710.9  7         1525.5  9         14.1  0  35.8       39         2.0       2.1         10.5        18  1.51 


f'  5S0N  (9)  4342.7**       63         8341.3        59         39.2        NM  76.7      433         0.9       NM  5.1        62  1.36 

II  1)0(10)  2664.6  90         5321.8        88         68.2       109        123.4       38         2.6       2.3  7.7        28  1.90 

v.  REEN  (4)  3403.3  14         7005.9        14       108.1         18        255.5        17         3.2       3.1         18.5        34  1.69 


il  RUGS  &  RESEARCH 

;r  IP  COMPOSITE  26247.1  9      51647. 1         8    2185.2      ^0     6680.4     -11        8.3     15.3       26.1       35  2.18 


;i  GAN  284.5  -2  540.7  -1  21.4  NM  39.2  65  7.5  0.2  12.3  23  1.41 

If  ICAN  HOME  PRODUCTS  3499.8  0  7102.8  0  459.1  17  1035.8  18  13.1  11.2  28.1  26  3.18 

K  N  620.5  9  1196.0  11  200.5  12  380.8  18  32,3  31.3  32.5  23  2.65 

!l  OL-MYERS  SQUIBB  4064.0  10  8109.0  10  738.0  13  1548.0  12  18.2  17.7  44.6  27  3.02 


;i  IN  305.0  4  610.1  6  15.7  3  31.1  11  5.2  5.2  7.2  60  0.34 

.1  (ELI)  1988,7  17  3941.7  13  -1732.1  NM  -1299.5  NM  NM  20,4  -7,8  NM  -0.92 

t  Kt  5909.2  20  11477.1  22  1154.4  19  2174.7  18  19.5  19.8  33.9  29  3.50 

'I  R  2913.0  9  5914.0  11  457.0  16  1059.0  16  15,7  14,8  29,0  37  1,60 


'I  MACIA  &  UPJOHN  1738,0  -4  3400,0  -5  178,0  115  372,0  181  10,2  4,6  12,7  24  1,53 

Hi  E-PDULENC  RORER  1238,0  -8  2323,8  -11  88,7  -13  155,5  -17  7,2  7,6  17.0  32  2.91 

;(  RING-PLOUGH  1719.8  16  3287.9  15  373.1  18  748.4  16  21.7  21.5  57.4  28  1.80 

V  lER-LAMBERT  1966.7  10  3744.1  3  231.4  8  435.5  -6  11.8  11.9  29.7  51  2.79 


(  IEM.TH-CARE  SERVICES 

S  JP  COMPOSITE  15392.5         12      30620.1        13      412.4        -8      1060.0     -10        2.7      3.3         6.7       30  0.97 


U  I  HEALTHCARE  GROUP                     295.7  -4  609.6  1  -69.9  NM  -50.6  NM  NM  7.1  -16.4  NM  -1.17 

11  <LY  ENTERPRISES                         820,7**  2  1640.9  2  21.0  23  39.4  28  2.6  2.1  6.9  25  0.62 

;i  VIBIA/HCA  HEALTHCARE  5187,0  5  10515.0  6  412.0  13  891.0  14  7.9  7.4  17.9  15  2.39 

;i  fJTRY                                          301.1  17  600.4  21  6.6  NM  5.7  NM  2.2  NM  -46.4  NM  -1.40 


ESS  SCRIPTS  300.5  63  562.5  59  8.1  27  15,8  32  2,7  3.5  15.7  25  1.81 

I  lEDICAL  MANAGEMENT  244,6  92  475,5  101  8,5  NM  -13.9  NM  3,5  NM  -68,8  NM  -2,83 

FHSOUTH  722,3  15  1414,5  14  81,3  31  145,9  43  11,3  9.9  15,4  34  0,79 

!  \NA  1836,0**  14  3658,0  15  42.0  NM  81.0  NM  2.3  NM  10.2  29  0.82 


IRATED  HEALTH  SERVICES  457.9**  36  919.0  38  9.2  -40  28.3  -3  2.0  4.5  8.2  18  1.82 

Ji  WCRY  CORP.  OF  AMERICA  HOLDINGS  389.6  -5  781.1  -4  4.1  NM  5.5  NM  1.1  NM  -53,7  NM  -1,14 

.1.  G  CENTERS  OF  AMERICA  (3)  288.4  3  573,8  3  13,7  7  25,9  3  4.8  4.6  11.8  17  2.20 

'  OR  257.4  51  518.0  53  13.7  53  25.0  51  5.1  4.8  6.7  46  0.72 


I  T  DIAGNOSTICS  401.5  -5  789.6  -4  8.1  NM  12.1  NM  2.0  NM  NM  NA  NA 

■|  r  HEALTHCARE  (7)  2351,4  15  4588,3  15  -205,5  NM  -271,4  NM  NM  2,8  -2,1  NM  -0,24 

)  ;D  WISCONSIN  SERVICES  406,4**  45  820,7  46  5,6  74  8,9  156  1,4  1,1  5.1  33  1.07 

)  ERSAL  HEALTH  SERVICES                 343.8**  22  684.0  25  15.9  38  38.4  39  4.9  4.3  12.8  22  1.85 

(  OR                                             778.3  23  1459.0  16  37.0  20  71.0  21  4.8  4,9  6.9  50  0.84 


)  AEDICAL  PRODUCTS 

;  JP  COMPOSITE  14672.6  7      29100.4         8     1898.6        11      3586.3        4      12.9     12.5       25.7       30  2.04 


i  n  LABORATORIES  2900.4  7  5900,2  10  521.5  11  1056.4  11  18.0  17.4  40.9  25  2.57 

1    (C.R.)  304.0  3  504,7  3  26,2  -5  52,3  -4  8,5  9,3  15,2  23  1,58 

I  iCH&LOMB  523,2  -4  974,4  -4  20,3  -33  23,5  -55  3,9  5.5  5.3  44  0,96 

t  ER  INTERNATIONAL  1559,0  18  3012,0  14  162,0  14  -41,0  NM  10,3  10,6  10,9  62  0,93 


i  ON,  DICKINSON  (3)  705,5  2  1405.7  1  70.1  -9  152.8  1  9.9  11.1  23.3  24  2.27 

i  ON  SCIENTIFIC  473,7  25  904,3  25  -25,9  NM  48,5  218  NM  3,5  19,6  58  1.09 

>  ANT  281.0  5  546.5  6  9.0  NM  52.2  NM  3.2  NM  28.0  47  1.88 

I  SON  &  JOHNSON  5598.0  5  11413.0  7  909.0  15  1818.0  15  16.0  14.7  28.0  25  2.34 


k  TRONIC  (8)  640.5**  7  1239.2  10  145.5  20  274.2  20  22.7  20.4  30.4  41  2  22 

1  MS  &  MINOR  776.7  4  1525.3  0  5.8  97  10.8  142  0.7  0.4  10.8  32  0.45 

;  JDE  MEDICAL  251.5  19  511.8  18  8.8  -71  31.5  -47  3.4  13.6  5.1  74  0.55 

>  KER  248.0  10  487.6  10  29.4  20  59.4  20  11.8  10.9  21.4  35  1.19 

i  SURGICAL  290.0  2  574.5  5  17.9  -34  47.5  -1  6.2  9.6  8.4  26  1.44 


I  HOUSING  &  REAL  ESTATE  

JSTRY  COMPOSITE  16021.2  6      29769.8         6     1009.7      289      1561.3     234        6.3       1.7       22.4       16  2.47 


[I  3UILDING  MATERULS 

si  UP  COMPOSITE  11038.3  8      20438.0         8      842.1      283      1269.2     250        7.6      2.2       27.3       16  2.63 


I  RICAN  STANDARD  1589.0  5  2950.0  2  73.0  25  107.0  NM  4.6  3.9  NM  18  2.68 

a  RGE  475.9  13  720.9  15  59.9  38  25.7  408  12.6  10.3  15,1  12  2.30 

CO  913.0  16  1767,0  14  91.6  35  175.1  35  10.0  8.5  18.0  20  2,12 

TEK  249.5  -4  469.2  -3  6.7  16  10.4  27  2.7  2,2  21,0  11  2,41 
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COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2N0 

EQUITY 

PRICE- 

MO 

QUARTER 

FROM 

MONTHS 

fROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EAR 

1997 

1996 

1997 

1 QQ7 

1997 

1 996 

1 QQ7 

1 QQC 

cuniMf 
tliUlliu 

RATIO 

F 

SMIL. 

% 

$MIL 

% 

SMIL 

% 

SMIL 

% 

% 

% 

6-30 

7-25 

SF 

OWENS  CORNING 

1017.0 

6 

1892.0 

5 

63.0 

NM 

105.0 

NM 

6.2 

NM 

NM 

9 

4, 

PPG  INDUSTRIES 

1944.0 

2 

3720.5 

2 

218.0 

-5 

384.0 

-4 

11.2 

12.0 

29.5 

16 

3 

RPM  (7) 

408.1 

29 

705.2 

23 

28.3 

15 

3b. 8 

10 

6.9 

7.8 

16.4 

19 

1 

SHERWIN-WILLIAMS 

1373.4 

20 

2443.1 

22 

93.2 

14 

116.3 

15 

6.8 

7.2 

17.4 

22 

1 

TECUMSEH  PRODUCTS 

480.6 

-2 

960.2 

-3 

31.8 

-6 

63.3 

'2 

6.6 

6.9 

11.3 

11 

5 

TEXAS  INDUSTRIES  (7) 

281.6" 

9 

500.0 

1 

27.6 

9 

37.7 

-9 

9.8 

9.9 

16.7 

9 

USG 

723.0 

13 

1396.0 

12 

27.0 

575 

42.0 

NM 

3.7 

0.6 

NM 

32 

1 

VALSPAR  (2) 

252.8 

21 

442.1 

18 

17.1 

21 

25.0 

23 

6.8 

6.8 

22-7 

23 

\ 

VULCAN  MATERIALS 

445.1 

6 

786.4 

8 

62.8 

7 

84.7 

8 

14.1 

14.0 

21.4 

15 

YORK  INTERNATIONAL 

884.4 

3 

1685.2 

6 

42.2 

-8 

57.1 

-18 

4.8 

5.3 

17.5 

15 

3 

(B)  CONSTRUCTION  &  REAL  ESTATE 


GROUP  COMPOSITE 

4982.9 

0 

9331.8 

4 

167.6 

322 

292.1 

176 

3.4 

0.8 

12.9 

14 

1 

CENTEX  (9) 

861.4** 

-3 

1813.2 

6 

27.0 

24 

56.1 

49 

3.1 

2.4 

13.4 

14 

3 

CHAMPION  ENTERPRISES 

456.0 

6 

834.9 

8 

18.2 

-5 

32.0 

-3 

4.0 

4.5 

21.5 

15 

1 

FLEETWOOD  ENTERPRISES  (8) 

746.4 

-3 

1374.4 

-2 

21.2 

67 

34.9 

26 

2.8 

1.6 

20.3 

13 

2 

KAUFMAN  &  BROAD  HOME  (1) 

414.2 

-14 

760.6 

-3 

10.7 

NM 

15.1 

NM 

2.6 

NM 

14.3 

18 

1 

LENNAR  (1) 

310.7** 

20 

582.8 

20 

22.0 

20 

41.4 

17 

7.1 

7.1 

12.6 

14 

2 

M.D.C.  HOLDINGS 

237.3** 

0 

431.1 

-1 

5.1 

13 

8.7 

-2 

2.2 

1.9 

9.7 

8 

1 

OAKWOOD  HOMES  (3) 

292.4** 

11 

512.7 

6 

22.5 

26 

40.2 

18 

7.7 

6.8 

16.8 

16 

1 

PULTE 

576.3** 

-2 

1008.0 

-1 

12.7 

-23 

13.9 

-35 

2.2 

2.8 

7.2 

16 

2 

RYLAND  GROUP 

399.6 

-4 

729.1 

-2 

3.9 

-29 

5.6 

-12 

1.0 

1.3 

4.4 

17 

0 

U.S.  HOME 

340.5** 

16 

656.6 

16 

11.0 

10 

21.2 

9 

3.2 

3.4 

11.7 

8 

3 
2 

WEBB  (DEL)  (6) 

348.0** 

0 

628.3 

4 

13.3 

12 

22.9 

NM 

3.8 

3.4 

13.8 

8 

14  LEISURE  TIME  INDUSTRIES 


INDLJSTRYCOMPOSITE 
(A)  EATING  PLACES 


27169.8 


52511.3 


9  2086.7 


3323.3 


7.7 


8.0 


13.1 


27 


GROUP  COMPOSITE 

5708.2 

8 

11094.1 

9 

448.5 

-21 

861.8 

-11 

7.9 

10.7 

15.9 

24 

1. 

IID 

BRINKER  INTERNATIONAL  (6) 

370.2 

24 

715.7 

23 

19.1 

4 

32.5 

0 

5.2 

5.2 

11.4 

21 

0. 

jui 

CRACKER  BARREL  OLD  COUNTRY  STORE  (5)  275  1 

25 

542.9 

23 

20.5 

26 

36.5 

27 

7.5 

7.4 

11.7 

20 

DARDEN  RESTAURANTS  / 

816.7 

-2 

1617.5 

0 

-116.1 

NM 

-100.3 

NM 

NM 

4.2 

-8.4 

NM 

-0. 

t':' 

HOST  MARRIOn  SERVICES 

292.6 

1 

555.7 

1 

5.1 

55 

0.8 

NM 

1.7 

1.1 

NM 

28 

0. 

I 

•m 

MCDONALD'S 

2832.6 

6 

5450.2 

7 

438.2 

4 

782.7 

8 

15.5 

15.8 

19.0 

23 

2. 

OUTBACK  STEAKHOUSE 

287.7 

22 

558.8 

23 

19.3 

6 

35.5 

4 

6.7 

7.7 

20.2 

17 

1. 

SHONEY'S  (2) 

293.1 

14 

654.2 

18 

5.3 

-18 

-8.5 

NM 

1.8 

2.5 

NM 

24 

0. 

WENDY'S  INTERNATIONAL 

540.2  ' 

10 

999.1 

11 

57.0 

15 

81.6 

19 

10.5 

10.0 

15,4 

22 

1. 

(B)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 


5939.4 


23  11451.2 


24 


310.6 


15 


536.6 


12 


5.2 


5.6 


10.1 


33 


CIRCUS  CIRCUS  ENTERPRISES  (11)  t  318.8  -4  500.7  -5  37.5  -14  52.6 

HARRAH'S  ENTERTAINMENT  408.9  2  783.0  0  25.4  -15  42.5 

HILTON  HOTELS  1360.0  35  2663.0  36  93.0  58  161.0 

HOST  MARRIOn  270.0**  62  522.0  75  26.0  271  32.0 


-33 
-31 


NM 


11.8 
5.2 
6.8 
9.6 


13.1 
7.5 
5.9 
4.2 


9.3 
11.4 
5.5 
2.1 


25 
27 
34 
NM 


MARRIOTT  INTERNATIONAL  2878.0  22         5482.0        21         83.0         11         160.0       16         2.9       3.2        24.8  29 

MIRAGE  RESORTS  335.6  6  590.2  0         48.9         20        105.5         0       14.5      12.8        15.3  24 

TRUMP  HOTELS  8.  CASINO  RESORTS  368.0  57  710.3       125         -3.2        NM        -17.2      NM         NM       6.3        -7.5  NM 


(C)  OTHER  LEISURE 

GROUP  COMPOSITE 


15522.2 


29965.9 


5  1327.6 


11  1925.0 


17 


8.6  7.9 


12.9 


27 


AMERICAN  GREETINGS  (10) 
BRUNSWICK 
CALLAWAY  GOLF 
CARNIVAL  (1) 


475.1 
1008.2 
253.0 
596.6 


17 
21 
15 


1083.7 
1849.8 
422.1 
1117.7 


10 
15 
22 
15 


30  3 
82.9 
45.8 
127.4 


9 
19 
20 
20 


83.6 
135.6 

71.3 
212.8 


14 
17 
22 
15 


6.4 
8.2 
18.5 
21.4 


6.3 
8.1 
18.5 
20.6 


12.2 
15.5 
36.4 
18.4 


15 
16 
18 

21 


DISNEY  (WALT)  (3) 
EASTMAN  KODAK 
HARLEY-DAVIDSON 
HASBRO 


5194.0 
3853.0 
444.1* 
583.9 


2 
-6 
13 
14 


10675.0 
5985.0 
871.2 
1139.7 


11 
-7 
14 
9 


473.0 
368.0 
49.2 
13.0 


17 
-15 

23 
117 


805.0 
517.0 
89.5 
38.7 


111 
-28 
23 
27 


9.1 
9.6 
11.1 
2.2 


8.0 
10.7 
10.2 

1.2 


11.2 
18.7 
23.0 
12.7 


29 
27 
25 
19 


IMATION 
MATTEL 

MUSICLAND  STORES 


554.8 
972.7 
342.7 


1102.5 
1666.2 
718.8 


-3 
4 

-5 


4.4 
75.6 
-18.3 


NM 
19 
NM 


15.4 
-129.0 
-39.3 


NM 
NM 
NM 


0.8 
7.8 
NM 


NM 
6.9 
NM 


3.2 
9.0 
NM 


33 
62 
NM 


OUTBOARD  MARINE  (3) 
POLAROID 

ROYAL  CARIBBEAN  CRUISES 


275.8 
564.9 
403.5 


-5 
-3 
14 


512.8 
1022.4 
798.1 


-11 
-2 
19 


-5.1 
34.5 
45.9 


NM 
21 
20 


-12.4 
50.4 
84.4 


NM 
NM 
19 


NM 
5.1 
11.4 


NM 
4.9 
10.8 


-9.4 
15.3 
14.7 


NM 
27 
15 


15  MANUFACTURING 


INDUSTRY  COMPOSITE 


49389.1 


10  93456.2 


9  3503.2 


10 


5774.6 


7.1 


7.1 


19.7 


22 


(A)  GEN'^RAL  MANUFACTURING 

GROUP  COMPOSITE 


16950.4 

9 

32734.9 

9 

1401.1 

7 

2440.7 

8 

8.3 

8.5 

22.4 

24 

556.3 

7 

1094.7 

6 

33.5 

2 

39,3 

-32 

5.0 

6.4 

19.2 

19 

844.8 

6 

1673.7 

5 

49.6 

19 

97.8 

20 

5.9 

5.2 

23.3 

23 

337.4 

29 

625.2 

28 

21.0 

28 

34,4 

27 

5.2 

6.3 

20.3 

21 

322.2 

10 

631.4 

10 

23.8 

47 

45.3 

177 

7.4 

5.5 

NM 

18 

AEROQUIP-VICKERS 
AVERY  DENNISON 
CARLISLE 

COLTEC  INDUSTRIES 
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RPORATE  SCOREBOARD 


II 

-I  

C  PANY 


SALES 


PROFITS 


2ND 
QUARTER 
1997 
$MIL 


CHANGE 
EROM 
1996 

% 


MONTHS 
1997 
$MIL 


CHANGE  2ND 

EROM  QUARTER 

1996  1997 

%  $  MIL 


CHANGE 
FROM 
1996 

% 


6 

MONTHS 
1997 
SMIL 


CHANGE 
EROM 
1996 

% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

1997  1996 

%  % 


RETURN  ON 

COMMON  12 

EQUITY  PRICE-  MONTHS' 

12  MONTHS  EARNINGS  EARNINGS 

ENDING  RATIO  PER 

6-30  7-25  SHARE 


ING 

E  (W.  R.) 

4  EL 

N  NBRAND  INDUSTRIES  (I) 


1040.6* 
842.5 
241.6 
426.0 


13 


45 
0 


1996.5 
1627.6 
455.6 
872.0 


13 
-9 
55 
2 


127.0 
117.4 
15.1 
37.0 


35 
-50 
NM 

10 


219.0 
163.8 
23.4 
76.0 


40 
-41 
NM 

13 


12.2  10.2 

13.9  25.5 

6.3  NM 

8.7  7.9 


35.5 
32.4 
14.1 
18.6 


34 
35 
32 
21 


1,78 
1,67 
0.76 
2.16 


L  )IS  TOOL  WORKS 
1£  SON  CONTROLS  (3) 
yi    IV  INDUSTRIES  (10) 
t  ESOTA  MINING  &  MFG. 


1326.3 
2879.3 
560.1 
3817.0 


0 
16 
4 


2556  1 
5622.9 
1079.3 
7531.0 


4 
19 
0 


154.4 
74,4 
30,1 

418.0 


18 
17 
10 
10 


277.6 
72.8 
53.6 

828.0 


21 
-27 
12 
11 


11.6 
2.5 
5.4 

11.0 


9.8 
2.6 
5.0 
10.8 


20.7 
13.5 
4.9 
25.7 


24 
18 
44 
25 


2,15 
2,37 
0,55 
3.84 


LL 

>,  ER  HANNIFIN  (6) 
>i  ^IS  INDUSTRIES 
\.:  ERMAID 


800.9 
1115.1 
249.9 
640.4 


9 
12 
-21 
12 


1430.3 
2162.2 
474.5 
1242.1 


6 
12 
-20 
12 


77.8 
92.4 
13.3 
46.6 


15 
43 

-18 
4 


115.6 
170.4 
25.3 
80.6 


15 
27 
-14 
-7 


9.7 
8.3 
.5.3 
7.3 


9.2 
6.5 
5.1 
7.8 


18.0 
18.4 
38.3 
14,3 


25 
16 
14 
26 


1.71 
3.68 
2.11 
0.98 


n  LEX 

n  R  AUTOMOTIVE 
ri  ERWARE 


280.3 
327.3 
342.5 


18 
239 
-10 


549.6 
452.4 
557.8 


16 
173 
-7 


18.3 
13.2 
38.0 


21 
149 
-25 


35.0 
19.9 
62.9 


17 
134 
-23 


6.5  6.4 
4.0  5.5 
11.1  13.4 


14,7 
6.6 
57.7 


20 
22 
15 


1.69 
1.91 
2.47 


I  iACHINE  &  HAND  TOOLS 


JP  COMPOSITE 

4391.4 

3 

8345.4 

2 

136.3 

-36 

321.5 

-3 

3.1 

5.0 

13.1 

23 

1.90 

K  &  DECKER 

1182.2 

-2 

2197.2 

-3 

45,5 

0 

71.8 

457 

3.8 

3.8 

13,0 

19 

2.28 

NNATI  MILACRON 

452.1 

10 

829.5 

8 

18,2 

24 

31.2 

14 

4.0 

3.5 

15.9 

15 

1,75 

HER 

502.8 

16 

969.2 

15 

38,3 

18 

69.8 

17 

7.6 

7,5 

16.6 

23 

2.30 

AMETAL  (6) 

312.3 

12 

607.7 

7 

22.3 

18 

42.3 

0 

7.2 

6.7 

15.9 

17 

2.71 

)LN  ELECTRIC 

299.6 

5 

580.4 

3 

22.7 

12 

43,7 

19 

7.6 

7,1 

19.6 

12 

3.27 

0  INDUSTRIES 

541.1 

-4 

1020.8 

-9 

14,9 

5 

17.7 

-34 

2.8 

2.5 

11.0 

14 

4,84 

-ON 

427.6** 

7 

820.4 

8 

39.0 

13 

72.8 

13 

9.1 

8.5 

15.3 

18 

2.31 

LEY  WORKS 

673.6 

-1 

1320.2 

1 

-64.5 

NM 

-27,8 

NM 

NM 

4,8 

0.9 

NM 

0.08 

PECIAL  MACHINERY 

JF  COMPOSITE 

23251.9 

13 

43056.3 

10 

1793.6 

21 

2708.0 

1 

7.7 

7.2 

19.9 

20 

2.89 

871.9 

49 

1576.3 

52 

48.7 

30 

76,5 

32 

5.6 

5.4 

15.7 

12 

2.48 

lED  MATERIALS  (2) 

900.9 

-20 

1736.6 

-20 

102.1 

-45 

131,7 

-63 

11.3 

16.5 

14.9 

44 

2.03 

1601.0** 

9 

2833.0 

7 

138.0 

25 

202,0 

9 

8.6 

7.5 

15.7 

13 

4.79 

RPILLAR 

4870.0 

17 

9132,0 

14 

435.0 

16 

829.0 

24 

8.9 

8.9 

34.8 

14 

3.99 

E  12, 

3521.1** 

14 

5917.1 

9 

319.5 

17 

496.2 

13 

9.1 

8.8 

23.6 

17 

3.41 

R 

1154.0 

13 

2162,8 

7 

124.9 

42 

203.4 

23 

10.8 

8.6 

28.5 

19 

3.81 

V  SER  INDUSTRIES  (2) 


1763.2 
1455.4 


15 


3456.7 
2735.8 


12 
17 


74.8 
72.8 


31 

27 


126.9 
112.7 


22 
-1 


4,2 
5,0 


3,5 
4,5 


17,4 

25,1 


25 
14 


1.59 
5.68 


■IISCHFEGER  INDUSTRIES  (2)  807.1  9  1515.3  9        45.0  34  75.8  34  5.5  4.5  17.5  15  2.80 

RSOLL-RAND  1837.4  4  3475.8  3  111.5  21  189.4  14  5.1  5.2  18.0  18  3.52 

-RESEARCH  (6)  262.7  -30  478.3  -34         -2.0  NM  -46.7  NM  NM  10.2  -5.7  NM  -1.10 

■■RMOTT  INTERNATIONAL  (9)  928.1  5  1660.5  -4  109.9  NM  -80.0  NM  11.8  NM  -22.3  NM  -1.80 

'■aFr  422.3  15  833.4  14         20.5  20  39.9  19  4,9  4,7  14.4  19  1,99 

«RT&  STEVENSON  SERVICES  (11)     329.4  50  719.5  38          9.9  47  20.5  0  3.0  3.1  4.1  41  0.61 

[  EN  576.0  12  1316.6  10         44.9  30  86.0  26  6.5  5.7  15.9  14  2.50 

f  i_ INTERNATIONAL  (5)  1851.3  35  3505.6  33__  1_37_9_  __46_  244.6  _    _41  7.5  6.9  14.7  31  2.61 

•  rEXTILES 


UP  COMPOSITE 

4795.4 

6 

9319.7 

8 

172.2 

-1 

304.3 

-25 

3.6 

3.9 

14.1 

19 

1.25 

.INGTON  INDUSTRIES  (3) 

553.6 

-4 

1090.8 

-5 

13.5 

NM 

34.6 

53 

2,4 

0  1 

9.1 

15 

0-90 

INS  &  AIKMAN 

416.0 

37 

831.5 

48 

11.5 

-26 

22.9 

-87 

2,8 

5.2 

NA 

NA 

NA 

ER 

293.2 

3 

565.5 

0 

16.0 

11 

28.9 

13 

5.5 

5.0 

14.4 

17 

2.24 

)CREST  CANNON 

270.8 

-3 

533.7 

1 

6.8 

222 

8.9 

511 

2.5 

0.8 

1.8 

54 

0.42 

FORD  MILLS  (3) 

238.4 

3 

457.5 

4 

14.5 

15 

22.0 

19 

6.1 

5.4 

13.0 

12 

1.85 

RFACE 

271.7 

14 

529.1 

20 

8.0 

32 

14.3 

47 

2.9 

2.5 

10.1 

19 

1.37 

AWK  INDUSTRIES 

479.2 

1 

892.0 

4 

19.3 

18 

27.9 

28 

4.0 

3.5 

15.2 

16 

1.59 

N  INDUSTRIES 

915.2 

16 

1723.9 

19 

25.2 

-10 

35.0 

187 

2.8 

3.6 

8.2 

25 

0.43 

NGS  INDUSTRIES 

528.9 

-2 

1071.9 

-4 

15.1 

-65 

25.3 

-52 

2.9 

8.0 

7.5 

17 

2.90 

1  :h) 

432.5 

-1 

870.9 

7 

31.5 

18 

52.9 

32 

7.3 

6.1 

21.1 

20 

1.81 

TPOINT  STEVENS 

395.8 

9 

752.9 

9 

10.7 

17 

19.7 

13 

2,7 

2.5 

NM 

20 

1.89 

METALS  &  MINING 

USTRY  COMPOSITE 

23323.3 

7 

45246.6 

6 

1369.8 

42 

2341.0 

38 

5.9 

4.4 

11.3 

20 

1.78 

ALUMINUM 

lUP  COMPOSITE 

7232.1 

-1 

13959.0 

-1 

344.0 

15 

576.1 

-5 

4.8 

4.1 

9.4 

28 

2.22 

VIAX 

730.9 

-14 

1432.7 

-13 

35.8 

-57 

52.5 

-65 

4,9 

9.8 

7,6 

16 

2.55 

VIINUM  CO.  OF  AMERICA 

3432.0 

1 

6663.1 

2 

207.6 

57 

356.7 

18 

6.0 

3.9 

12,8 

26 

3.28 

ER  ALUMINUM 

597.1 

5 

1144.5 

4 

13.7 

57 

15.3 

-10 

2.3 

1.4 

-2,8 

NM 

-0.03 

XAM 

689.1 

3 

1320.7 

3 

31.9 

89 

32.5 

44 

4.6 

2  5 

NM 

15 

3.50 

<JOLDS  METALS 

1783.0 

-2 

3398.0 

-3 

55.0 

-8 

98,0 

27 

3,1 

3,3 

4,0 

50 

1.48 

STEEL 

)UP  COMPOSITE 

11101.2 

6 

21536.6 

6 

598.6 

94 

954.0 

141 

5.4 

3.0 

10.9 

17 

1.30 

;TEEL  HOLDING 

522.5 

8 

1221.4 

8 

39.0 

1 

73,5 

-3 

6,3 

6,7 

15,0 

9 

4.99 

iCO 

490.3 

9 

931.6 

6 

20.2 

NM 

29.6 

921 

4,1 

NM 

NM 

15 

0.32 

riLEHEM  STEEL 

1206.9 

-2 

2399.4 

2 

160.0 

502 

198.4 

643 

13,3 

2,2 

-18.2 

NM 

-1.51 

RENTER  TECHNOLOGY  (5) 

284.7 

20 

535.5 

14 

22.8 

7 

38.3 

6 

8.0 

8.9 

13.8 

14 

3.30 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


2ND 
QUARTER 
1997 
SMIL 


CHANGE 
EROM 
1996 

% 


6 

MONTHS 
1997 
SMIL. 


CHANGE 
EROM 

1996 

% 


2ND  CHANGE 

QUARTER  EROM 

1997  1996 

S  MIL  % 


6 

MONTHS 
1997 
SMIL 


CHANGE 
EROM 
1996 
% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

1997  1996 

%  % 


RETURN  ON 
COMMON 

EQUITY  PRICE- 

12  MONTHS  EARNINGS 

ENDING  RATIO 

6-30  7-25 


1 

Mo^ 

EARf 
PI 
SH, 


COMMERCIAL  METALS  (4) 
INLAND  STEEL  INDUSTRIES 
LTV 

LUKENS 


589.6* 
1321.2 
1092.2 

258.2 


14 
2 
1 


1115.4 
2528.5 
2154.1 
506.4 


9.5 
40.1 
27.1 

1.2 


-21 
19 
-15 
NM 


16.7 
71.3 
53.9 
-0.8 


-24 
40 
19 

NM 


1.6 
3.0 
2.5 
0.5 


1.9 
2.9 
3.0 
NM 


11.4  12  2 

9.5  14  1 

6.7  12  1 

-9.1  NM  -1.. 


NATIONAL  STEEL 
NUCOR 
ROUGE  STEEL 
USX-U.S.  STEEL  GROUP 


824.9 
1035.1 

355.2 
1721.0 


7 
14 

2 
9 


1582.5 
2045.6 
689.4 
3341.0 


9 
14 
3 
5 


62.5 
73.0 
10.6 
97.0 


502 
32 
-10 
203 


88.4 
138.0 

19.9 
184.0 


NM 
28 


136 


7.6 
7.1 
3.0 
5.6 


1.4 
6.1 
3.4 
2.0 


22.0 
16.7 
5.7 
22.2 


6 
19 
16 


WALTER  INDUSTRIES  (7) 
WEIRTON  STEEL 
WORTHINGTON  INDUSTRIES  (7) 


399.1 
363.6 
536.5 


14 


739.5 
713.2 
1023.1 


2 
5 
19 


21.6 
-12.9 
26.9 


-46 
NM 
1 


19.4 
-25.2 
48.7 


NM 
NM 

-4 


5.4  10.0 
NM  NM 
5.0  5.7 


11.6 
-30.4 
13.4 


27 
NM 
20 


(C)  OTHER  METALS 

GROUP  COMPOSITE 


4990.0 


21 

9 


14 
34 


9751.0 


19 


427.2 


20 


810.9 


17 


8.6  8.6 


13.8 


17 


ASARCO 

COMMONWEALTH  INDUSTRIES 
CYPRUS  AMAX  MINERALS 
ESSEX  INTERNATIONAL 


741.0 
287.2 
841.0 
453.3 


1456.6 
559.4 

1729.0 
864.1 


3 
71 
21 
34 


51.9 
4.2 
66.0 
23.4 


-28 
98 
25 

208 


92.5 
6.3 
123.0 
42.7 


-14 
41 
7 

205 


7.0  10.6 

1.5  1.3 

7.8  7.2 

5.2  2.3 


6.8 
7.2 
2.8 
38.5 


12 
13 
35 
16 


FREEPORT-McMORAN  COPPER  &  GOLD  567  0  34  1090  7 

GENERAL  CABLE  292.2  8  543.2 

HARSCO  t  426.3  10  817.0 

PHELPS  DODGE  1065.0  11  2086.7 

PRECISION  CASTPARTS  (9)  317.0  91  604.3 


34 
3 


6 
87 


79.1 
12.0 
36.4 
134.8 
19.5 


85 
20 
24 
7 
73 


150.9 
20.6 
66.5 

272.3 
36.1 


91 
65 
10 
-3 
66 


13.9 
4.1 
8.5 

12.7 
6.2 


10.1 
3.7 
7.5 

13.2 
6.8 


78.5 
52.1 
18.3 
17.3 
12.8 


21 
17 
17 
12 
22 


17  NONBANK  FINANCIAL 

INDUSTRY  COMPOSITE  100945.5 

11 

197332.2 

12 

9781.0 

19 

19079.8 

20 

9.7 

9.1 

16.6 

19 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE  57941.3 

15 

112763.6 

15 

5515.7 

10 

10593.3 

11 

9.5 

9.9 

20.7 

18 



3.( 

ALEX.  BROWN 
ALLEGHANY 
AMERICAN  EXPRESS 
ASSOCIATES  FIRST  CAPITAL 


261.2* 
548.6 
4422,0* 
2049.5 


-16 
4 


19 


494.7 
1053.3 
8585.0 
3976.2 


-15 
6 


18 


31.7 
33.9 
520.0 
245.0 


-36 
49 
15 
22 


62.8 
46  8 
974.0 
482.8 


-31 
18 
15 
23 


12.1 
6.2 
11.8 
12.0 


16.1 
4.3 
11.1 
11.7 


18.0 
7.1 
24.2 
16.3 


16  5 

17  12 
19  4 
23  2.: 


BEAR  STEARNS  (6)  1773.3  26  3284.6  22  162.9  0  328.4  13  9.2  11.6  23.2 

BLOCK  (H&R)  18)  1085.9'*  18  1449.0  17  199.4  7  174.1  -3  18.4  20.1  5.8 

CAPITAL  ONE  FINANCIAL  395.9  28  807.6  32  39.4  3  81.8  7  9.9  12.4  19.6 

COUNTRYWIDE  CREDIT  INDUSTRIES  (10)  426.4  46  725.7  21  70.0  15  138.3  17  16.4  20.8  15.8 


9  4.; 

84  0.' 

15  2.3!". 

13  2.im 


DONALDSON,  LUFKIN  &  JENRETTE  1061.2  7  2042.6  16  100.2  3  186  6 

DUN  &  BRADSTREET  498.3  -1  957.3  0  50.2  NM  88.2 

EDWARDS  (A.  G.)  (10)  439.3  3  895.7  7  54.5  -3  113.9 

EQUIFAX  343.0  14  655.0  11  61.2  77  99.7 


15 
NM 


49 


9.4 
10  1 
12.4 
17.8 


9.8 
NM 
13.2 
11.5 


19.6 
NM 
16.7 
45.1 


13  4. 

53  0. 

12  3., 

23  1. 


FANNIE  MAE  6862.8**  12  13535.0  11  751.3  11  1485.7  10  10.9  11.0  24.0  17 

FEDERAL  HOME  LOAN  MORTGAGE  3604.0  20  7015.0  22  340.0  5  569.0  7  9.4  10.8  18.1  20 

FINOVA  GROUP                                     239.0  23  459.3  17  33.8  17  65.4  18  14.1  14.9  13.6  19 

FIRST  AMERICAN  FINANCIAL                    450.4**  9  833.3  10  18.5  -5  21.4  -24  4.1  4.7  13.3  10 


FRANKLIN  RESOURCES  (3)                       577.9**  46  1099.7  39  111.2  37  212.6  36  19.2  20.5  23.9  27 

GREEN  TREE  FINANCIAL                          317.1**  62  584.3  60  108.1  43  199.9  41  34.1  38.5  27.5  17 

HOUSEHOLD  INTERNATIONAL  1293.3  -1  2579.0  4  150.3  21  281.8  20  11.6  9.5  18.8  20 

LEHMAN  BROTHERS  HOLDINGS  (1)  3806.0  10  7805.0  14  121.0  12  265.0  25  3.2  3.1  12.0  14 


MARSH  &  Mclennan  1449.8  40  2658.5  26  145.0  26  309.4  20  10.0  11.1  17.0 

MERRILL  LYNCH  8011.0  29  15462.0  27  481.0  11  947.0  12  6.0  7.0  25.8 

MORGAN  STANLEY,  DEAN  WmiR,  DISCOVER (1)  6376.0  14  12936.0  17  527.0  -7  1098.0  3  8.3  10.1  NA 

PAINEWEBBER  GROUP  1619.8*'  13  3147,5  10  93.1  1  194.0  1  5.8  6.4  20.0 


SALLIE  MAE 
SALOMON 

SCHWAB  (CHARLES) 
TRAVELERS  GROUP 


937.7 
2455.0* 

663.9 
5973.1 


6 
4 
12 
10 


1859.8 
4639.0 
1322.7 
11901.1 


4 
-5 
16 

20 


119.2 
220.0 
64.0 
662.9 


16 
-26 
-9 
15 


238.0 
393.0 
130.7 
1305.0 


13 
-35 
12 
19 


12.7 
9.0 
9.6 

11.1 


11.6 
12.6 
11.8 
10.6 


52.3 
15.6 
26.4 
19.9 


18 
9 
35 
18 


(B)  INSURANCE 

GROUP  COMPOSITE 


40099.2 


78845.8 


8  3897.9 


32  7774.5 


33 


9.7 


7.9 


14.1 


19 


AFLAC 
ALLSTATE 

AMERICAN  FINANCIAL  GROUP 
AMERICAN  GENERAL 


1741.5 
6073.0 
969.0 
2226.0 


3449.0 
12252.0 
1899.0 
4358.0 


-1 
0 

-5 
1 


302.8 
643.0 
61.2 
-124.0 


253 
-16 
5 
NM 


393.0 
1410.0 
124.4 
86  0 


128 
19 
-11 
-76 


17  4 
10.6 
6.3 
NM 


4.9 
12.1 
5.8 
7.5 


26.8 
17.4 
16.7 
NA 


13 
15 
11 
33 


AMERICAN-INTERNATIONAL  GROUP  7137.3**  11  13745.6  10  826.5  14  1507.4  15  11.6  11.3  13.9 

AMERICAN  NATIONAL  INSURANCE             434.5  15  862.9  14  57.4  24  120.2  35  13.2  12.2  10.0 

AMERICAN  STATES  FINANCIAL                  510.3  2  1012.2  0  44.2  49  98.2  28  8.7  6.0  14.4 

CIGNA  4719.0**  0  9354.0  0  279.0  21  567.0  21  5.9  4.9  15.2 


CINCINNATI  FINANCIAL  484.2  10  967.9  8  75.8  39  149.9  32  15.7  12.3  6.9 

CONSECO  1360.5  102  2459.6  80  132.8  155  247.6  118  9.8  7.5  10.9 

EVEREST  REINSURANCE  HOLDINGS  319.1  18  505.6  15  44.3  54  78.8  40  13.9  10.7  11.5 

LIBERTY  FINANCIAL  304.4  12  514.7  13  30.0  30  55.0  39  9.9  8.5  10.5 
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i  RPORATE  SCOREBOARD  

;  PANY  SALES  PROFITS  

  MARTINC       RETURN  ON 

iWAKtaiws        COMMON  12 

2ND  CHANGE            6  CHANGE         2N0  CHANGE          6  CHANGE  2ND  2ND         EQUITY       PRICE-  MONTHS' 

QUARTER  FROM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1997  1996  1997  1996          1997  1996          1997  1996  1997  1996        ENDING       RATIO  PER 

SMIL  %  SMIL            %  SMIL  %  SMIL  %  %  %  6-30  7-25  SHARE 


||   LN  NATIONAL  1128.1  -1  2326.1  2  -48.0  NM  35.1  -80  NM  7.5  8.1  24  2.85 

31  CASUALTY  361.4  0  721.0  0  33.0  161  64.2  315  9.1  3.5  11.9  11  4.19 

31  EPUBLIC  INTERNATIONAL  492.6  9  954.4  8  88.3  55  153.5  39  17.9  12.6  14.3  11  2.91 

31  I  CAPITAL  390.1  6  775.0  8  25,4  23  54.9  43  6.5  5.6  16.3  11  3.71 


?l  RESSIVE  1118.8**  32  2085.3  27  102.1  30  178.5  26  9.1  9.2  20.1  21  4.70 

5,  ;0  1084.3**  5  2114,5  5  117.2  11  228.7  6  10.8  10.3  11,2  13  3.57 

5'  \UL  1620,7  19  3177,9  18  230,5  70  422.8  51  14,2  9,9  18,0  11  7.64 

i   MERICA(3)t  576.8**  43  1034.3  38  94.3  35  181.2  31  16,4  17,3  20,8  25  2.39 


rr  OLDINGS  434.0  -5  862.0  -6  38.8  16  75.3  NM  8.9  7.3  12.4  11  2.64 

n  SAMERICA  1584.1  5  3123.5  4  387.9  266  468.9  112  24.5  7.0  17.1  9  10.42 

n  SATLANTIC  HOLDINGS  361.2  18  699.6  21  43.1  14  84.8  15  11.9  12.3  13.3  15  4.80 

n  ELERS  PROPERTY  CASUALTY  2430.9  10  4862.2  45  276.0  NM  549.1  NM  11.4  NM  16.7  16  2.65 


J  (IN  t  390,5  2  772.6  1  1,2       -96  34,9      -36         0.3       7,7  7,6        21  3,01 

j  /I  974.5  -2         2017.5  1         87.6         19        202.6       39         9.0       7,5        13,8       22  2.07 

J   G  872,4  2  1717,4  0         47,4        -29  92,4      -25         5.4        7,8         12,9        13  1,89 


:<  AVINGS&LOAN 

3  JP  COMPOSITE  2905.1  9        5722.7         7      367.5        27       712.0       27      12.6     10.8       11.2       23  2.75 


\  1NS0N(H.  F.)  953.3  4  1914,3  2  115,7  68  218,7  64  12.0  7,4  8,0  28  1,92 

;  TER  ONE  FINANCIAL  280.8  7  551.7  7  45.7  11  89.8  13  16.3  15.8  14.1  19  2.91 

i  EN  WEST  FINANCIAL  710.0  9  1403,6  7  87,3  10  170.7  8  12.3  12,3  15,4  12  6,63 

h  1INGT0N  MUTUAL  951.0**  14  1853,1  12  118,8  19  232,8  24  12.5  11,9  8,8  58  1,14 


1  OFFICE  EQUIPMENT  &  COMPUTERS  

I  ISTRY  COMPOSITE  87757.6         12    171411.3        12    6454.1        39    12346.8       55        7.4      5.9       21.1       33  1.95 


i  tUSiNESS  MACHINES  &  SERVICES 

3  JP  COMPOSITE  6360.8         11      12401.0        11      273.1  6       537.2       16        4.3      4.5       17.3       27  1.52 


;  'UCOM  SYSTEMS  491.2  -3  923,1  0  8,0  -35  12,9  -29  1.6  2.4  15.0  19  0,51 

)  XE  440.3  -6  905,8  -5  37,5  -2  78,9  38  8,5  8,2  11,9  32  1,07 

)  )LD  303.2  22  567.8  22  30.7  26  54.4  28  10.1  9.8  18.5  29  1,59 

<  INDUSTRIES  296,6  35  579,4  28  18,8  53  35,8  23  6,4  5,6  28,2  23  2,50 


I  .LIGENT  ELECTRONICS  (11)  568.3        -24         1408,2       -22       -11,9        NM        -16,9      NM         NM       NM       -92,0       NM  -3,18 

k  0AGE(2)  1035.7  20         1896.0        15  6.0         94  10.7      125         0.6       0.4  9.6        19  1.24 

\  ER  (HERMAN)  (7)  411.2  20  776,3        19         27.4         61  41.0       41         5.7       5,0        24.0       32  1.55 


'  EY  BOWES  1006.1  7        1967,5         6       131,1         11        251,0       12       13,0     12,6        23.7       22  3.33 

i  lOLDS  &  REYNOLDS  (3)  338.1  18  692,3        27  7,3       -70  33,5      -29         2.2       8.5        20.7        19  0.99 

\    DATA  (11)  1370.1  39         2683.6        42         18.2         75  36.0       83         1.3       1.1         14.1        24  1.49 


I  :OMPUTERS  &  PERIPHERALS 

;  UP  COMPOSITE  63621.9  8    124059.6         8    4134.7        51      7519.9       75        6.5      4.7       21.1       25  2.42 


1  ,E  COMPUTER  (3)  1737.0  -20  3338,0  -24  -56.0  NM  -764.0  NM  NM  NM  -71,8  NM  -6,85 

:  PAQ  COMPUTER  5012.0  25  9817.0  20  214,0  -20  601,0  20  4,3  6,7  20,7  27  2,01 

;    GENERAL(3)  391,3  21  780,7  19  14,7  106  28,5  111  3,8  2.2  13.3  26  1.15 

:  COMPUTER  (11)  2588.0  58  5000,0  57  198,0  141  386.0  154  7.7  5,0  75,5  47  1,72 


"AL  EOUIPMENT  (6)                        3463.1  -7  6777,4  -8  123,9  NM  174.9  NM  3,6  NM  3,0  61  0.68 

713.5  31  1331.9  25  128.8  48  239.7  40  18.1  ■  16.0  24.0  27  1.81 

WAY  2000                                  1392.7  22  2812.0  23  56.5  10  124,0  22  4,1  4,5  28,8  23  1,74 

LETT-PACKARD  (2)                        10340.0  5  20635.0  8  784.0  8  1696.0  12  7.6  7.3  18.7  25  2.64 


RNATIONAL  BUSINESS  MACHINES  18872,0  4  36180,0  4  1446.0  7  2641,0  25  7,7  7,4  30,1  18  5,83 

;GA  400.2  41  761.5  51  26,2  86  49,2  103  6,6  5,0  21,4  36  0,61 

,  flARK  INTERNATIONAL  GROUP  556,3  0  1139,7  0  34,3  11  65,0  24  6,2  5,5  26,3  17  1.84 

i  iON  ELECTRONICS  (4)  511.4  24  1021.7  18  19.7  40  47.5  NM  3.8  3.4  28,2  17  1,06 


1645.0  -2  3034.0  -7  -4.0  NM  -20.0  NM  NM  NM  -3.2  NM  -0.45 

NTUM  (9)                                     1446.1  25  3010.0  26  96.5  NM  184.2  NM  6.7  0.3  24.2  15  1.87 

;ATE  TECHNOLOGY  (6)                     1977.2  -2  4479.0  9  59,3  -41  316,1  NM  3.0  5.0  17.9  15  2.73 

;0N  GRAPHICS  (6)                          1162.3  19  2071.7  25  102,4  NM  112,9  NM  8,8  NM  4,3  59  0.43 


?AGE  TECHNOLOGY  517.0  8  955,6  2  54,0  43  93,6  47  10,4  7,9  14,4  15  3,31 

MICROSYSTEMS  (6)  2543,1  26  4657,7  21  237,2  94  460,7  73  9,3  6,1  27,8  24  1.96 

3EM  COMPUTERS  (3)  502.6  8  969.9  4  43,2  85  68,2  NM  8.6  5.0  10,6  27  1.00 

Vi'7)  829.9  26  1616.7  28  89,2  202  176,8  70  10,7  4,5  24,6  28  2.02 


;YS  1585.3  5         3116,0  6         41,9       691  61.2      NM         2.6       0.4        10.6       NM  0.08 

TERN  DIGITAL  (6)  1079.9  32         2176.1        40         87.9       169        170,5      227         8.1       4.0        43.2        13  2.86 

JX  4356,0  3         8378,0  3       337.0         15        607,0       15         7.7       6.9        28.6        21  3.74 


COMPUTER  SOFTWARE  &  SERVICES 

)UP  COMPOSITE  17774.9         27      34950.7       27    2046.4        26     4289.7       34      11.5     11.6       21.8       51  1.41 


END  COMMUNICATIONS  311.7  52  604.4  71  -48.8  NM  -212.1  NM  NM  21.6  -17.5  NM  -0.61 

NETWORKS  (6)  543.0  1  1055.9  0  -118,0  NM  -117,8  NM  NM  10.3  -23.1  NM  -1.46 

!  INTERNATIONAL  272.8  8  523.4  10  4,5  -33  11,3  -6  1.6  2.6  9.3  45  0.56 

LETRON  SYSTEMS  (10)  362.7  12  743.2  19  58.8  3  119.2  140  16.2  17.7  19.4  23  1.45 
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Next  time  you're  thinking  about  choosin; 


a  business  PC,  consider:  instead  of  running 


around  and  locating  eacli  and'  every 


HPVectraVE  PC   in  your  network,  you   can  save  your 

for  Business  from$992^ 

breath  by  using  the  HP  Vectra  V  and  X  Series  PCs.  Our 


Intel®  Pentium®  processor-based  PCs  are  designed  not 


just  to  be  manageable,  but  to  actually  help  you  manage. 


Between    our    hardware    and    software    features  like 


TopTOOLS  and  Open  View,  we  offer  a  host  of  non- 


in 


proprietary,  DMI-standards-based  management  ^ 

pentium 

solutions.  You  can  remotely  monitor  and  upgrade  the  BIOS 


of  multiple  PCs  throughout  your  entire  network,*  collect 

asset  data  from  them,  troubleshoot  problems  before  they 

t 

even  become  problems  and,  in  general,  get  more  work  done. 
Have  a  seat  and  please  type:  www.hp.com/go/vectracommercial 
Better  products,  better  productivity. 


Whpl  HEWLETT- 
mL'HM  PACKARD 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


2ND  CHANGE 

QUARTER  FROM 

1997  1996 

$  MIL.  % 


6 

MONTHS 
1997 
$MIL 


CHANGE 
FROM 
1996 
% 


2ND 
QUARTER 
1997 
$MIL 


CHANGE 
FROM 
1996 


MONTHS 
1997 
$MIL, 


CHANGE 
FROM 
1996 

% 


MARGINS 

2ND  2N0 

QUARTER  QUARTER 

1997  1996 

%  % 


RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
6-30 


FRICE- 
EARNINGS 
RATIO 
7-25 


i; 

Mom 

EARNI 
PEi 
SHA 


404.2 
947.0 
1647.9 
712.0* 


CERIDIAN 
CHS  ELECTRONICS 
CISCO  SYSTEMS  (5) 
COMDISCO  (3) 

COMPUTER  ASSOCIATES  INTERNATIONAL  (9)  890  7 

COMPUTER  SCIENCES  (9)  1488  8 

FIRST  DATA  1318  2 

FISERV  238.4 


12 


52 
20 


818.7 
1824.1 
3240.2 
1402.0 


12 
194 
62 
20 


48.5 
5.4 
378.3 
34.0 


19 
271 
54 
17 


92.3 
13.1 
716:8 
67.0 


5 

253 
57 
18 


12.0  11.3 

0.7  0,5 

23,0  22,6 

4,8  4,9 


39,6 
16.5 
29.4 
15,3 


IS 

22 
46 
19 


12 
14 

10 

10 


2095,7 
3024,0 
2561.5 
465.7 


10 
16 

10 


155.8 
52.6 

-28.4 
20.8 


30 
15 
NM 
3 


491.8 
128.3 
107.8 
43  4 


28 
116 

-55 
9 


17.5  15.2 

3.5  3.5 

NM  11.5 

8.7  9.3 


25.7 
12.0 
13.1 
11.4 


52 
31 
41 
32 


1.0 
2.5 


GTECH  HOLDINGS  (10) 
INACOM 
INTERGRAPH 
MICROSOFT  (6) 


245,2 
972,2 
288,6 
3175,0 


16 

25 


41 


491.4 
1813.9 

541.4 
5383.0 


22 
28 
3 

43 


19.3 
5.7 
-15.0 

1057,0 


6 
52 
NM 
89 


42,3 
12,0 
-42.3 
2099.0 


24 
51 
NM 
87 


7.9  8.6 

0,7  0,6 

NM  NM 

33  3  24,8 


21,8 
11,2 
-21,8 
35,1 


16 
16 
NM 
53 


1 
2.0 
-1 
2.J 


NOVELL  (2) 
ORACLE  (7) 

SABRE  GROUP  HOLDINGS 


273,1 
1948,0 
447,0 


45 
33 
9 


648,0 
3320,6 
887,0 


4 
34 
6 


-14,6 
359.9 
58.0 


NM 
35 
18 


36.2 
529.2 
125.0 


341 
28 
5 


NM  NM 
18.5  18,2 
13,0      12  0 


9,4 
34,7 
30,2 


16 
45 
20 


SAFEGUARD  SCIENTIFICS 

SYBASE 

VANSTAR  (8) 


502.7 
237.6 
548.2 


-5 
-5 
13 


950.3 
479,5 
1075.7 


-1 
-3 
15 


5.6 
4.4 
1.5 


4 
NM 

-90 


10.1 
7.9 
9.2 


NM 
NM 


1,1 
1.8 
0.3 


1.0 
NM 
3.4 


11.0 
-9.4 
18.6 


45 
NM 
18 


19  PAPER  &  FOREST  PRODUCTS 


INDUSTRY  COMPOSITE 
(A)  FOREST  PRODUCTS 


26034.3 


-1  50945.5 


-1 


444.4      -56      1198.9  ^9 


1.7 


3.9 


6.5 


40 


GROUP  COMPOSITE 

6781.4 

2 

13067.1 

2 

47.2 

-45 

199.0 

-25 

0.7 

1.3 

0.8 

NM 

0.2 

BOISE  CASCADE 

1333.0 

5 

2605  6 

5 

-16.2 

NM 

-31,4 

NM 

NM 

NM 

-5.4 

NM 

GEORGIA-PACIFIC 

3326.0 

0 

6471  0 

1 

27,0 

170 

117,0 

95 

0.8 

0.3 

5.1 

39 

2.3 

LOUISIANA-PACIFIC 

533  3 

-4 

1187.9 

-4 

-10.1 

NM 

31.9 

83 

NM 

3.2 

-12.9 

NM 

-1.7 

RAYONIER 

290.1 

-2 

550,2 

-7 

19,8 

29 

38.2 

-19 

5.8 

5.2 

-1.4 

NM 

-0.2 

UNIVERSAL  FOREST  PRODUCTS 

341.3 

24 

556,0 

28 

9,0 

10 

12.3 

14 

2.5 

3.0 

18.6 

13 

1.01 

W/ILLAMETTE  INDUSTRIES 

857,7 

0 

1595,4 

-2 

17,8 

-63 

31.1 

-74 

2.1 

5.5 

5.1 

41 

1.& 

The  All-New  Regal 

Official  Car  of  the  Supercharged  Family. 


Between  your  supercharged  job  and  your  supercharged  family,  you  need  a  car  that  moves  at  the 
speed  of  life.  Presenting  the  all-new  supercharged  Regal  GS.  When  it  comes  to  acceleration, 
Motor  Trend  says,  "...to  touch  a  similar  import  sedan...  you'd  need  to  nearly  double  the  sticker.  "Add 
the  most  standard  safety  features  in  its  class,  *  and  it's  easy  to  see  why  Regal  is  becoming 
fast  favorite  of  supercharged  families. 

Regal  ^vBuick 

Bufkle  up.  Araerica'  ©1997  GM  Corp  All  rights  reserved  Regal  is  a  registered  trademark  of  GM  Corp  -Excludes  other  GM  products  Based  on  R,L  Polk  mid-size  class.  For  more  information,  call  1-800-4A-BUICK. 


I 

i 


RPORATE  SCOREBOARD 


C  IPANY 


SALES 


PROFITS 


MARGINS 

RETURN  ON 
COMMON 

12 

2ND 

CHANGE 

6 

CHANGE 

2ND 

/^ij  ft  Motr 
CHANbt 

6 

CHAIN  Lit 

2ND 

2N0 

EQUITY 

PRICE- 

HjlflMTUC' 

MUNIHS 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

PER 

SMIL, 

% 

$MIL 

% 

$MIL 

% 

$MIL, 

% 

% 

% 

6-30 

7-25 

SHARE 

>APER 

UP  COMPOSITE 

19252.9 

-2 

37878.4 

-1 

397.1 

-57 

999.9 

-52 

8.0 

34 

1.44 

UTER 

356.3 

-22 

704.8 

-24 

7. 1 

-84 

6.8 

-96 

2.0 

9.8 

4.5 

43 

1.19 

/IPION  INTERNATIONAL 

1407.5 

-3 

2774.2 

-7 

-11.4 

NM 

-48.4 

NM 

NM 

1  .  1 

-0.2 

NM 

-0.07 

.APEAKE 

264.3 

-4 

558.8 

1 

37.1 

851 

33.6 

185 

14.0 

1  A 
i  .4 

10.5 

14 

2.19 

lOLIDATED  PAPERS 

393.0 

5 

772.8 

-3 

30.4 

-38 

58.4 

-43 

1.1 

13.0 

10.5 

19 

3.04 

HOWARD 

41 1.4 

2 

812.2 

3 

58.9 

62 

108.6 

72 

14.3 

NM 

18 

2.90 

^NATIONAL  PAPER 

5000.0 

-2 

9900.0 

0 

-419.0 

NM 

-385.0 

NM 

NM 

1  Q 

J.  .y 

-3.0 

NM 

-0.93 

S  RIVER  CORP  OF  VIRGINIA 

1412.4 

-10 

2794.3 

-11 

90.8 

198 

138.3 

171 

6.4 

1.9 

13.1 

19 

2.05 

S  MANVILLE 

428.0 

12 

807.0 

14 

37.2 

32 

64.7 

-59 

8.7 

7.4 

16.5 

21 

0.61 

;ERLY-CLARK 

3124.3 

-7 

6361.9 

-3 

350.8 

-4 

715.0 

5 

11.2 

10.9 

32.5 

20 

2.57 

3 

1322.3 

5 

2458.0 

6 

47.8 

-29 

68.0 

-31 

3.6 

5.3 

7.0 

23 

3,01 

ATCH 

394.2 

2 

793.7 

2 

9.9 

-46 

15.2 

-30 

2.5 

4.7 

5.8 

25 

1,89 

N  CAMP 

1105.6 

18 

2162.7 

13 

10.6 

-42 

20.2 

-74 

1.0 

1.9 

1.4 

NM 

0,41 

rVACO  (2) 

724.6 

-5 

1460.9 

-3 

37.9 

-25 

73.5 

-35 

5.2 

6.7 

7.7 

19 

1.70 

ERHAEUSER 

2909.0 

1 

5517.0 

0 

109.0 

6 

130.0 

-47 

3.7 

3.6 

7.7 

34 

1.76 

PUBLISHING  &  BROADCASTING 

JSTRY  COMPOSITE 

14199.8 

17 

27159.0 

16 

776.0 

127 

1141.7 

NM 

5.5 

2.8 

6.2 

45 

0.92 

3R0ADCASTING 

UP  COMPOSITE 

2662.7 

13 

5070.8 

12 

122.9 

NM 

-19.5 

NM 

4.6 

NM 

0.0 

NM 

0.05 

ORD  ENTERTAINMENT 

249.7 

19 

434,8 

25 

121.9 

322 

130,5 

57 

48.8 

13,8 

34.8 

13 

1.83 

TINGHOUSE  ELECTRIC 

2413.0 

12 

4636.0 

11 

1.0 

NM 

-150,0 

NM 

0,0 

NM 

-3.1 

NM 

-0.27 

PUBLISHING 

UP  COMPOSITE 

11537.1 

18 

22088.2 

17 

653.1 

62 

1161.2 

125 

5.7 

4.1 

7.5 

39 

1.20 

JONES 

640.7 

C 

1246,7 

3 

34.9 

-33 

60.3 

-33 

5,4 

8,3 

9.7 

26 

1.67 

my 

1187.8 

1 

2264.6 

6 

194.7 

42 

329,8 

47 

16,4 

12.4 

23.8 

20 

5.17 

COMMUNICATIONS 

368.8 

10 

721.1 

11 

3.8 

NM 

-8.8 

NM 

1.0 

NM 

-25.5 

NM 

-0.13 

iHT-RIDDER 

717.9 

20 

1324.3 

13 

61.3 

47 

236.8 

267 

8.5 

7.0 

34.7 

11 

4.52 

Cherries  in  winter, 
peacties  in  spring.  It's 
not  tlie  weattier  tliat's 
ctianged,  it's  tlie 
pacl<aging. 


Every  day,  at  36,000  feet,  a  global  I 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  crisscro 
the  globe,  many  of  them  gently  nestled 
packaging's  version  of  a  first-class  seat- 
a  carton  or  container  designed  by 
International  Paper.  1 
Chilean  grapes  land  in  Marseilles. 
California  melons  touch  down  in  Warsaw. 
Tuscan  tomatoes  arrive  in  Kyoto. 
What  helps  them  survive  the  trip? 
Package  design  that  anticipates  reality 
temperature  swings,  humidity,  jostling, 
customs  delays,  curious  spiders  and  th 
occasional  1 5-foot  plunge  from  a  cargo 
ships  hoist. 

Packaging  also  has  to  be  specific. 
Frozen  chicken,  fresh  juice,  fine  china 
each  poses  a  very  different  challenge, 
l^ast  year  alone,  our  engineers  designe 
over  44.000  distinct  kinds  of  packaging 
for  businesses  all  over  the  world.  And 
a  lab  where  we  mimic  the  rigors  of  glob 
travel,  our  packages  are  tested  until  the 
reveal  their  every  strength  and  weaknes 
We  do  it  for  our  customers,  and  for  all  ( 
you  who  crave  fresh,  unbruised  cherrie 
in  midwinter. 


INTERNATIONAL 


PARE 


We  answer  to  the  world. 


vwwv.lpapcr.com 
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COMPANY 


SALES 


PROFITS 


MARGINS 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 
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1997 
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1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

$MIL 

% 

SMIL. 

% 

$MIL 

% 

SMIL 

% 

% 

% 

McGRAW-HILL 

836.7 

18 

1489.6 

15 

65.2 

14 

80.1 

9 

7  R 

o.u 

NEW  YQRK  TIMES 

721,9 

1 1 

1414.4 

1 1 

84.9 

81 

136.8 

72 

1  1  W 

7  9 

SCHOLASTIC  (7) 

254.8 

-10 

465.5 

-7 

-11.6 

NM 

-24.1 

NM 

NM 

0  6 

SCRIPPS  (E.  W.) 

305.5 

10 

596.2 

12 

38.6 

33 

68.6 

41 

12.6 

10.5 

TIME  WARNER 

3193.0 

49 

6227.0 

48 

30.0 

NM 

82.0 

NM 

0.9 

NM 

TIMES  MIRROR 

811.8 

-3 

1585.7 

-4 

66.0 

43 

111.2 

54 

8.1 

5.5 

TRIBUNE 

719.7 

12 

1313.7 

11 

110.9 

32 

175.4 

30 

15.4 

13.1 

US  WEST  MEDIA  GROUP 

1277.0 

13 

2484.0 

13 

-97.0 

NM 

-206.0 

NM 

NM 

NM 

WASHINGTON  POST 

501.4 

6 

955.5 

7 

71.4 

13 

119.1 

19 

14.2 

13.4 

RETURN  ON 
COMMON 

EQUITY  PRICE-  MOI 

12  MONTHS  EARNINGS  EARI 

ENDING  RATIO 

6-30  7-25  SH 


36.9  14 

8.7  36 

0.1  NM  0.: 

15.4  22  li 


-2.8 
26.8 
21.2 
-4.1 
18.3 


NM 
27 
21 
NM 
20 


-0, 
2, 

2-! 
-0. 
21 


21  SERVICE  INDUSTRIES 


INDUSTRY  COMPOSITE 


44436.2 


17  89722.7 


20  804.1 


-46  2374.1 


1.8 


3.9 


10.5 


33 


(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  COMPOSITE  6201.7 


21 


12553.0 


26 


-32.5 


NM 


90.9  -63 


NM 


2.5 


8.1 


34 


APOGEE  ENTERPRISES  (10) 
BUTLER  MFG. 
EG&G 
FLUOR  (2) 


244.8 
241.1 
368.7 
3185.8 


7 
25 

4 
23 


485.0 
429.2 
715.7 
6619.9 


9 
16 

2 
33 


6.8 
19.0 
-13.4 
-70.1 


36 
227 
NM 
NM 


12.4 
20-9 
-3.8 
-8.1 


46 
130 
NM 
NM 


2.8 
7.9 
NM 
NM 


2.2 
3.0 
4.0 
2.5 


16.0  21  1; 

24.9  7  4.1 

7.0  40  0.1 

8.5  37  1.1 


FOSTER  WHEELER  1030.6  6  1995.7  10  -3.6  NM  16.6  -66  NM  2.6  7.4  35 

JACOBS  ENGINEERING  GROUP  (3)  430.2  -2  867.9  -6  12  0  15  23.4  15  2.8  2.4  14.8  17 

MORRISON  KNUDSEN  (1)  414.2**  401  803.8  455  7.4  360  14.4  NM  1.8  2.0  2.7  NM 

STONE  &  WEBSTER  286.3  7  635.8  11  9.5  154  15.1  62  3.3  1.4  -3.6  NM 


1, 

1.: 

-0.1  yp 
-0.1' 


O.i 

0.i 
-9, 
3, 
4, 


(B)  INDUSTRIAL  DISTRIBUTION 


GROUP  COMPOSITE 

20779.1 

19 

43618.2 

23 

53.9 

-89 

650.1 

-44 

0.3 

2.9 

7.0 

38 

AIRGAS  (9) 

331.4 

21 

640.3 

25 

12,2 

10 

2.1 

-91 

3.7 

4.1 

7.2 

53 

ALLEGIANCE 

1075.0 

-1 

2130.9 

-3 

22.0 

86 

43.0 

60 

2.0 

1.1 

-53.1 

NM 

ARROW  ELECTRONICS 

1848.7 

15 

3704.1 

12 

51.8 

-4 

102.1 

-8 

2.8 

3.4 

14.2 

15 

AVNET  (6) 

1398.6 

5 

2777,1 

2 

47.4 

-2 

94.8 

_2 

3.4 

3.6 

12.2 

16 

The  one  truly  open  email  and  groupware  solution 


Introducing  Netscape  Communicator  and  SuiteSpot.  The  browser  was  only  the  beginning. 


At  sonie  point  you'll  launch  Netscipc;  you'll 
e\ch.inf;(.'  em.iil  with  people  inside  ,ind  outside  of 


Netscape  Communicator  and  SuiteSpot  are  the 
world's  only  fully  native  open  solutions  for  email  and 


your  company  and,  all  of  a  sudden,  it  will  hit  you.      groupware.  And,  because  they're  built  from  the  ground 


The  enterprise  email  and  groupware  solution  that 
you've  been  looking  for  is  closer  than  you  think. 


up  on  the  Internet  messaging  standards  Netscape 
helped  create,  you  can  now  extend  your  intranet 
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1997  1996 


RETURN  ON 

COMMON  12 

EQUITY  PRICE-  MONTHS 

12  MONTHS  EARNINGS  EARNINGS 

ENDING  RATIO  PER 

6-30  7-25  SHARE 


CASCADE  OFFICE  PRODUCTS 
FICE  PRODUCTS  INTERNATIONAL 


600.5 
390.7 


30 
15 


1198.3 
792.3 


30 

16 


11.7 
6.0 


-14 
27 


26.6 
9.4 


-9 
17 


2.0 
1.3 


3.0 
1.2 


12.5 
6.0 


24 
18 


0.84 
0.48 


TAR  ( 1 ) 

377.6 

57 

634.2 

47 

14,2 

NM 

20.2 

NM 

3,8 

NM 

12.6 

55 

0,55 

E 

518.8 

1 1 

986. 1 

9 

29.2 

32 

51.9 

29 

5.5 

4.7 

21.9 

20 

2,25 

N 

3240.0 

9 

8584,0 

43 

-420.0 

NM 

-198.0 

NM 

NM 

4.0 

1,1 

NM 

0,17 

INE  PARTS 

1510.5 

5 

2968.1 

4 

83.7 

4 

160.3 

4 

5.5 

5.6 

19,1 

18 

1,86 

IGcR  (W.  W.) 

1051 ,2 

18 

2036,8 

18 

57.6 

16 

1 12,2 

13 

5.5 

5,6 

15,7 

23 

4,25 

ES  SUPPLY  (11) 

421.4 

21 

786,8 

20 

7.8 

41 

15,2 

43 

1.8 

1,6 

12,1 

13 

2,07 

iN 

250.2** 

2 

502,4 

3 

5.7 

24 

2,3 

-78 

2.7 

2,2 

6,8 

27 

0,61 

,HALL  INDUSTRIES  (7) 

325.0 

6 

529.0 

6 

11.7 

-2 

21.5 

-11 

■3.5 

3.9 

11,8 

18 

2,32 

2684.3 

131 

5956,4 

112 

32.1 

132 

36.7 

-17 

1.2 

1.2 

10.1 

24 

0,66 

;ER  STANDARD  ELECTRONICS  (9) 

396.3 

6 

787,7 

4 

7.3 

19 

14.3 

3 

1.8 

1.5 

11.0 

14 

1,01 

NCE  STEEL  &  ALUMINUIVI 

243.8 

48 

445.4 

38 

8.4 

8 

15,3 

-2 

3.4 

4.7 

14.8 

15 

1,90 

L 

348.2 

19 

655.8 

20 

9.1 

20 

15,9 

21 

2.6 

2.6 

14.9 

15 

1.23 

SON  TULL 

730.0 

20 

1390.5 

13 

19.1 

1 

35,6 

-14 

2.6 

3.1 

15.1 

1 1 

1 .47 

1URCE  WORLDWIDE  (31 

1 754.0 

I 

3479  9 

0 

12.5 

NM 

23.1 

2 

0.7 

NM 

5.7 

23 

0.81 

ID  STATIONERS 

610.0 

14 

1245.1 

11 

9,9 

87 

19.9 

47 

1.5 

1.0 

41.7 

12 

2.49 

cricwTiFir  DPnniirTQ 
ol/itniiriL  rnULfUuio 

o  iU.D 

1  1 
i  i 

DU  1  .o 

5. 1 

98 

9.6 

85 

2.0 

1 . 1 

6, 1 

34 

0.52 

:  ELECTRONICS 

352,4 

15 

674.5 

7 

8.4 

-24 

16.2 

-27 

2.4 

3.6 

15,1 

19 

2,69 

'OLLUTION  CONTROL 

JP  COMPOSITE 

2568.9 

-4 

5033.1 

-2 

180.0 

-18 

358.5 

-11 

7.0 

8.2 

8.7 

35 

0.86 

AISER  INTERNATIONAL 

241.6** 

-27 

507.5 

-21 

0,0 

NM 

0,1 

-98 

0.0 

0.5 

5.3 

34 

0.08 

TE  MANAGEMENT 

2327.3 

0 

4525.6 

1 

180,0 

-17 

358,4 

-10 

7.7 

9.3 

8.7 

35 

0.90 

>RINTING  &  ADVERTISING 

UP  COMPOSITE 

3954.9 

6 

7539.4 

6 

220.3 

5 

326.0 

NM 

5.6 

5.6 

19.8 

24 

1.72 

1(3) 

258.2 

5 

500.7 

5 

9,4 

115 

12,0 

NM 

3.7 

1.8 

NM 

17 

1,03 

A 

276.2 

7 

551,6 

4 

12,5 

6 

22,6 

9 

4.6 

4.5 

13.3 

17 

1,72 

LOWER  PRESS  HOLDINGS 

316.8 

5 

614.3 

16 

4.4 

72 

6,1 

NM 

1.4 

0.8 

4.9 

93 

0,23 

Reload 


has  been  staring  you  in  the  face  for  over  two  years. 


beyond  the  tradinonal  buLiiidaries  that  httpV/hiimcMiftscapccnm/ad/hwcck 

restrict  e.Msting  proprietary  solutions.  and  try  out  Netscape's  latest  email  and 

To  come  face  to  face  with  the  future  groupvvare  solutions.  Or  call  888-777-0192        NETSCAPE  ' 

of  communication  and  collahoration  visit  for  a  Netscape  SuiteSpot  test  drive  CD.      The  Internet  Company 

'0199^  NclSij/ic  Cuwtriiinu.ilinns  Cnrfi,!! .Hum.  Inc  Nelscipe  .mj  ihc  Nersi\!pi-  tug,,  .ire  regiih-rt-J  IrjJemjrks  ij/  iVi'/scjp.-  CommioiH  jrinni 
Corp.  !H  the  U  S  and  nlher  cnuutrtei.  Nctscjpe  Conimiinu  jtor  ,i>ui  Siiiti'Spol  arc  alsn  trjdenuuki  <>!  Nclsclpf  whu  h  may  he  regisU-rL-J 
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RETURN  ON 
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MONTHS        FROM       QUARTER  QUARTER    12  MONTHS  EARNINGS  EARN 

1997          1996         1997       1996        ENDING  RATIO  PI 

$MIL           %            %          %           6-30  7-25  SHi 


DONNELLEY  (R.  R.)  &  SONS 

1505.0 

_4 

2980.2 

-4 

Zl  .1 

-31 

57.0 

NM 

2.5 

3.5 

14.1 

26 

1.! 

INTERPUBLIC  GROUP 

812.3** 

20 

1409.6 

19 

89.8 

8 

1 1 1,8 

1 1 

11.1 

12.3 

25.9 

23 

l.j 

OMNICOM  GROUP 

786.3 

18 

1482.9 

18 

55.4 

25 

106.5 

27 

8.4 

7.9 

25-1 

25 

It;  U  1  nc.n  3tnvil«t9 

GROUP  COMPOSITE 

1093 1 .6 

23 

^suy /y.  1 

23 

o.t) 

4.y 

1  Q  Q 

io.y 

i6 

1.1 

ABM  INDUSTRIES  (2) 

294. 3-- 

12 

585.9 

13 

5.8 

24 

10.7 

22 

2.0 

1.8 

12.8 

20 

ACCUSTAFF 

543.5 

58 

1020.7 

54 

23.7 

127 

45.1 

151 

4.4 

3.0 

8.7 

49 

o.e 

ACNIELSEN 

356.3 

5 

681.1 

6 

10.2 

498 

6. 1 

NM 

2.9 

0.5 

8.7 

29 

ADMINISTAFF 

274.8 

31 

537.0 

33 

0.9 

59 

0.9 

NM 

0.3 

0.3 

6.9 

71 

0.2 

CDI 

378.1 

12 

738.6 

10 

11.9 

26 

22.7 

27 

3.2 

2.8 

23.4 

18 

2.1 

COGNIZANT 

464.6 

12 

899.3 

14 

50.1 

17 

113.0 

23 

12.9 

12.3 

31.8 

34 

1.; 

CORESTAFF 

241 .4 

80 

458.3 

93 

7.4 

83 

13.2 

96 

3. 1 

3.0 

9.7 

38 

0.7 

cue  INTERNATIONAL  (11) 

524.7 

2 1 

1298.9 

22 

70.5 

35 

150.0 

36 

11.3 

10. 1 

13.6 

51 

HANDLEMAN  (8) 

278.4 

7 

608.9 

0 

0.2 

NM 

6,7 

NM 

0.1 

NM 

1.9 

39 

o.i 

nro 

o  /  y  .D 

Do 

-j-j 

-106  4 

N  M 

-15  3 

N  M 

NM 

17  3 

2  5 

80 

KELLY  SERVICES 

959.7 

19 

1840.6 

20 

19.4 

11 

33.7 

11 

2.0 

2.2 

14.7 

16 

MANPOWER 

1792.2 

23 

3313.2 

20 

40.9 

6 

67.5 

9 

2.3 

2.5 

28.9 

24 

NORRELL  (2) 

317.9 

27 

599-2 

25 

8.5 

36 

15.7 

38 

2.7 

2.5 

25.1 

28 

OLSTEN 

1014.4** 

25 

1965.2 

25 

25.3 

-15 

44,5 

-13 

2.5 

3.7 

6.1 

31 

1 

PITTSTON  BRINK'S  GROUP 

268.8 

21 

520.2 

20 

17.7 

26 

33.0 

28 

5.5 

5.3 

19.6 

19 

ROBERT  HALF  INTERNATIONAL 

311.6 

48 

594.6 

46 

22.2 

55 

42.1 

53 

7.1 

6.8 

22.8 

43 

SERVICE  CORP  INTERNATIONAL 

601.1 

5 

1239.6 

9 

78.8 

27 

209.9 

57 

13.1 

11.0 

14.8 

24 

1.4 

SERVICEMASTER 

1010.8 

10 

1827.9 

10 

75.7 

6 

122.6 

10 

7.5 

7.8 

26.3 

19 

1.2 

VOLT  INFORMATION  SCIENCES  (2) 

345.7 

37 

534.5 

33 

7.1 

42 

12.2 

57 

2.1 

2.0 

18.7 

29 

1.8 

WACKENHUT 

273.5 

23 

515.7 

18 

2.5 

32 

4.5 

57 

0.9 

0.9 

7.1 

29 

0.7 

22  TELECOMMUNICATIONS 


INDUSTRY  COMPOSITE 

65328.3 

8 

128179.9 

8 

4728.9 

-24 

10749.7 

-15 

7.2 

10.3 

17.9 

22 

2.0 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

33029.7 

11 

64333.1 

11 

2122.0 

-A 

4186.1 

-6 

6.4 

7.4 

10.9 

33 

1.2 

ADC  TELECOMMUNICATIONS  (2) 

279  2 

45 

536-0 

51 

28-9 

45 

39,3 

8 

10,3 

10.3 

13.7 

58 

0.7 

AIRTOUCH  COMMUNICATIONS  t 

901.0 

87 

1737.0 

87 

119.0 

95 

196,0 

73 

13,2 

12.7 

5.8 

69 

0.4 

AT&T 

13173.0 

2 

26221.0 

2 

959.0 

-38 

2081,0 

-31 

7.3 

12.0 

22.4 

12 

2.8 

DSC  COMMUNICATIONS 

382.9 

7 

729.1 

10 

41.8 

97 

58,2 

77 

10,9 

5.0 

1.5 

NM 

0.1 

EXCEL  COMMUNICATIONS 

330.6 

-4 

551.9 

6 

37.0 

-4 

72.1 

0 

11.2 

11.1 

47.7 

18 

1  3 

LCI  INTERNATIONAL 

338.4 

26 

553,1 

26 

21.4 

21 

41.9 

27 

6.3 

6.6 

18,3 

21 

0.91 

LUCENT  TECHNOLOGIES  (3) 

5340.0 

18 

11489.0 

16 

213.0 

195 

279.0 

NM 

3.4 

1.3 

38.8 

39 

2.11 

MCI  COMMUNICATIONS 

4843.0 

5 

9726.0 

7 

280.0 

-7 

575.0 

-3 

5.8 

6.6 

10.4 

20 

1.7( 

SPRINT 

3678.6 

6 

7267.5 

7 

255.9 

-19 

545.9 

-13 

7.0 

9.1 

12.7 

19 

2.5 

TELEPHONE  &  DATA  SYSTEMS  t 

360.0 

23 

678.2 

23 

6.8 

-89 

15,4 

-82 

1.9 

20.3 

2.4 

47 

0.8 

TELLABS 

292.7 

54 

539.8 

49 

58.8 

NM 

121.8 

879 

20.1 

NM 

29.0 

50 

1.2 

360  COMMUNICATIONS  t 

340.3 

24 

647.1 

25 

21,8 

-10 

31.3 

0 

6.4 

8.9 

12.5 

37 

0.4 

WORLDCOM 

1770,1 

55 

3447,3 

64 

78,5 

NM 

128,3 

NM 

4.4 

NM 

-14.7 

NM 

-4.9 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

32298.6 

5 

63846.9 

5 

2606.9 

-36 

6563.6 

-19 

8.1 

13.1 

25.9 

17 

2.9 

ALLTEL 

816,9 

2 

1601,2 

1 

173,9 

89 

275,6 

57 

21.3 

11.4 

17.6 

15 

2.0' 

AMERITECH 

3986.0 

6 

7845,0 

7 

537.0 

-5 

1073,0 

3 

13.5 

15.1 

25.9 

17 

3.9: 

BELL  ATLANTIC 

3440.7 

7 

6854,6 

5 

498.9 

8 

1014,5 

9 

14  5 

14.4 

23.5 

17 

4.2( 

BELLSOUTH 

4851.0 

5 

9596,0 

6 

554.0 

4 

1347,0 

-16 

13,5 

13.5 

18,7 

18 

2.6; 

CINCINNATI  BELL 

433.1 

15 

862,6 

17 

54.2 

21 

111,4 

29 

12,5 

11.9 

30,5 

20 

1.5; 

FRONTIER 

584.7 

-13 

1158.1 

-13 

42.4 

-39 

28,9 

-79 

7.3 

10.3 

11.3 

29 

0.6i 

GTE 

5692.0 

8 

10973,0 

7 

571.0 

5 

1335,0 

6 

11.8 

12.1 

39,8 

15 

2.9! 

NYNEX 

3513.6 

2 

6815.1 

2 

380.5 

6 

540,1 

-6 

10.8 

10.4 

19,1 

18 

2.9: 

SBC  COMMUNICATIONS 

5936.0 

3 

11927,0 

5 

-787.0 

NM 

70,0 

-96 

NM 

14.0 

34,7 

NA 

mi 

SOUTHERN  NEW  ENGLAND  TELECOMMS 

501.5** 

3 

984  3 

2 

50.0 

-1 

96,1 

-6 

10.0 

10.4 

38,3 

14 

2.83, 

U  S  WEST  COMMUNICATIONS  GROUP 

2543.0 

5130,0 

3 

332.0 

2 

671,0 

9 

13.1 

13.0 

30.6 

14 

2.6m 

23  TRANSPORTATION  K 

INDUSTRY  COMPOSITE 

47420.9 

9 

91818.7 

10 

2875.0 

10 

4495.4 

32 

6.1 

6.0 

16.9 

15 

3.80g; 

(A)  AIRLINES 

GROUP  COMPOSITE 

21058.9 

4 

40930.1 

7 

1453.4 

5 

2249.8 

58 

6.9 

6.9 

30.8 

9 

5.6S| 

ALASKA  AIR  GROUP 

435,0 

4 

815,4 

6 

20.8 

16 

15-1 

40 

4,8 

4,3 

14,6 

10 

2.9cl 

AMERICA  WEST  HOLDINGS 

477.8 

3 

939.9 

7 

23.0 

-22 

37.0 

-15 

4.8 

5.4 

0.5 

85 

o.ia 

AMR 

4710.0 

4 

9135.0 

3 

302.0 

3 

454.0 

1 

5.4 

6,4 

19.0 

8 

12.1a 

CONTINENTAL  AIRLINES 

1785,0 

9 

3484.0 

11 

128.0 

-23 

202.0 

-21 

7.2 

10.2 

40.5 

9 

4.15^^ 

DELTA  AIR  LINES  !6) 
NORTHWEST  AIRLINES 
SOUTHWEST  AIRLINES 
UAL 

US  AIRWAYS  GROUP 


3541,0 
2557.5 
955.9 
4382.0 
2212.6 


6961,0 
4933.1 
1844.0 
8503-0 
4313.7 


10 
3 
10 


302.0 
135.2 
93.8 
242.0 
205.6 


-33 
10 
7 
2 


491.0 
200.8 
144.7 
347.0 
358,2 


NM 

-22 
22 
50 

113 


8.5 
5.3 
9.8 
5.5 
9.3 


4.8 
8,0 
9,4 
5,4 
9,3 


28,2 
148.3 
13.8 
52.4 
NM 


18 
11 
7 
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WEEK  /  AUGUST  25,  1997 


imniMiiiinnnnnfiininnnT—i 


Introducing 

CFO  Vision" 


THE  POWER  TO 

FIGURE  IT  OUT. 


)  CISIONS  ARE  TOUGHER. 


1E  IS  CRITICAL 


[  SOURCES  ARE  LEANER. 

.  DTHE  BUCK  STOPS  WITH  YOU 


jlYPE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flov\^ 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide... including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


919.677.8200    Fax  919.677.4444  v^ww.sas.com/vision/ 


SAS  IS  a  registered  trademark,  arid  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright  ©  1996  by  SAS  Institute  Inc 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


2ND 

CHANGE 

6 

CyANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

uuraiviuN 
EQUITY 

PRICE- 

MOj 

Al  IflDXrO 

(JUAKItK 

FROM 

MONTHS 

FROM 

FROM 

IVlUNtHb 

FROM 

UUAKItK 

UUAKItK 

12  MUNIHo 

tAKNINbo 

EAff: 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

p 

SMIL 

$MIL 

% 

$M1L 

% 

$MIL 

% 

% 

% 

6-30 

7-25 

SH 

(B)  RAILROADS 

GROUP  COMPOSITE 

8938.0 

12 

17600.7 

12 

868.1 

5 

1424.9 

-1 

9.7 

10.4 

13.1 

18 

4. 

BURLINGTON  NORTHERN  SANTA  FE 

2073.0 

2 

4109.0 

1 

235.0 

1 1 

385,0 

-3 

11.3 

10.4 

14.3 

17 

5. 

CSX 

2678.0 

0 

5245.0 

1 

227.0 

-3 

378,0 

-1 

8,5 

8.8 

16.1 

15 

3. 

NORFOLK  SOUTHERN 

1304.0" 

2 

2553.7 

2 

190.1 

-5 

317.9 

-14 

14,6 

15,6 

14.3 

19 

5. 

UNION  PACIFIC 

2883.0 

43 

5693.0 

43 

216.0 

16 

344  0 

17 

7,5 

9,2 

9.5 

21 

3.^ 

(CI  TRANSPORTATION  SERVICES 

1  Si 
1  o 

1  7 

457  7 

32 

734  5 

44 

3.7 

3.3 

13.8 

22 

2 

AIR  EXPRESS  INTERNATIONAL 

386,6 

21 

737.7 

20 

13.0 

34 

21.6 

36 

3,4 

3,0 

16,6 

24 

1. 

AIDRHPMP  PDPIHHT 
HmDUnlit  rnciunl 

7  1  9  R 

1 368  3 

1 2 

28  3 

165 

42  7 

255 

4  0 

2  7 

13  0 

\j 

2 

Ri innPT  noni IP 

DUUutl  unUUr 

oUO.O 

997 

408  8 

1 56 

2  7 

1 8 

3  5 

_  ] 

0  9 

2  4 

4  8 

NM 

Q 

PMP  TDAN^PnDTATinU 

onr  1  nHnorun )  HI  lun 

I  UUc..  D 

1  2 

1 945  2 

1 2 

30  0 

27 

519 

39 

3  0 

2  7 

19  0 

18 

FEDERAL  EXPRESS  (7) 

3068.3 

12 

5975.1 

13 

132.6 

15 

195.5 

37 

4,3 

4.2 

12,8 

20 

3.; 

GATX 

434.7** 

29 

829.3 

29 

30.2 

18 

51.4 

22 

6.9 

7.6 

12,8 

13 

4. : 

HERTZ 

976.3 

7 

1854.7 

8 

53.9 

36 

73.6 

52 

5.5 

4.3 

103.9 

NA 

HUB  GROUP 

268.2 

28 

519.3 

101 

2,2 

33 

4.2 

65 

0.8 

0.8 

18.1 

23 

1. 

NEWPORT  NEWS  SHIPBUILDING 

450.0 

-6 

853.0 

-7 

14.0 

-22 

27.0 

-27 

3.1 

3.8 

18,0 

NA 

PITTSTON  BURLINGTON  GROUP 

400.4 

11 

772.5 

9 

-1.9 

NM 

3.2 

-75 

NM 

2.4 

8,0 

19 

1. 

REPUBLIC  INDUSTRIES 

2377,6 

58 

4147.7 

50 

69.5 

132 

102.3 

115 

2.9 

2.0 

NA 

NA 

RYDER  SYSTEM 

1393.1 

-2 

2729.0 

-1 

50.0 

58 

83.7 

100 

3.6 

2.2 

1.0 

NM 

0. 

TRINITY  INDUSTRIES  (9) 

560,1 

-3 

1089,0 

-7 

33.2 

9 

63.8 

10 

5,9 

5.3 

14.0 

14 

2: 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

5087.0 

5 

10058.4 

6 

95.8 

91 

86.3 

116 

1.9 

1.0 

-0.4 

NM 

-0.1 

ALtAAriUCK  &  dALUWIN 

"3  17  Q  *  * 

o 
o 

A  1  A  9 

Q 
O 

18  3 

3 

39  5 

58 

5  8 

5  8 

116 

1 5 

\ 

A  Dl 

ArL 

o 
—iL 

1  OUO.  D 

f; 
—J 

7  4 

-65 

-2  4 

N  M 

1  2 

3  3 

8  5 

19 

\  1 

ARKAN'tA'^  BEST 

435.8 

5 

842.5 

3 

5.0 

NM 

4.7 

NM 

1.2 

NM 

-13.1 

NM 

--0.' 

CALIBER  SYSTEM 

574.7 

-1 

1215.9 

2 

13.6 

NM 

-35,6 

NM 

2.4 

0.0 

-43.8 

NM 

-5. 

CONSOLIDATED  FREIGHTWAYS 

578,6 

9 

1124.3 

9 

6.9 

NM 

10.2 

NM 

1.2 

NM 

-8.1 

NM 

-0.' 

HUNT  (J.  B.)  TRANSPORT  SERVICES 

385,2 

3 

750.6 

3 

1,9 

-73 

2.4 

-75 

0.5 

1.8 

4.3 

38 

0.. 

LANDSTAR  SYSTEM 

333,7 

1 

639.2 

2 

6,4 

-8 

9.4 

-7 

1,9 

2.1 

12.4 

17 

l.j 

ROADWAY  EXPRESS 

609,4 

14 

1200.0 

14 

7,8 

92 

13.3 

99 

1,3 

0.8 

12.7 

16 

l.j 

USFREIGHTWAYS 

380.8 

15 

736.6 

14 

14,5 

79 

24.3 

95 

3,8 

2.5 

12.5 

17 

\\ 

YELLOW 

844.4 

11 

1629.6 

9 

14,0 

592 

20.5 

NM 

1,7 

0.3 

1.4 

NM 

0.3 

24  UTILITIES  &  POWER 


INDUSTRY  COMPOSITE 


54101.6 


11  116572.8 


13  3735.5 


8971.3 


6.9 


8.4 


10.7 


14 


(A)  ELECTRIC,  WATER  &  COGENERATION 


GROUP  COMPOSITE 

46602.4 

10 

97127.3 

10 

3331.8 

-12 

7662.1 

-9 

7.2 

8.9 

10.5 

14 

1.] 

AES  t 

261,0 

50 

522.0 

51 

42.0 

50 

82,0 

44 

16.1 

16.1 

15,8 

42 

1.1 

ALLEGHENY  POWER  SYSTEM 

542.8 

-1 

1157.7 

-3 

54.0 

-4 

133,9 

22 

9.9 

10.2 

10,5 

15 

l.i 

AMERICAN  ELECTRIC  POWER 

1382.2 

-1 

2874.2 

-2 

123.3 

0 

305,0 

-3 

8.9 

8.8 

12,7 

14 

3.: 

AMERICAN  WATER  WORKS 

237.9 

4 

451,3 

5 

31,6 

19 

49,7 

14 

13.3 

11.5 

9.7 

15 

1.; 

BALTIMORE  GAS  &  ELECTRIC 

746,4 

2 

1634.1 

3 

15,0 

-77 

87.1 

-47 

2.0 

8.8 

7.0 

20 

1.1 

BOSTON  EDISON 

426.7 

9 

849.5 

9 

34,0 

22 

54.9 

3 

8.0 

7.2 

12.5 

10 

2.i 

CALENERGY 

525.0** 

353 

1091.0 

429 

30,9 

60 

58.3 

73 

5.9 

16.5 

13.4 

21 

1.1 

CAROLINA  POWER  &  LIGHT 

666.0 

-3 

1382.1 

-5 

54.3 

-13 

135.5 

-25 

8.2 

9.1 

12.5 

15 

2-3 

CENTERIOR  ENERGY 

612,6 

1 

1224.2 

1 

27,7 

-16 

57.4 

7 

4.5 

5.4 

6.5 

13 

0.£ 

CENTRAL  &  SOUTH  WEST 

1184,0 

-7 

2462.0 

-1 

76,0 

347 

105.0 

64 

6,4 

1,3 

9.5 

12 

l.f 

CINERGY 

865,3 

21 

1895.5 

18 

58,7 

-6 

175.1 

-2 

5,8 

8.8 

12.9 

15 

2.1 

CMS  ENERGY 

1040,0 

11 

2353,0 

6 

62,7 

5 

155.7 

0 

5,0 

6.4 

13.5 

15 

2.3 

CONSOLIDATED  EDISON  CO.  OF  N.  Y. 

1504.0 

-2 

3390,2 

-1 

47.6 

-33 

214.2 

-13 

3,2 

4,6 

11.2 

11 

2.7 

DOMINION  RESOURCES 

1634.6 

46 

3489,8 

48 

89.7 

-14 

270.2 

2 

5.5 

9.3 

9.5 

14 

2.6 

DPL 

272.6 

-4 

632,8 

-4 

35.2 

0 

101.7 

3 

12.9 

12.3 

14.2 

14 

1-1 

DQE 

284.0 

-3 

585.1 

-1 

46.8 

20 

91.9 

13 

16,5 

13.3 

13.5 

13 

DTE  ENERGY 

892.3 

2 

1760.9 

-1 

87.8 

8 

161.7 

-18 

9,8 

9,3 

8.1 

15 

\A 

DUKE  ENERGY 

3112,8 

22 

6898,5 

27 

168.6 

-29 

480.3 

-9 

5,4 

9.3 

13.8 

15 

3.q 

EDISON  INTERNATIONAL 

2167,2 

19 

4167,9 

10 

150.9 

-10 

307.6 

-11 

7,0 

9.2 

10.9 

15 

1,9 

ENOVA 

501,5 

6 

1009,4 

8 

58,0 

18 

108,5 

-7 

11,6 

10,4 

14.8 

12 

1.9 

FLORIDA  PROGRESS 

797,3 

3 

1544.8 

3 

-37,8 

NM 

4,5 

-95 

NM 

7.9 

7.7 

21 

l.i 

FPL  GROUP 

1587.1 

8 

3032.3 

7 

170,1 

9 

275.9 

8 

10.7 

10.6 

13.1 

14 

3.4 

GPU 

927.3 

2 

1969.3 

2 

80,6 

-5 

245.3 

21 

8.7 

9.3 

10.7 

12 

2.a 

HAWAIIAN  ELECTRIC  INDUSTRIES 

360,3 

4 

719.4 

7 

24,5 

5 

47,0 

8 

5.8 

5.6 

10.0 

15 

2.| 

HOUSTON  INDUSTRIES 

1064  4 

-4 

1942.5 

0 

128,1 

-15 

194,4 

38 

12.0 

13,5 

12.0 

11 

1.9 

ILLINOVA 

542,9 

45 

1113.3 

35 

36,8 

-13 

85,3 

-5 

5.8 

11,4 

11.2 

9 

2.4 

LG&E  ENERGY 

747  3 

-2 

2050.5 

25 

22,8 

-9 

45,1 

-15 

3,0 

3,3 

11.8 

15 

1.4 

MIDAMERICAN  ENERGY  HOLDINGS 

390,6 

0 

975.0 

8 

28,9 

6 

57,9 

-13 

7,4 

7,0 

10.5 

13 

1.2 

NEW  ENGLAND  ELECTRIC  SYSTEM 

677,6 

5 

1215.8 

7 

34.1 

-8 

97.7 

-3 

5.9 

5.7 

12.1 

11 

NEW  YORK  STATE  ELECTRIC  &  GAS 

470,4 

3 

1058,5 

-2 

25.3 

26 

108.3 

-9 

5,5 

4.6 

8.7 

11 

o.i 

NIAGARA  MOHAWK  POWER 

945,7 

-2 

2109,5 

-1 

40,7 

-23 

143.8 

-4 

4,3 

5.5 

5.0 

10 

NIPSCO  INDUSTRIES 

523,4 

31 

1183,1 

17 

30.4 

19 

103.4 

9 

5,8 

5.4 

14.7 

14 

NORTHEAST  UTILITIES 

903,3 

4 

1878  7 

-1 

-56.5 

NM 

-31,1 

NM 

NM 

2.3 

-5.5 

NM 

-o.gj 

NORTHERN  STATES  POWER 

594.3 

0 

1336,8 

2 

20-9 

-52 

89,3 

-19 

3.5 

7.3 

11.0 

15 

3.41 

OGE  ENERGY 

333,2 

-4 

624,4 

0 

31.1 

-12 

30.8 

-14 

9.3 

10.1 

13,5 

15 

3.11 

OHIO  EDISON 

593,3 

-1 

1198.0 

-1 

80.7 

0 

150,6 

2 

13.6 

13.4 

12.1 

10 

2.1| 

PACIFICORP 

1220.1 

42 

2261.9 

30 

75.7 

-7 

178.4 

-9 

5.2 

9.5 

11.0 

15 

1.4 
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Have  you  ever  notice  J  Row  mucR  you  Jont  notice?  ~ 


JI  too  often,  tJic  detiiands  of  our  days  turn  tJic  details  of  our  lives  to  a  blur  But  it's  the  details, 
the  small  thhigs  we  miss,  that  sometinies  hold  the  most  beauty  and  inspiration. 

That's  why,  at  Hyatt  hotels  and  resorts,  we're  particularly  attentive  to  details.  The  kind  you 
can't  help  but  notice.  Like  the  renowned  sculpture  in  a  corner  of  our  lobby.  Or  the  ocean  vista  that 
adds  drama  to  our  rotunda  ballroom.  Or  perhaps  the  detail  you'll  appreciate 
nrost  is  the  rare  comfort  of  a  feather  pillow  on  your  bed. 

Each  unexpected  touch  brings  your  senses  back  to  life.  Atui  life's  small 
wonders  into  focus.  So  you  get  more  from  each  moment  of  your  stay. 

To  see  how  \nuch  you've  been  niissing,  come  stay  with  the  people  of  Hyatt. 
They  might  just  nmke  your  whole  trip  noticeably  better.  For  reservations,  contact  your  travel 
planner  or  call  Hyatt  at  1-800-233-1234. 


AT&T 


H  YAT  J 


YourTrue  Choice 


 Feel  the  Hyatt  Touch   

tt  is  proud  to  offer  AT&T  Long  Distance  Sen  ice  for  all  your  AT&T  Calling  Card.  AT&  T  Universal  Card  and  operator-assisted  calls  at  most  locations. 

Hyttn  Hotels  atid  Resorts^  encompasses  hotels  mtiua^ed.  francinsed.  or  opernteil  bv  two  separate  groups  of  compaiues  -  Hyatt  Corporation  ami  its  affiliates  and  afftliales  of  Hvatt  International  Corporation-  '^:>/996  Hyatt  Coip. 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


2ND  CHANGE 

QUARTER  FROM 

1997  1996 

$  MIL  % 


6 

MONTHS 
1997 
$MiL 


CH4NGE 
FROM 
1996 

% 


PROFITS 


2ND  CHANGE 

QUARTER  FROM 

1997  1996 

$  MIL  % 


MONTHS 
1997 
$MIL 


CHANGE 
FROM 

1996 

7o 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

1997  1996 

%  % 


RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
6-30 


PRICE- 
EARNINGS 
RATIO 
7-25 


i; 

MOIf 
EARN' 

SHA:' 


(lit 


PECO  ENERGY 
PG&E 

PINNACLE  WEST  CAPITAL 
POTOMAC  ELECTRIC  POWER 


1032.3 
3082.9 

488.9 
451.0 


4 
44 


-10 


2195.7 
6448.4 
887.5 
840.0 


2 
47 
9 

-10 


129.5 
201.2 
70.4 
50.1 


23 
80 
7 

-31 


249.2 
382.0 

99.4 
73.1 


-5 
3 
-5 
-16 


12.5  10.7 

5.5  5.2 

14.4  14.5 

11.1  14.4 


10.4 
8.7 
10.5 
11.1 


10 
13 
13 
12 


2.||k 

1 

2.3  (to  I! 
l.^li 


PP&L  RESOURCES  686.0  3  1472.0  1  71.0  3  195.0  2  10.4  10.3  11.8  10 

PUBLIC  SERVICE  CO.  OF  COLORADO  542.7  12  1220.3  10  30.6  -11  93.5  -6  5.6  7.1  11.7  15 

PUBLIC  SERVICE  ENTERPRISE  GROUP  1322.9  -1  3055.5  -3  108.7  -16  262.9  -20  8.2  9.7  9  6  12 

SCANA  332.0  -5  717.1  -4  30,9  -22  89.6  -18  9.3  11.3  11.5  13 


2.CI 
2.1, 


i.i  I 

1.6  til' 
3.l8ill!l 


SOUTHERN 
TECO  ENERGY 
TEXAS  UTILITIES 


2717.0 
463.6 
1588.5 


5302.0 
917.2 
3082.3 


253.6 
50.7 
188.1 


-18 
0 
-16 


479.2 
101.7 
330.2 


-15 
0 
-12 


9.3  12.1 
10.9  11.7 
11.8  13.3 


10.9 
16.0 
11.6 


14 
15 
11 


UNICOM 

UNION  ELECTRIC 
WHEELABRATOR  TECHNOLOGIES 


1651.3 
550.0 
256.1 


3401.6 
1037.2 
504.2 


5.3 
69.6 

39,9 


-96 
9 
-15 


138.6 
101,3 
78.2 


-50 
-3 
-8 


0.3  7.8 
12.7  11.7 
15.6  19.3 


8.7 
12.6 
-0.7 


9 
13 
NM 


(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 


7499.2 


22  19445.5 


28  403.7 


28  1309.2 


18 


5.4 


5.1 


12.2 


17 


2.5 


2.7  IIH 
4.7  ife* 

Im 


BROOKLYN  UNION  GAS  (3) 
COLUMBIA  GAS  SYSTEM 
CONSOLIDATED  NATURAL  GAS 
EL  PASO  NATURAL  GAS 


247.0 
810.7 
1030.9 
979.0 


-3 
39 
57 
67 


836.3 
2338.4 
2729.5 
2810.0 


31 
39 
136 


2.3 
34.9 
39.0 
50.0 


NM 
326 
13 
105 


82.6 
197.6 
210.5 
103.0 


18 
24 
-2 
NM 


0.9 
4.3 
3.8 
5.1 


NM 
1.4 
5.3 
4.2 


13.6 
15.2 
12.6 
7.6 


11 
15 
19 
20 


EQUITABLE  RESOURCES 

400.8 

2 

953.3 

-8 

-9.3 

NM 

18.5 

-53 

NM 

0.2 

5.1 

28 

1.0 

K  N  ENERGY 

357.8 

29 

847,3 

28 

10.9 

23 

31.2 

19 

3.0 

3.2 

12.8 

18 

2.2 

MCN  ENERGY  GROUP 

387.9 

9 

1176,7 

3 

13.3 

76 

99.3 

12 

3.4 

2.1 

14  0 

18 

1.7 

NICOR 

303.7 

-10 

1203,7 

16 

28.8 

13 

69.2 

-2 

9.5 

7.5 

16.2 

15 

2.4 

PACIFIC  ENTERPRISES 

592.0 

6 

1386,0 

16 

59.0 

2 

111.0 

-1 

10.0 

10.4 

14.8 

13 

2.4 

PIEDMONT  NATURAL  GAS  (2) 

259.3 

0 

571.8 

15 

32.3 

-1 

69.6 

5 

12.4 

12.5 

11.6 

14 

1.7 

SONAT 

841.5 

-1 

1963.8 

24 

36.2 

-11 

103.1 

20 

4.3 

4.8 

13.6 

19 

2.5 

USX-OELHI  GROUP 

268,0 

23 

606.7 

23 

-1.5 

NM 

-0.1 

NM 

NM 

NM 

4.4 

24 

0.5 

WILLIAMS 

1020.6 

22 

2022.0 

17 

107.8 

34 

213.7 

15 

10.6 

9.6 

11.3 

20 

2.3 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


ASP  10c 

Abbott  Laboratories  12d 
ABM  Industries  21  e 
AccuStaff  21e 
ACNielsen  21e 
Adaptec  9d 
ADCTelecomm  22a 
Adminislatt  21e 
Advanced  Micro  9d 
AOVO  21d 

Aeroquip-Vickers  15a 
AES  24a 
AFLAC  17b 
AGCO  15c 

Ahinanson  (H  F.)  17c 
Air  Express  IntI  23c 
Air  Products  &  Chemicals  4 
Airborne  Freigtit  23c 
Airg3s21b 

AirToucI)  Communications  223 
AK  Steel  Holding  16h 
Alaska  Air  Group  23a 
Alberto-Culver  6d 
Albertson's  lOc 
Alex  Brown  17a 
Alexander  &  Baldwin  23d 
Alleghany  17a 
Allegheny  Power  24a 
Allegheny  Teledyne  5 
Allegiance  21b 
Allergan  12b 
AlhedSignal  5 
Allstate  17b 
Alltel  22b 
Aluinax  16a 
Alcoa  16a 
Amerada  Hess  11a 
America  West  Holdings  23a 
American  Electric  24a 
American  Express  17a 
American  Financial  Group  17b 
American  General  17b 
American  Greetings  14c 
American  Home  12b 
American  IntI,  Group  17b 
American  fJational  17b 


American  Standard  13a 
American  Slates  Financial  17b 
American  Stores  10c 
American  Water  Works  24a 
AmeriSource  Health  12a 
Ameritech  22b 
Ames  DepI  Stores  8 
Amgen  12b 
Amoco  11a 
AMP  9d 
AMR  23a 

Analog  Devices  9d 
Anheuser-Busch  8c 
Anixter  International  5 
Apache  11a 
APL  23d 

Apogee  Enterprises  21a 
Apple  Computer  18b 
Applied  Materials  15c 
Apria  Healthcare  Group  12c 
Arbor  Drugs  12a 
Arco  Chemical  4 
Arkansas  Best  23b 
Armco  16b 
Armstrong  World  6b 
Arrow  Electronics  21b 
Arvin  Industries  2b 
Asarco  16c 

Ascend  Communications  18c 
Ashland  11a 

Associates  First  Capital  17a 
ATST  22a 

Atlantic  Richtield  11a 

AutoZone  8 

Avery  Dennison  15a 

Avnet  21b 

Avon  Products  6d 

AVX9d 


Baker  Hughes  lib 
Ball  7a 

Baltimore  G&E  24a 
Banc  One  3b 
Bank  ot  New  York  3a 
BankAmerica  3d 
BankBoston  3a 


Bankers  Trust  3a 
Banta  21d 
Bard  (C  R  )  12d 
Barnes  &  Noble  8 
Barnett  Banks  3c 
Bausch  &  Lomb  12d 
Baxter  International  12d 
Bay  Networks  18c 
BB&T 3c 

BDM  International  18c 
Bear  Stearns  17a 
Beckman  Instruments  9c 
Becton,  Dickinson  12d 
Bell  Atlantic  22b 
BellSouth  22b 
Bemis  7b 

Bergen  Brunswig  12a 
Best  Buy  6b 
Bethlehem  Steel  16b 
Beverly  Enterprises  12c 
Big  Flower  Press  21d 
Bindley  Western  Inds  12a 
BJ  Services  lib 
BJ's  Wholesale  Club  8 
Black  i  Decker  15b 
Block  {H«,R)17a 
Boeing  1 

Boise  Cascade  19a 
Boise  Cascade  Oltice  Prods  21b 
Boiders  Group  8 
Borg-Warner  Automotive  2b 
Boston  Edison  24a 
Boston  Scientilic  12d 
Bowater  19b 
Bradlees  8 

Brinker  International  14a 
Bristol-Myers  Squibb  12b 
Brooklyn  Union  Gas  24b 
Brown  Group  6a 
Brown-Forman  6c 
Bruno's  lOc 
Brunswick  14c 
Brylane  8 

BT  Oltice  Products  21  b 
Budget  Group  23c 
Burlington  Industries  15d 


Burlington  Northern  Santa  Fe  23b 
Burlington  Resources  11a 
Butler  Mfg  21a 


Cabletron  Systems  18c 
Cabot  4 
Caldor  8 
CalEnergy  24a 
Caliber  System  23d 
Callaway  Colt  14c 
Campbell  Soup  10b 
Canandaigua  Wine  6c 
Capital  One  Financial  17a 
Cardinal  Health  12a 
Carlisle  15a 
Carnival  14c 
Carolina  Power  24a 
Carpenter  Tech  16b 
Carson  Pine  Scott  8 
Case  15c 

Casey's  General  Stores  10c 
Caterpillar  15c 
CDl21e 
CellStar  21b 
Centerior  Energy  24a 
Centex  13b 

Central  &  South  West  24a 
Ceridian  18c 

Champion  Enterprises  13b 
Champion  IntI  19b 
Charter  One  Financial  17c 
Chase  Manhattan  3a 
Chesapeake  19b 
Chevron  11a 

Chiquita  Brands  IntI  10b 
Chiron  12b 
Chrysler  2a 
CHS  Electronics  18c 
Cigna  17b 
Cincinnati  Bell  22b 
Cincinnati  Financial  17b 
Cincinnati  Milacron  15b 
CINergy  24a 
Circuit  City  Stores  6b 
Circus  Circus  14b 
Cisco  Systems  18c 


Crticorp  3a 
Clorox  8d 
CMS  Energy  24a 
CNF  Transportation  23c 
Coastal  11a 
Coca-Cola  6c 
Coca-Cola  Enterprises  6c 
Cognizant  21e 
Cole  National  8 
Colgate-Palmolive  6d 
Collins  &  Aikman  15d 
Coltec  Industries  15a 
Columbia  Gas  24b 
Columbia/HCA  Healthcare  12c 
Comdisco  18c 
Comerica  3b 
Commercial  Metals  16b 
Commonwealth  Inds  16c 
Compaq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associates  18c 
Computer  Sciences  18c 
ConAgra  10b 
Conseco  17b 
Consolidated  Edison  24a 
Cons  Freightways  23d 
Cons  Natural  Gas  24b 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Continental  Airlines  23a 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
CDRESIalt21e 
Corning  15a 
Co'porale  Express  8 
Costco  8 

Countrywide  Credit  17a 
Coventry  12c 
CPC  International  10b 
Cracker  Barrel  14a 
Crane  21b 
Crestar  Financial  3c 
Ciompton  &  Knowles  4 
Crown  Cork  &  Seal  7a 


CSX  23b 

cue  International  21e 
Cummins  Engine  2b 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industries  4 


Dana  2b 

Danaher 15b 

Darden  Restaurants  14a 

Dart  Group  5 

Data  General  18b 

Dayton  Hudson  8 

Dean  Foods  10b 

Deere  15c 

Oell  Computer  18b 

Delta  Air  Lines  23a 

Deluxe  18a 

Detroit  Diesel  2b 

Dexter  15d 

Dial  6d 

Diebold  18a 

Digital  Equipment  18b 

Dillard's  8 

Disney  (Wall)  14c 

Dole  Food  10b 

Dollar  General  8 

Dominick's  Supermarkets  10c 

Dominion  Resources  24a 

Donaldson.  Lulkin  & len- 

retle17a 

Donnelley  (R  R  )  21d 
Dover  15c 
Dow  Chemical  4 
Dow  Jones  20b 
DPL  24a 
DOE  24a 

Dresser  Industries  15c 

Dreyer's  Grand  Ice  Cream  10b 

DSC  Commons  22a 

DTE  Energy  24a 

DuPont  4 

Duke  Energy  24a 

Dun  &  Bradstreel  17a 


Eagle  Food  Centers  10c 
Earthgrams  10b 
Eastman  Chemical  4 
Eastman  Kodak  14c 
Eaton  9a 
Echlin  2b 
Ecolab  6d 

Edison  International  24a 
Edwards  (AG)  17a 
EG8,G21a 

El  Paso  Natural  Gas  24b 
EMC  18b 
Engelhard  4 
Enova  24a 
Enron  21b 
Equitax  17a 

Equitable  Resources  24b 
Essex  IntI  16c 
Ethyl  4 

Everest  Reinsurance  17b 
Excel  Communications  22a 
Excel  Industries  2b 
Express  Scripts  12c 
Exxon  1 1  a 


Family  Dollar  Stores  f 
Fannie  Mae  17a 
Federal  Express  23c 
Federal  Home  Loan  17a 
Federal-Mogul  2b 
Federated  Dept  Stores  8 
Ferro  4 

Fieidcrest  Cannon  15d 
Fifth  Third  Bancorp  3b 
Fina  11a 
Fingerhul  8 
Finova  Group  17a 
First  American  3c 
First  American  Fin!  17a 
First  Bank  System  3b 
First  Chicago  NBD  3b 
First  Data  18c 
First  of  America  Bank  3b 
First  Security  3d 
First  Tennessee  Natl,  3c 


188  BUSINE 


WEEK  /  AUGUST  25.  1997 


B&BoaiiaiiBiiaaBaiBH 


nPORATE  SCOREBOARD 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


■s|  'i3c 


incia!  Group  3a 
lEtits  13b 
lOa 

■ogress  24a 
ndustries  10b 


10c 

8 

ir2a 
jrd  19b 
irands  6e 
leelet  21a 
cal  Mgmt  12c 
p24a 

Resources  17a 
McMoRan  C&G  16c 
I2b 
8)4 

Brands  6b 


2Cb 

f 

t  2000  18b 
.1  c 

y  ;nt  20a 
n  2b 

«  Cable  16c 
li  Dynamics  1 
rl  Electric  5 
r  Mills  iOb 
r|  MoTors  2a 

Nutrition  lOc 

Signal  9a 

Parts  21b 

Gulf  4 
Pacific  19a 
od  10c 
5d 

Vest  1 7c 
I  (8,F,)4 

r  Tire  &  Rubber  2c 


ton  lib 
nan  21e 

:m,a)4 

jrd  Brotliers  10c 

t  General  5 

Javidson  14c 

hfeger  15c 

s  Entertainment  14b 

lb 

16c 

14c 

in  Electric  24a 
Vheels  IntI  2b 
■outh  12c 

ileyers  6b 
H.JjIOb 

:S4 

/  Foods  10b 
3c 

-Packard  18b 

15a 

e 

rand  15a 
ores  8 
Hotels  14b 
Jepot  8 
ase  8 

dustries  18a 


Honeywell  9c 
Hoimel  Foods  10b 
Host  Marriott  14b 
Host  Marriott  Services  14a 
Household  Inll  17a 
Houston  Industries  24a 
Hub  Group  23c 
Hubbell  9a 
Hudson  Foods  10b 
Hughes  Electronics  9b 
Hughes  Supply  21b 
Humana 12c 
Hunt  (J  B  I  23d 
Huntington  Bancshares  3b 


IBM  18b 
IBP  10b 

IGF  Kaiser  IntI  21c 
IKON  Office  Solutions  5 
Illinois  Tool  Works  15a 
lllmova  24a 
Imation  14c 
IMG  Global  4 
InaCom  18c 
Ingersoll-Rand  15c 
Inland  Steel  16b 
Integrated  Health  Svcs  12c 
Intel  9d 

Intelli  -ent  Electronics  18a 
Interface  15d 
Intergraph  18c 
Interpublic  Group  21d 
Interstate  Bakeries  10b 
Intimate  Brands  8 
International  Flavors  4 
IntI  fiflultifoods  10a 
International  Paper  19b 
Iomega  18b 
ITT  Industries  5 


Jabil  Circuit  9d 
Jacobs  Engineering  21a 
James  River  19b 
Jefferson  Smurfit  7b 
Johns  Manuille  19b 
Johnson  &  Johnson  12d 
Johnson  Controls  15a 
Jnnes  Apparel  Group  6a 


K-lll  Communications  20b 
K  N  Energy  24b 
Kaiser  Aluminum  16a 
Kaman  21b 
Kaufman  i  Broad  13b 
Kellwood  6a 
Kelly  Services  21e 
Kennametal  15b 
Kerr-McGee  11a 
KeyCorp  3b 
Kimberly-Clark  19b 
KLA-Tencor  9c 
Kmart  8 

Knight-Ridder  20b 
Kohl's  8 
Kroger  10c 


La-Z-Boy 6b 

Laboratory  Corp  of  America  12c 

Lafarge  13a 

Lam  Research  15c 

Lands'  End  8 

Landstar  System  23d 

LCI  International  22a 

Lear  2b 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar  13b 

Lexmark  IntI  Group  18b 
LG&E  Energy  24a 
Liberty  Financial  17b 
Lilly  (ElO  12b 
Limited  8 

Lincoln  Electric  15b 
Lincoln  National  17b 
Litton  Industries  9b 


Living  Centers  of  America  12c 
Liz  Claiborne  6a 
Lockheed  Martin  1 
Longs  Drug  Stores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 
Lubiizol  4 

Lucent  Technologies  22a 
Lukens  16b 
Lyondell  4 


Manpower  21e 
Mapco  11a 

Mark  IV  Industries  15a 

Marriott  IntI,  14b 

Marsh  &  McLennan  17a 

Marsh  Supermarkets  10c 

Marshall  Industries  21b 

Masco  13a 

Mattel  14c 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

MBNA  3a 

McCormick  10b 

McDermott  IntI  15c 

McDonald's  14a 

McDonnell  Douglas  1 

McGraw-Hill  20b 

MCI  Communications  22a 

McKesson  12a 

MCN  Energy  Group  24b 

M  DC  Holdings  13b 

Mead  19b 

Medtronic  12d 

Mellon  Bank  3a 

MEMC  Electronic  Materials  9d 

Mercantile  Bancorp  3b 

Mercantile  Stores  8 

Merck  12b 

Merrill  Lynch  17a 

Meyer  (Fred)  8 

Michael  Foods  10b 

Michaels  Stores  8 

MicroAge  18a 

Micron  Electronics  18b 

Micron  Technology  9d 

Microsoft  18c 

MidAmerican  Energy  Holdings  24a 

Millennium  Chemicals  4 

Miller  (Herman)  18a 

Minnesota  Mining  15a 

Mirage  Resorts  14b 

Mobil  11a 

Modine  Mfg  2b 

Mohawk  Industries  15d 

Molex  9d 

Monsanto  4 

Morgan  (J  P)3a 

Morgan  Stanley.  Dean  Witter  17a 

Morrison  Knudsen  21a 

Morton  International  4 

Motorola  3b 

Murphy  Oil  11a 

Musicland  Stores  14c 


Nabisco  Holdings  10b 
Nabors  Industries  lib 
Nacco  Industries  15b 
Nash  Finch  10a 
National  City  3b 
National  Semicond  9d 
National  Service  9a 
National  Steel  16b 
NationsBank  3c 
Navistar  International  2a 
NCR  I8b 

Neiman  Marcus  Group  8 
New  England  Electric  24a 
New  York  State  E«.G  24a 
New  York  Times  20b 
Newell  15a 

Newport  News  Shipbuilding  23c 
NextLeuel  Systems  9b 
NGC21b 


Niagara  Mohawk  24a 
Nicor  24b 
Nike  6a 

Nine  West  Group  6a 
Nipsco  Industries  24a 
NL  Industries  4 
Nordstrom  8 
Norfolk  Southern  23b 
Norrell  21e 
Nortek  13a 

Northeast  Utilities  24a 
Northern  Stales  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Norwest  3b 
Novell  18c 
Nucor  16b 
Nynex  22b 


Oakwood  Homes  13b 
Occidental  Pet  11a 
Office  Depot  8 
OfficeMax  8 
OGE  Energy  24a 
Ohio  Casualty  17b 
Ohio  Edison  24a 
Old  Kent  Financial  3b 
Old  Republic  IntI  17b 
0lin4 
Olsten  21e 
Omnicom  Group  21  d 
Oracle  18c 
Orion  Caprtal  17b 
Oryx  Energy  11a 
Outback  Steakhouse  14a 
Outboard  Marine  14c 
Owens  S  Minor  12d 
Owens  Corning  13a 
Owens-lllinois  7a 


Paccar  2a 

Pacific  Century  Finl  3d 
Pacific  Enterprises  24b 
PacifiCorp  24a 
PaineWebber  Group  17a 
Pall  5 

Parker  Hannifin  15a 
Payless  Cashways  8 
Payless  ShoeSource  8 
PECO  Energy  24a 
Penn  Traffic  10c 
Penney  (J  C  )  8 
Pennzoil  11a 
Pentair  15c 
Pep  Boys  8 
PepsiCo  6c 

Pcrtormance  Food  10a 
Perkin-Elmer  9c 
Petsmart  8 
Pfizer  12b 
PG&E  24a 

Pharmacia  S  Upiohn  12b 
Phelps  Dodge  16c 
Philip  Morris  Be 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
PhyCor  12c 

Piedmont  Natural  Gas  24b 
Pilgrim  s  Pride  10b 
Pinnacle  West  24a 
Pioneer  Hi-Bred  10b 
Pioneer-Standard  21b 
Pitney  Bowes  18a 
Pittston  Blink's  Group  21e 
Pittston  Burlington  Group  23c 
Pittway  5 
PNC  Bank  3a 
Polaris  Industries  15a 
Polaroid  14c 
Popular  3c 
Potlatch  19b 
Potomac  Electric  24a 
PP&L  Resources  24a 
PPG  Industries  13a 
Praxair  4 

Precision  Castparts  16c 
Premark  Intl.  5 


Procter  &  Gamble  Bd 
Proffitt's  8 
Progressive  17b 
ProSource  10a 
PS  Co  of  Colorado  24a 
Public  Service  Ent  24a 
Pulte  13b 


Quaker  Oats  10b 

Quaker  State  11a 

Qualcomm  9b 

Quality  Food  Centers  lOc 

Quantum  18b 

Quest  Diagnostics  12c 


Ralston  Purina  10b 
Raychem  9a 
Rayonier  19a 
Raytheon  9b 
Read-Rite  9d 
Reebok  International  6a 
Regions  Financial  3c 
Reliance  Steel  &  Alum.  21b 
Republic  Industries  23c 
Republic  New  York  3a 
Revlon  6d 
Rexel  21b 

Reynolds  8  Reynolds  18a 
Reynolds  Metals  16a 
Rhone-Poulenc  Rorer  12b 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Express  23d 
Robert  Half  International  21e 
Rock-Tenn  7b 
Rockwell  International  5 
Rohm  S  Haas  4 
Rohr  1 

Ross  Stores  8 

Rouge  Steel  16b 

Royal  Caribbean  Cruises  14c 

RPM  13a 

Rubbermaid  I5a 

Ruddick  10c 

Russell  6a 

Ryder  System  23c 

Ryerson  Tull  21b 

Ryland  Group  13b 


SABRE  Group  Holdings  18c 
Safeco  17b 

Safeguard  Scientifics  18c 
Safeway  lOc 
Saks  Holdings  8 
Salhe  Mae  17a 
Salomon  17a 
Savannah  Foods  10b 
SBC  Communications  22b 
Scana  24a 
Schering-Plough  12b 
Schlumberger  lib 
Scholastic  20b 
Schulman  (A )  4 
Schwab  (Charles)  17a 
SCI  Systems  9d 
Scoffs  4 

Scripps  (E  W  )  20b 
Seagate  Technology  18b 
Sears,  Roebuck  8 
Service  Corp  IntI  21e 
Service  Merchandise  8 
ServiceMaster  21e 
Shaw  Industries  15d 
Sherwin-Williams  13a 
Shoney's  14a 
ShopKo  Stores  8 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
Smart  &  Final  10a 
Smith  International  lib 
Smith's  Food  &  Drug  lOc 
Smithfield  Foods  10b 
Snap-on  15b 
Solectron  9d 
Sonal  24b 


Sonoco  Products  7b 
Southern  24a 

Southern  New  Eng  Tel  22b 
SouthTrust  3c 
Southwest  Airlines  23a 


Sports  Authority  8 
Springs  Industries  15d 
Sprint  22a 
St.  Jude  Medical  12d 
St  Paul  17b 
Standard  Products  2b 
Stanley  Works  15b 
Staples  8 
Star  Banc  3b 
Starbucks  10b 
State  Street  3a 
Sterling  Chemicals  4 
Stewart  S  Stevenson  15c 
Stone  8,  Webster  21a 
Stone  Container  7b 
Storage  Technology  18b 
Stryker  12d 
Summit  Bancorp  3a 
Sun  11a 

Sun  Microsystems  18b 
SunAmerica  17b 
Sunbeam  6b 
Sundstrand  1 
SunTrust  Banks  3c 
Supermarkets  Gen  lOc 
Supervalu  10a 
Sybase  18c 
Sysco  10a 


Talbots  ( 
Tandem  Computers  18b 
Tandy  6b 
Tech  Data  18a 
Tcco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 
Teleflex  15a 

Telephone  &  Data  Sys  22a 
Tellabs  22a 
Temple-Inland  7b 
Tenet  Healthcare  12c 
Tenneco  5 


Teradyne  9c 

Wachovia  3c 

Terra  Inds  4 

Texaco  11a 

Wackenhut  21 e 

Texas  Industries  13a 

Wal-Mart  Stores  8 

Texas  Instruments  9d 

Walgreen  12a 

Texas  Utilities  24a 

Walter  Industries  16b 

Textron  5 

Warner-Lambert  12b 

Thomas  i  Betts  9d 

Washington  Mutual  17c 

3Com  18b 

Washington  Post  20b 

3M  15a 

Waste  Management  21c 

360  Communications  22a 

Weatherford  Enterra  lib 

Tidewater  lib 

Webb  (Del)  13b 

TIG  Holdings  17b 

Weirton  Steel  IBb 

Time  Warner  20b 

Weis  Markets  10c 

Times  Mirror  20b 

Wellman  4 

Timken  15c 

Wells  Fargo  3d 

TJX  8 

Wendy's  IntI  14a 

Toro  6b 

Western  Digital  18b 

Tosco  11a 

Westinghouse  Electric  20a 

Tower  Automotive  15a 

WestPoint  Stevens  15d 

Toys  R'  Us  8 

Westvaco  19b 

Tracer  9b 

Weyerhaeuser  19b 

Transamerica  17b 

Wheelabrator  Techs  24a 

Transatlantic  Holdings  17b 

Whirlpool  6b 

TransMontaigne  Oil  11a 

Whitman  5 

Travelers  Group  17a 

Wickes  8 

Travelers  Property  Casualty  17b 

Willamette  Industries  19a 

Tribune  20b 

Williams  24b 

Trinity  Industries  23c 

Winn-Dixie  Stores  10c 

Trump  Hotels  14b 

Woolworth  8 

TRW  5 

WorldCom  22a 

Tupperware  15a 

Worthington  Inds  16b 

Tyco  IntI  15c 

Wrigley  (Wm  )  Jr  10b 

Tyson  Foods  10b 

Wyle  Electronics  21b 

u  ■ 

1  XYZ 

U  S  Bancorp  3d 

Xerox  18b 

U  S  Home  13b 

Yellow  23d 

U  S  Office  Products  8 

York  IntI  13a 

U  S  Surgical  12d 

ZaIeS 

UAL  23a 

Zenith  Electronics  6b 

UCAR  International  9a 

Ultramar  Diamond  Shamrock  11a 

Unicom  24a 

Unili  15d 

Union  Camp  19b 

Union  Carbide  4 

Union  Electric  24a 

Union  Pacdic  23b 

Union  Pacrfic  Resources  11a 

Union  Planters  3c 

UnionBanCal  3d 

Unisource  Worldwide  21b 

Unisys  18b 

United  Stationers  21b 

United  Technologies  1 

United  Wisconsin  Services  12c 

Unitrin  17b 

Universal  Forest  Products  19a 
Universal  Health  12c 
Unocal  11a 
UNUM  17b 

US  Airways  Group  23a 
U  S  West  Communications  22b 
U  S  West  Media  20b 
USF&G  17b 
USFreightways  23d 

USG  13a 
UST  6e 

USX-Delhi  Group  24b 
USX-Marathon  11a 
USX-U  S.  Steel  16b 


Valero  Energy  11a 
Valhi  5 
Valspar  13a 
Value  City  8 
Vanstar  18c 
Varian  Associates  9b 
Vastar  Resources  1  la 
Vencor  12c 
Venture  Stores  8 
VF  Ba 
Viad  5 

Volt  Into  Sciences  21  e 
Vulcan  Materials  13a 
VWR  Scientific  Products  21b 
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uilding 

business 


Around  the  globe, 

businesses  that  most  effectively  leverage  their  "Crown  Jewels"  -  corporate 
information  about  customers,  suppliers,  and  competitors  —  have  the  edge. 

Business  Week,  in  association  with  EMC,  invites  senior  IT  executives  to  an 
enlightening  all-day  forum  that  explores  the  boldly  innovative  ways  companies  are 
winning  in  today's  global  marketplace  by  building  business  around  information. 

Corporate  Crown  Jewels  Europe  will  spotlight  successful  European  strategies 
for  recreating  information-driven  companies  in  multilingual  and  trans-national 
markets.  Leading  executives,  strategists  and  management  gurus  will  share  their 
insights  and  supply  participants  with  strategic  guidance  for  mining  their  own 
information  assets  to  best  advantage.  ^li ^/^^\/t  M 

information 


t  j 
f  1 

Attendance  is  limited  to  CIOs,  senior  vice-presidents  of  technology, 
and  other  senior  information  technology  executives  of  European 
companies,  as  well  as  U.S.  companies  with  European  subsidiaries. 

To  register  for  Corporate  Crown  Jewels  Europe,  please  contact: 
]ulie  Terranova,  Business  Week  Executive  Programs 

1221  Avenue  of  the  Americas,  36th  Floor,  New  York,  NY  10020-1095  U.S.A. 
Phone:  +1-212-512-2184  Fax:  +1-212-512-6281 
E-mail:  iterranova@businessweek.com 


Name 
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ECUTIVE      PROGRA  M  S 


Beyond  news.  Intelligence. 


Company  _ 

Address  

City  


Telephone 
E-Mail   


State/Country . 


Zip/Postal  Code 


Fax 


Primary  Business 


Annual  Revenue  (USS) 


'ision  of  Tlie  McGraw  HiU  (jmpanies 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


The  Second 
Income:  Is  It 
Worth  It? 


For  Nancy  Mc- 
Cardel,  the  days 
start  early.  At  5:30 
a.m.,  she  gets  up 
to  feed  her  3- 
month-old  daughter  before 
showering  and  dressing  in  a 
blouse  and  suit  ($300,  plus 
$12  a  week  for  diy  cleaning). 
She  rouses  her  8-year-old  son, 
and  during  the  summer, 
whisks  him  off  to  a  day-care 
center  ($112  per 
week).  She  then 
drops  off  hei' 
daughter  at  an-  r-^^5C5\  (^"^ 
other  center 
($210  per  week) 
across  town. 
She  drives  downtown  to  her 
job  ($4  roundtrip,  plus  $22..50 
per  week  for  parking)  as 
managing  supervisor  for  a 
public  relations  firm  in  At- 
lanta and  picks  up  a  gourmet 
cup  of  coffee  ($3  a  day).  She 
eats  lunch  ($4)  at  her  desk. 
At  4:30  she  races  from  the 
office  to  get  the  kids.  After  a 
quick  dinner,  she  bathes  the 
children,  reads  to  them,  tucks 
them  into  their  freshly  made 
beds  ($70  for  bimonthly 
housecleaning),  and  does 
chores.  By  10:30,  .she  tumbles 
into  bed.  At  week's  end,  this 
35-year-old  wife  and  mother 
wonders:  Is  it  woith  it? 

Financially,  the  answer 
isn't  clear.  Although  more 
than  half  of  all  women  with 
preschool  children  hold  paid 
jobs,  many  of  them  soon  dis- 
cover that  much  of  their 
earnings  are  eaten  up  by  the 
costs  of  child  care,  a  profes- 
sional wardrobe,  and  other 
work-related  expenses.  Ulti- 
mately, some  women  (and 
many  men)  argue  it  doesn't 


pay  for  women  to  work  when 
the  kids  are  small. 

The  numbers  certainly 
seem  to  support  that  as- 
sumption. For  example,  a  hy- 
pothetical suburban  couple 
working  in  New  York  City 
and  whose  combined  income 
is  $150,000  saves  more  than 
$15,000  in  federal  taxes, 
$5,070  in  PICA  taxes,  and 
$5,184  in  state  and  local  taxes 
when  they  live 
on  a  single  in- 
come of  $80,000. 
The  couple  will 
save  an  addi- 
tional $32,634 
when  they  lop 
off  the  mother's  costs  of 
working:  child  care,  commut- 
ing, and  such.  Instead  of  los- 
ing $70,000  in  income,  the  ac- 
tual loss  is  only  $4,544  (table). 

Each   family's  spending 
habits  vary  so  widely,  of 
course,  that  it's  almost  im- 
possible to  generalize  about 
how  lucrative  a  second  in- 
come actually  is.  And 
having  the  option  to 
choose  between  work- 
ing or  staying  at  home 
with  your  child  is  a 
luxury  that  millions  of 
single   mothers  and 
less-affluent  families 
don't  have.  Still,  on  pa- 
per, it  often  seems 
that  a  second  salary 
for  a  higher-income 
family  doesn't  mean 
much  improvement  in 
their  standard  of  liv- 
ing— especially  in  the 
child's  early  years. 

That  determination 
is  shocking,  but  also 
somewhat  misleading. 
While  a  good  chunk  of 
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a  working  mother's  salary 
does  foot  those  work-related 
expenses,  it's  questionable 
how  much  would  be  saved  if 
the  woman  stayed  at  home. 
Whether  you  work  in  an  of- 
fice or  stay  at  home,  you  still 
have  to  eat,  says  Jane 
Bermont,  a  consultant  with 
Boston-based  wfd,  a  leading 
provider  of  corporate 
work/life  progi"ams. 

Grabbing  a  tuna  on  rye 


Irom  the  fridge  isn't  as  pric ,  i 
as  the  lunch  special  dov  te 
town,  but  you  may  wind  im 
eating  out  lunch  frequen  nef 
with  other  stay-at-hoi 
moms  and  their  tots.  Evei'ti 
quick  chat  over  a  cup  of  cie 
fee  and  danish  will  set  y  hi 
back  three  bucks.  Wha  w 
more,  you  may  find  yours  ip 
doing  more  shopping  n(  j' 
that  you  have  the  tinfl 
That's  not  altogether  a  b«' 


He  Works,  She  Stays  Ho 


GROSS  INCOME  (HUSBANO) 
MINUS  401(K)  CONTRIBUTION: 

ADJUSTED  GROSS  INCOME  (AGI) 
MINUS  TAXES: 

FEDERAL 

STATE  &  LOCAL 

PICA 
TOTAL  TAXES* 
WHAT'S  LEFT 

PLUS  PRETAX  VALUE  OF  4G1(K)  SAVINGS" 


*The  taxes  are  based  on  a  taxable  Income  of  $39,222,  whli 
results  after  deductions  of  $14,937  for  mortgage  interest, 
for  real  estate  taxes,  and  $2,891  for  state  and  local  taxes, 
three  exemptions  worth  $7,950. 
**Assuming  a  10%  annual  contribution,  8%  annual  return|'* 
50%  employer  match 
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.  if  you  shop  the  sales, 
babysitter  costs  won't 
minated  entirely.  You'll 
leed  to  get  away  fi'om 
ids — to  run  errands  or 
time  by  yourself, 
e  real  problem  in  this 
however,  is  its  short- 
view.  Even  if  yoiu-  take- 
pay  covers  little  more 
your  expenses,  argues 
I  Hounsell,  executive  di- 
r  of  the  Women's  Insti- 


tute for  a  Secure  Retu-ement 
in  Washington,  from  a  finan- 
cial standpoint,  it  would  still 
pay  to  work.  "By  remaining 
in  the  workforce,  you're  mak- 
ing a  long-term  investment 
in  your  career  and  future 
earnings,"  says  Hounsell. 

Child-care  costs,  the  hefti- 
est expense  by  far  for  most 
woi'king  mothers,  don't  last 
forever.  Eventually,  Junior 
will  grow  up  and  go  to 


school.  And  by  that 
time,  most  working- 
moms  will  have  got- 
ten a  raise,  maybe 
even  a  promotion, 
and  regularly  si- 
phoned some  cash 
into  a  401(k)  or  simi- 
lar retirement  fund, 
(^ur  New  Yoi"k  pro- 
fessional would 
stockpile  $186,386  in 
her  retirement  plan 
over  10  yeai'.s — if  she 
keeps  working. 

Building  up  a 
401(k)  nest  egg — if 
that's  an  option  for 
you  at  your  job — 
may  be  a  hidden 
benefit  of  remaining 
■  '  m  the  workforce, 
I  both  in  the  shoit  and 
long  term.  The  401(k) 
contributions  give  you  an 
immediate  tax  bi'eak  by  re- 
ducing your  ciuTent  adjusted 
gross  income.  "Eveiy  dollar 
that  you  put  in  will  save  you 
about  3.5(?  in  federal  taxes  to- 
day," says  Douglas  Mollin,  a 
certified  financial  planner  with 
ProPlan  in  Elmhurst,  N.  Y. 
Over  the  long  haul,  the  mon- 
ey you  sock  away  into  a 
401(k)  grows  tax-deferred. 
Obviously,  the  more  you  put 
in  over  the  years — and  the 
earlier  in  your  life  that  you 
do  so — the  larger  your  hold- 
ings will  be  upon  retirement. 
And,  if  yoiu'  employer  match- 
es all  or  part  of  your  contri- 
bution, you're  getting  free 
monev.  "Think  of  it  as  an  an- 


He  Works,  She  Works 


OME  (HUSBAND) 

80,000 

AFTER-TAX  INCOME 

95,189 

i\m 

70,000 

MINUS  ADDITIONAL  EXPENSES 

INCOME 

150,000 

CHILD  CARE  ($400/WEEK) 

-20,800 

401  (K)  CONTRIBUTIONS: 

PAYROLL  TAXES  FOR  NANNY 

-2,444 

IIS 

-8,000 

COMMUTING** 

-2,160 

lERS 

-7,000 

LUNCHES  OUT  ($7/DAY)** 

-1,680 

]ROSS  INCOME  (AGI): 

135,000 

DRY  CLEANING  ($50/MONTH)** 

-550 

TAXES* 

TAKE-OUT  DINNER  ($50/WEEK)** 

-2,400 

DERAL 

-21,931 

HOUSE  CLEANING  ($50/WEEK) 

-2,600 

■PENDENT-CARE  EXPENSE  CREDIT 

480 

TOTAL  EXPENSES: 

-32,634 

ATE  &  LOCAL 

-8,075 

WHAT'S  LEFT 

62,555 

CA 

-10,285 

PLUS  PRETAX  VALUE  OF  401  (K)  SAVINGS*** 

23,343 

-39,811 

85.898 

based  on  a  taxable  income  of  $97,452,  which  results  after 

14,937  for  mortgage  interest,  $7,000  for  real 

id  $8,075  for  state  and  local  taxes,  plus  three  exemptions 


**Based  on  a  52-week  year — minus  2  weeks  of  vacation  and  10  holidays 

***Assuming  a  10%  annual  contribution,  8%  annual  return,  and  50% 
employer  match 


nual,  tax-deferred  bonus," 
says  Mollin,  "that  you'd  be 
foifeiting  if  you  quit."  Using 
that  logic,  oui"  New  York  pro- 
fessional earns  not  $70,000 
but  $73,500  annually. 

Meanwhile,  women  who 
step  out  of  the  paid  work- 
force for  an  extended  period 
may  find  that  they're  earn- 
ing power  has  diminished. 
"It's  especially  troublesome 
for  women  reentering  who 
are  over  age  40,"  says 
BeiTnont.  Unless  they  update 
their  skills,  returnees  may 
earn  less  now  than  they  did 
5,  10,  even  15  years  ago 
when  they  stopped  working 
to  raise  their  kids. 
FINANCIAL  JEOPARDY.  Stay- 
at-home  moms  may  even  be 
putting  themselves  in  finan- 
cial jeopardy.  It's  risky  to  de- 
pend on  a  single  wage-eamer, 
given  the  constant  threat  of 
layoffs.  And  divorce  and  wid- 
owhood— two  real  possibili- 
ties— often  put  nonworking 
wives  in  a  precarious  posi- 
tion, says  Hounsell,  if  they 
forgo  all  responsibility  for 
their  financial  future. 

Tlie  bottom  Une  doesn't  tell 
the  whole  story,  of  course. 
"For  many  women,  the  deci- 
sion to  work,  or  not,  involves 
more  than  money,"  says  Nor- 
man M.  Berk,  managing  pait- 
ner  of  Berk  Patterson,  a  fi- 
nancial planning  firm  in 
Birmingham,  Ala.  Some  par- 
ents don't  believe  in  day  cai'e. 
"Do  I  really  want  someone 
else  raising  my  child?"  asks 
Denise  Larkin.  For  this  33- 
year-old  former  international 
portfolio  trader,  the  answer 
was  no.  Larkin  cjuit  shortly 
after  the  birth  of  her  first 
child  last  year 

Other  mothers  feel  they 
must  take  a  more  active  par- 
enting role — at  some  point  in 
their  child's  life.  Ellen  Bar- 
tel,  42,  recently  quit  her  job 
as  vice-president  for  institu- 
tional advancement  at  Alver- 
no  College  in  Milwaukee. 
While  she  has  worked  full- 
time  since  her  children  were 
born,  Bartel  feels  that  her 
two  boys,  aged  8  and  9,  need 
her  full-time  now.  "They're 
asking  more  complicated 
questions,"  she  says.  "And 
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Personal  Business 


you  only  have  a  small 
window  of  opportunity 
when  you  can  be  influ- 
ential in  their  hves." 

Women  who  ai"e  com- 
mitted to  a  career,  on 
the  other  hand,  often 
see  their  job — as  many 
men  do — as  an  integral 
part  of  their  identity. 
And  they  may  not  be 
willing  to  give  that  up. 
Playing  peek-a-boo  and 
singing  Dvinkle,  Twin- 
kle, Little  Star  all  day  long 
can  be  tedious — even  for  the 
most  nurturing  of  parents. 

The  spouses  of  working 
mothers  are  apparently  hap- 


WHAT  SHE  LOSES  LONG-TERM 


SALARY* 

401(K)  BALANCE" 

YEAR  1 

$70,000 

$10,894 

YEARS 

83,476 

69,454 

YEAR  10 

104,027 

186,386 

YEAR  15 

129,636 

360,596 

*  Assumes  a  4  5%  mcrease  per  year 

**  Balance  at  yearend,  given  a  10%  contribution  of  tier  salary  per 
year,  a  50%  matcti  "OF  THAT  10%"'  by  her  employer,  and  an  annual 
return  of  8% 

DATA  PRICE  WATERHOUSE  PERSONAL  FINANCIAL  SERVICES 


pier,  too.  In  She  Works/He 
Works:  Hoiv  Two-I)icome 
Families  are  Happier, 
Healthier,  and  Better  Off 
($24;  Haiper  San  Francisco), 


Money  Tips 
From  the  Front 


When  parents  have 
questioyis  on  child- 
rearing,  they  often 
tur)i  to  other  parents  for 
guidance.  So  to  shed  some 
light  on  the  top- 
ic of  money 
and  kids,  we  re- 
cently polled 
parents  on  what 
worked  and 
didn't  work  for 
them. 

Our  four-question  survey, 
conducted  via  the  Internet, 
yielded  scores  of  fascinating 
responses,  including  a  con- 
sensus that  the  smartest 
money  goes  to  tuitioyi,  travel, 
and  nonmaterial  experiences. 
The  dumbest?  Fast  food,  hot 
fashio'>is,  and  toys — especial- 
ly video  games. 

Read  on,  and  hear  what 
else  the  voices  of  experience 
have  to  say. 

Q:  What  is  the  smaHest  ex- 
penditure you  have  made  on 
your  children? 
A:  Amigos,  a  humanitarian 
exchange  program,  where 
they  worked  on  rabies-vacci- 
nation progTams  in  Honduras 
and  Ecuador  for  a  summer. 

— Jon  Beall,  Austin,  Tex. 
A:  Time.  When  we  decided 


to  start  a  family,  we  began  to 
bank  100%  of  my  wife's 
salary  in  order  to  learn  to 
live  on  one  income.  Then, 
when  we  finally  did  have  a 
baby,  my  wife 
retired  from 
her  teaching  ca- 
reer to  spend 
time  with  the 
children. 

— Jonathan 
C.  Kerr,  Middletown,  Ohio 
A:  Music  lessons  with  a  pro- 
fessional. Very  expensive  and 
very  demanding.  However,  it 
has  been  a  nurturing  experi- 
ence in  which  they  have 
learned  music  along  with  dis- 
cipline and  responsibility. 

—David  A.  Minster, 
Mai'kham,  Ontario 
A:  Tw'o  cats  from  a  shelter 
— Barbara  Heffner, 
Wellesley,  Mass.  ,  «  a 

/ 

Q:  What  IS  the  dumb-    ^  " 
est   way   you  have 
spent     money  on 
your  kids? 
A:  Separate  college 
accounts  under  their 
individual  names, 
which    resulted  in 
having  to  file  extra 
IRS  returns  (mine  is 
a  big  enough  pain). 


clinical  psychologist 
Rosalind  Barnett  ex- 
plains the  findings  of 
her  three-year  study, 
funded  by  the  National 
Institute  of  Mental 
Health,  of  300  families 
in  the  Boston  area. 
"Wlien  the  husband  and 
wife  both  work,  it  puts 
less  stress  on  the 
marriage,"  says  Bar- 
nett. "They  have  more 
security,  and  more 
flexibility." 

If  only  real  life  were  so 
simple.  But  add  a  sick  child 
or  a  trusted  nanny  who  has 
just  quit,  and  even  the  best- 
while  also  limiting  their  po- 
tential access  to  financial  aid. 

— Robin  Cole, 
Stanford,  Calif. 
A:  It  iTiust  be  the  money  my 
ex-husband   has  spent  on 
video  games. 

— Anne  Smith, 
Freemont,  Cahf. 
A:  A  Visa  card  to  be  used 
for  "emergencies"  only. 

—Bob  Self,  Helena,  Ala. 
A:  Money  to  enable  kids  to 
buy  me  gifts.  Dumb! 

— John  Johnson, 
Thomasville,  Ga. 

Q:  How  are  you  teaching 
your  children  to  handle  mon- 
ey responsibl  y? 
A:  Our  son  already  has  heard 
many  times  that . . .  humans 
are  creatures  of  unlimited 
wants  but  limited  resources, 
so  we  must  make  choices. 

— Rebecca  Baldwin, 
Issaquah,  Wash. 
A:  They  have  developed  theii' 
own  small  businesses  while 
in 


laid  plans  go  awry.  "I  h 
to  go  out  of  town  i! 
week,"     says  McCar 
"That'll  really  upset  ev( 
one's   schedule."  But 
wouldn't  think  of  giving 
her  job.  "My  work  is  c. 
lenging,  and  I  need  that," 
says.  Besides,  that  second 
come  is  keeping  the  far 
on  track  financially.  The 
Cardels  recently  bouglJ[ 
new  car  and  are  trying' 
beef  up  then-  savings  for 
kids'    college  educatiC 
"We  couldn't  do  that  if  I 
n't  work,"  says  McCar " 
"Two  incomes  give  us  it 
choices.        Barbara  //e*' 

ml 
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school,  have  their  own 
counts,  and  use  part  of 
money  to  purchase  the 
they  require  for  theii-  sp( 
and  travels. 

— Francisco  J.  Cue: 
Mexico  ( J'' 
A:  When  they  want  soi 
thing  out  of  the  ordinary, 
let  them  know  in  their  te| ' 
how  much  it  costs 
daughter  wants  to  go  ol 
houseboat  vacation.  We 
her  know  it  costs  200  Be: 
Babies. 

—Robin  Vi^ 
Lawrenceville, 


lo 


Q:  What  ways  are  you  4*' 
ing  for  your  children's 
lege  education? 
A:  We  are  making  a  doil" 
house  payment  monthly 
oui-  home  will  be  paid  off 
same  year  our  son  heads™ 
college.  Then,  we'll  take  oi  * ' 
new  mortgage  or  refina*'' 
the  home  to  pay  for  collej""" 
—Nathan  Bei  ^'^ 
Oklahoma  City,  0\S 
A:  Through  a  devoted  i 
loyal  relative.  ™' 
— Sharvn  SulliV'*' 
Dickinson,  Tf 
A:  When  each  was  borr'"' 
put  $100  into  an  accou!" 
Each  payday  after  th'^ 
I  put  something  \\H 
that  account.  It  was  '  % 
first  check  I  wrote.  J^'t 
whenever  we  receivei* 
windfall,  we  always  j^^^^ 
something  in,  usua"f' 
15%  to  25%.  f 
—Hal  Kfils 
Montara,  Ce"^ 
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he  l-2-3s  of 
iring  a  Nanny 


nding  someone  you  can 
rust  to  care  for  your 
•hild  is  one  of  the  most 
y-provoking  tasks  a 

faces.  "You  can't  be 
fpful  when  hiring  and 
t  i  rig  the  performance 
ir  child-care  provider 
you  consider  the  per- 
ends  up  to  12  hours  a 
msupervised  in  your 
with  your  child,"  says 
•rly  Porrazzo,  director 
tthern  California  Nan- 
nter  in  Lake  Forest,  a 
ighouse  of 
lation. 
,t's  why 
ire  indus- 
las  blos- 
[  to  help 
ith  child- 
iring  and  management, 
companies  supply  do-it- 
,'lf  nanny-hiring  materi- 
0  criminal  and  back- 
)  il  checks,  and  sell  in- 

tiaining  programs. 
'  nii've  made  your  deci- 
umpanies  can  even  pro- 
iiiiie-siu'veillance  equip- 
to  help  you  detemiine  if 
'  made  the  right  choice, 
nannies  are  honest,  con- 
ious,  and  loving  people, 
ome  parents  may  care 
3  the  latest  techniques 
ed  out  that  bad  apple. 
GHT  TALK.  As  an  inex- 
ve  alternative  to  the 
top  shopping  available 
employment  agencies, 
outhern  California  Nan- 
'enter  publishes  The 
y  Kit.  This  $18.50  com- 
nsive  guide  for  parents 
i;  in-home  child  care  in- 
s  screening  and  inter- 
ng  tips.  It  recommends 
■ng  a  job  apphcation  to 
ilize  the  hiring  process, 
;eeping  the  relationship 
ssional.  Include  past  em- 
lent,  child-care  philoso- 
previous  addresses,  and 
security  number 
n-azzo's  kit  also  suggests 


briefly  screening  candi- 
dates over  the  phone, 
then  sending  them  the 
application,  and  using 
the  completed  foiTns  as 
a  guide  for  in-person 
interviews.  Ask  open- 
ended  and  hy]Dothetical 
questions  and  avoid 
turning  the  interview 
into  a  social  event. 
Once  you  have  a  can- 
didate in  mind,  contact  at 
least  three  former  employers 
and  three  personal  refer- 
ences. To  catch 
people  posing  as 
references,  ask 
trick  questions 
such  as:  "The 
nanny  worked 
for  you  for  two 
years,  right?"  when  you  know 
she  worked  for  three  years. 

Once  you've  completed 
yom'  pre-employment  screen- 
ing, a  background  check  will 
search  the  candidate's  crimi- 
nal history  and  verify  the  so- 
cial security  number.  Several 
corporate-investigation  com- 
panies have  recently  added 
background  checks  for  child- 
care  providers  for  about  $65. 
"You  want  to  make  sure  the 
candidate  is  who  they  say 
they  are,"  says  Frank 
Bucheit,  inanager  of  Back- 
ground Research  Interna- 
tional in  Falls  Church,  Va. 


The  search  takes  four  days 
and  doesn't  require  the  ap- 
plicant's O.K.  The  applicant 
must  sign  a  release  foi'  you 
to  get  a  copy  of  a  driving 
record  and  credit  history. 

Hiring  a  nanny  is  just  the 
beginning.  You  must  also 
train  and  manage  your  new 
employee.  "It's  ironic  that 
parents  can  work  confidently 
at  the  office  but  feel  uncom- 
fortable and  insecure  when 
managing  their  child-care 
provider  at  home,"  says  Mar- 
cia  Zaiac  Wasser,  chainnan  of 
Interactive  Family  Manage- 
ment. She  and  her  partner, 
Nancy  Adler  Manket,  recent- 
ly developed  The  Nanny 
Ti'aining  Program,  which  in- 
cludes a  video  and  workbook 
that  reviews  the  caregiver's 
responsibilities  and  suggests 
the  right  way  to  do  tasks. 
There  is  also  an  employer 
handbook  with  nanny-man- 
agement tips  and  a  computer 


TOOLS  FOR  THE  TASK 


COMPANY 


DESCRIPTION 


THE  SOUTHERN  CALIFORNIA  Publishes  Tfie  Nanny  Kit  ($18.50), 
NANNY  CENTER  a  step-by-step  hiring  guide  with 

( 714 )  859-9134  application  forms  and  worksheets 


THE  INTERNATIONAL 
NANNY  ASSN. 

(609)858-0808 


Supplies  list  of  firms  that  do 
pre-employment  background  checks 


INTERACTIVE  FAMILY 
MANAGEMENT 

(888)626-6921 


Sells  "The  Nanny  Training  Program" 
($49.95)  video,  workbook,  employer 
guide  book,  and  computer  disk 


BABYWATCH 

(800)558-5669 


Provides  videotaping  equipment  in  22 
cities  for  monitoring  caregivers 


disk  with  13  worksheets,  in- 
cluding a  safety  checklist  and 
daily  activity  report. 
TALE  OF  THE  TAPE.  Shoitly  af- 
ter you  hire  your  nanny, 
you'll  want  to  evaluate  per- 
formance. Come  home  un- 
announced, arrange  for 
friends  and  family  to  make 
sui'prise  visits,  or — if  you're 
really  nervous — use  hidden 
cameras.  Sometimes,  a  nan- 
ny's interaction  with  the  child 
stops  as  soon  as  a  parent 
walks  out  the  door.  For  about 
$250,  Babywatch,  a  provider 
of  videotaping  systems,  will 
rent  a  hidden  camera  for 
three  days.  Some  parents 
prefer  full-time  surveillance, 
with  cameras  placed  tlirough- 
out  the  home.  These  systems 
average  about  $2,400. 

Secret  videotaping  is  con- 
troversial, and  could  damage 
the  relationship  with  a  trust- 
worthy caregiver.  However, 
if  you're  still  interested, 
videotaping  someone  without 
consent  is  considered  legal  as 
long  as  no  conversations  are 
captured  and  the  cameras 
aren't  installed  in  bathrooms 
or  bedrooms.  That  may 
change — so  you  may  want  to 
inform  the  nanny  that  she 
could  be  videotaped. 

All  of  these  tools  just  help 
you  get  thi'ough  the  selection 
process.  Once  you  make  it 
through  that  fii-st  stage,  the 
most  important  part  begins: 
the  development  of  a  bond 
between  the  nanny  and  your 
child.  Toddi  Qutner 
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FAX:  (312)  464-0512  OR  WRITE: 


Business  Opportunities 


EXECUTIVE 
CONSULTING 

Call  the  S&K  Group  today  to  receive 
your  free,  NO  OBLIGATION  video 
and  literature  explaining  how  you 
can  start  your  own  specialized 
business  consultinq  practice  with  a 
moderate  amount  of  start-up  capital. 
Discover  how  a  number  of  our 
associates  annually  earn  SI  50,000  or 
more  applying  the  S&K  approach. 

1800)660-0330 


$350K-«-+'f  Annual  Profit 

Potential  From  Home 
from  less  than  $10K  start  up! 


•  S75K  possible  first  few  months 

•  Nominal  overhead 

•  Exciting  breakthrough  products 

•  24  hour  support  system 

•  No  employees  •  No  inventory 

•  No  selling  expenence  required 

•  Flexible  hours 

•  Portable-operate  anywhere  you 
have  fax  and  phone 

Financial  freedom  can  be  yours  in 
90  days'  Find  out  more  today; 

1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment LeasesUom  Sl.OOOto 
SIO  million.  No  co-brokering.  Work 
directly  w  National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

^  The  Lo-in  Consultants.  Inc 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  lyilCHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  G0611 


Attorney  Services 


Lawsuit  &  Asset  Protection 


•  Corporations  &  Ltd.  Partnerships 

•  Offshore  Trusts  &  Corporations 

•  Private  Offshore  Banking 

•  Tax  &  Estate  Planning  Strategies 

Steven  Sears,  CPA-Attorney 
714-544-0622 


Business  Opportunities 


SELL  A/EIV  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  receive  substantial  profits  Simple 
15-minule  demonstration  produces 

dynamic  results  Prime  lemlories  still 
available  Small  initial  investment 
For  details  and  Free  sample 

Call  1-800-447-4962 

Fax  310-530  1381  Chronomite  Labs.  Inc. 


CONSULTANTS 


International  firm  expanding 
in  US  needs  independent 
consultants  to  represent  our 
company.  We  offer  some  of  the 
finest  Training  and  Development 
processes  available  today.  Very 
high  mcome  potential.  Extensive 
training  and  support. 
Management,  marketing,  or 
consulting  expenence  helpful. 
Send  resume  or  brief  personal 
history  to; 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  W  Development 
Department  \VB78 
31  Hickon,'  Road 
Mohnton,  PA  19540 
(800)  799-6227  Ext.  12 
Fax:  (610)  775-9686 


Investment  Opportunities 


BANQUE  de  PETITE  MARTINIQUE 

St  George's,  Grenada.  W.I. 
(809)  4404949  Fax  (809)  440-4952 
E-Mail  money@caribsurf.com 
Webs'te  htXp;//the-banque-Com 

When  you  get  really  serious  about 
international  investing  call  us!! 

•  Your  privacy  is  protected  under  law  by  the  Grenadian  Government 

•  Interest  rates  for  your  deposits  are  competitive 

•  Staff  is  made  up  of  individuals  with  money  center  bank  experience 

•  Your  investment  will '  ot  oe  subjected  to  double  taxation 


Int'l  Marketing/Consulting 


CHINA 


Exxe  Incernational  Inc  China  Business  Consulunts 
Your  gateway  to  China 

Feasibility  studies  Support  ■  Govt  pint  ventures 


Tel:  (714)  260  4920  Fax:(714)2604799 
E  mail:  Exxe@jol.coin  HnpJ/www,exxeind,com . 


Financial  Services 


Private  Capital 
Available 

Real  Estate  Dev,,  Business 
Funding,  .Seed  Capital,  Comml,' 
Properties.  Credit  Lines, 
Equity  &  Debt 

InveCap  410-820-6713 


Franchising 


Franchise 

your  business! 

Call  (or  information  about 
Franchise  Your  Business  seminars, 
or  information  on  franchising 

Francon> 

1-800  FRANCHISE  |1B00.372-6244)^ 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in  Business  Admin  Public  Admin 
Health  Care  Admin,  Human  Resources. 
Finance.  Infl  Business,  Tech  Mgmt.  Law, 
Paralegal.  Psychology,  Computer  Science 
http://vvww, scups.edu 
Email:  enroll@scups,edu 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana.  OA  92705 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 
For  Work  Lile  and  Academ-r 
Expenence  •  No  Classroom 
Attendance  Required 
CalKSOO)  423-3244 

ert170 
Fax  (3101471-6456 
Wtp  /Avww  pwu-hi  edu 
or  send  detailed  resume 
lor  Free  Evaluation 

Pacific  Wostt'rn  I  nixefsity 

'2iOAuah'  Street,  Dent  170 
Honolulu  HI  95814-4922 


Education/lnstructioifl 


EARN   ]y|  g  ^  YOl 

WITH  THE  FIRST  UNIVERSl 
TO  BE  AWARDED  ISO  90C 


Bachelor,  Ma.ster,  Oocton  gjd 


'  *  Executi\t:  Certificate  ^ 

•  Total  Quality  Management 

•  Environmental  Management  

•  International  Trade  &  Comm< 

Newport  University  - 

20101  S.W  Birch,  Suite  #12( 
Newport  Beach.  CA  92660  ■ 
http://ww'w.newport.edu|^ 
E-Mail:  adinissions@newport.JW 
714-757-1155  •  800-345-3 J* 


1)11 


MBA  BY  Distance  LEom  _ 

Mjio;  B":i:.n  universiny  otieis  accredited  MB 
Bachelor  s  or  GMAT  needed  Chosen  by  Econ  _ 
Intelligence  Unit  as  one  of  world  's  tiest  MBA  prog 


HERIOT-WAH  UfJIVERSm  ,  (800)  MBA-( 
North  American  Distributer  !       Ask  for  ex 
6921  Slockton  St.  Suite  2  El  Cerrito  CA  94i  i\ 
For  immediate  FaxBack  literature:  from] 
fax  machine's  phone,  call  (510)  486-891  ^ 

till- 


Education/lnstructiOF' 


Get  a  College 
Degree  In  27  Da  - 
bs/ MS/  MBA/  PhD.,  etc 

Including  graduation  nng,  transc 
diploma    Yes.   it  s   real.  le| 
guaranteed  and  accredited 
Columbia  State  Universit 

1-800-689-8647  2^h< 


BS,  MA,  MBA,  Ph.l 

EARN  A  DEGREE 

lend  resume  tor  no-cost  evaluation  or 
(800)  240-67 

6400  Uolonn  BIW 
Suites 

  Off 

VCjueraaf  '■>('■■■  Mexico 87110U, 


INVEST  IN  YOU 


\our  \  ALL  E  N  Whai  ^«  u  Know 
Appro\eil  BS\  and  Masters  m  Business 
Engineennt:  Throueh  Disiance  LeamiB 


CNU 


IhKN  PanheniJ  Slreel  N.-nh  HilK,  C.^  91 

For  Catalog  Call  1-800-782-242 
Web  Site:  http:  //www,cnuas.ed 


}  iputer  Equipment 


LETT-PACKARD 

Buy-Sell-Trade 

r(JulRPKO  draft/master 
DKArrPRO  DESIGNJET 
n|    ATIC  PLOTTERS  RUGUEUWRITER 

)0  workstations  &  Vectras 
Refurbished  Equipment 
Dasher  &  Associates 

id  Ave  S  Birmingham,  AL  35222 
./591-4747  Fax  205/591-1108 
3|  i33  •  e-mail  sales@dasher  com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX  (312)  464  0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  6061  1 


ference  Planning 


10)  326-4211 

R  TALENT  NETWORK  INC 

r.greatertalent.com 


ilishing  Services 


blish  Your  Book 

adition  of  quality.  Subsidy 
iblisher  offers  publishing 
tor  books  of  all  types.  For 
or's  Guide  wvite  Dorrance- 
Smithfield,  Pittsburgh,  PA 
call  l-K(){)-69,')-y599 


Business  Services 


INCORPORRTE 


FREE  Information 

AJl  50  States  and  Offshore 

Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations.com 


TRRDEMRRK 


RESEARCH  REPORTS 


"  20,000  ACADEMIC  TOPICS  AVAILABLE! 

I  Send  $2  for  the  290  page  catalog 

I  Custom-wnllen  icports  also  avs liable 

.  RESEARCH  ASSISTANCE 

'  1  1322laahoAve,#206BF 

I  Los  Angeles,  C.A  90025 

I  TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assistance.com 


Business  Services 


Personal  Checks 

with  the  purchase  of  600 

3-Jo-A-Pagc  Buiincis  Chech 

only  ^29  *^^+  S&H 
(Offer  good  ttiru  12/31/97) 

1-800-239-4087 


ADVERTISE  IN  THE 
USINESS  M^EE/C  MARKETPLACE 
AND  REACH  OVER  6  MILLION 
RESPONSIVE  READERS!! 

The  next  Marketplace  section 
closes  on  August  22nd. 
-or  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


Travel/ Tours 


Phlllpplna 
Papua  N«w 
Guinu 
Nepal 


Southeast  Asia] 

Cullure  •  WJdI.fe  •  Nolufe 

hialranspacilii 
J(iurni')s 

800  642  2742  M 


t  SautheaitAtla 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55H  Hingham,  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Telecommunications  Services 


SECRETS? 

'  Avoid  the  phone  bill' 

'  Use  prepaid  phone  cafds 

■  Save  LD$ 

'  Collectible  Series! 

1-888-873-9327 


http  //onewebstreet  com/marilyn/ 
Start  vour  own  phonecard  business 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  witli  your  Logo, 
JustS189.00ll 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"  X  2" 

Calico  f 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  9568^ 
■  ■  ,v    Tel:  707/448-7072  •  Fax:  707/446-8273 


Wines/Cigars 


Wlneceilars 
Humidors 


Beaulilul  burl  rool  humidors  lor  75 
cigars  only  $169,  includes  humidi- 
tier,  solution  ki!  and  hygromeler-a 
$W0  i/a/ue' Other  nnodels  lor  up 
10  250  cigars  with  a  mirror-        .. ; 
like  poly/lacquer  finish  and  . 
brass  locksets  Display 
units  with  2  glass  doors  { 
electnc  humidifier-holds  1500  cigars 
only  $1395  and  custom  walk-ins  hold  millions' 

47  Deluxe  Winecellars.  24  bottle  cellars  Irom 
S229.  handmade  wood  cellars  for  60  to  3400 
bottles,  cooling  unils,  custom  racks  and  cellars 

Call  for  a  free  catalog  800/777-8466 
www.vinotemp.com 

UfHotmp 

INTERNATIO    N /a  L 


Telecommunications  Services 


FREE  Audio  Conferencing 


Special  Offer!!! 


FREE 


Meet-Me  Automated 
Conference  Calls 
for  the  Month  of 
this  publication* 

(Day-Time  Conferences  "Subject  lo  Availability) 


MUl      Rnu-s      I.DW  a 

//  /(/  \(  i\r,siH\  iLi:s  t\ 


Call  1-800-778-MEET  now! 

www.eagle.nel 

Referral  Code:  BW797ETSI  


Consumer  Electronics 


Music  WorlcJ 
Computer  World 

America's  Only  Catalogue  ol  its  Kind! 

him  Out  FRtl  Moil 
Order  Calologue  Nowi 

212  pgs.  of  Top  Brand 
Nomes  in 

Audio  •Video 
Computers  *Forlables 

Home  Office 
Music 'Video  &  More 
All  at  Dis(Ount 
Br  0.  PrUes! 

Order  loll  Free  24  Houri  A  Doy,  7  Day,  4  Week 

1-800-221-8180 


TOO  BAD  YOU  LL 
ONLY  BE  USING  THE 
EDGE  OF  THE  SEAT 


•  235-HI'  32-VALVE,  3.4-LITER  V-8  ENGINE  •  RESPONSIVE  RIDE-ADAPTIVE  SUSPENSION  •  SAFETY'  CELL  CONSTRUCTK 
WITH  SIDE  DOOR  BEAMS  •  HIGH-PRECISION  ZF  STEERING  •  SPACIOUS  INTERIOR  WITH  PLENTY'  OF  LEG  ROQ) 
•AVAILABLE  LUXLIRY  LEATHER-TRIM  INTERIOR  •  www  lord  cf.m 


FORD  TAURUS 


HAVE  YOU  DRIVEN  A  FORO  LATELY? 
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siness  Week  Index 


UCTION  INDEX 


PRODUCTION  INDICATORS 


inge  from  last  weeki  0,6% 
mge  ffom  last  year;  3.9% 


PRODUCTION  INDEX 

July  26=125.4 
1992=100 


Nov  Mar  July 

5  1996  1997  1997 

ndex  IS  a  4-week  moving  average 

iduction  index  rose  during  the  week  ended  July  25.  Before  calculation 
four  week  moving  average,  the  index  rose  to  127,3  from  126.0.  In  the 
<eek,  the  seasonally  adjusted  levels  of  auto  and  truck  production  rose 

as  more  car  plants  returned  to  production.  Rail-freight  traffic  and 
il  refining  also  posted  gains.  Steel  production  increased  slightly, 
of  both  coal  and  lumber  declined,  and  electric  power  output  also  fell. 


copyright  1997  bv  The  McGraw-Hill  Companies 


ING  INDICATORS 


PRICES  (8/1)  s&p  500 

LATEST 
WEEK 

947.14 

WEEK 
AGO 

938.79 

YEARLY 
%  CHG 

43.0 

RATE  BOND  YIELD,  Aaa  (8/1) 

7.01% 

7.09% 

-7.2 

TRIAL  MATERIALS  PRICES  (8/1) 

107.8 

107.3 

0.5 

ESS  FAILURES  (7/25) 

NA 

NA 

NA 

iSTATE  LOANS  (7/23)  billions 

NA 

NA 

NA 

'  SUPPLY,  M2  (7/21)  billions 

$3,931.0  $3,927. Ir 

4.8 

L  CLAIMS.  UNEMPLOYMENT  (7/26)  thous 

277 

299 

-6.7 

S:  Standard  &  Poor's.  Moody's,  Journal  of  Commerce  (inde 
Reserve,  Labor  Dept 

X:  1990=100), 

[REST  RATES 

AL  FUNDS  (8/5) 

LATEST 
WEEK 

5.48% 

WEEK 
AGO 

5.52% 

YEAR 
AGO 

5.10% 

ERCIAL  PAPER  (8/6)  3-month 

5.56 

5.57 

5.43 

FICATES  OF  DEPOSIT  (8/6)  3  month 

5.61 

5,58 

5.40 

MORTGAGE  (8/1)  30-year 

7.50 

7,60 

8.41 

TABLE  MORTGAGE  (8/1)  one  year 

5.67 

5.75 

6.14 

(8/1) 

8.50 

8.50 

8.25 

S:    Federal   Reserve,   HSH  Associates,   Bloomberg  Financial  Markets 


STEEL  fR/21  thniK  nf  net  tons 

«#  1  bbk           C.  }    lllVJUO,    Ul    lid  Ik-IilD 

LATEST 
WEEK 

1,922 

WEEK 
AGO 

1,983# 

YEARLY 
%  CHG 

-4.2 

AUTO^  unite: 

1 1 5,986 

108,312r# 

-7.7 

TRUCKS  (R/71  units 
1  nwvnw  \Gi c- }  uiiiLb 

1 17,509 

107,672r# 

11.5 

ELECTRIC  POWER  (8/2)  millions  of  kilowatt-hrs. 

74,982 

74  851# 

4.4 

CRUDE-OIL  REFINING  (8/2)  thous,  of  bbl./day 

15,000 

14,827# 

4,9 

COAL  (7/26)  thous.  of  net  tons 

20,945# 

20,710 

-0.7 

LUMBER  (7/26)  millions  of  ft. 

505. 1# 

506.4 

3,7 

RAIL  FREIGHT  (7/26)  bilhons  of  ton-miles 

26. 6# 

25.9 

-0.7 

Sources:  American  Iron  &  Steei  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  institute.  Energy  Dept,,  WWPAi.  SFPA2,  Association  of 

American  Railroads 

PRICES 

GOLD  (8/6)  $/troy  oz. 

LATEST 
WEEK 

319.350 

WEEK 
AGO 

327.550 

YEARLY 
%  CHG 

-17.7 

STEEL  SCRAP  (8/5)  #1  heavy,  $/ton 

143.50 

143.50 

7.1 

COPPER  (8/1)  e/ib. 

113.5 

113.9 

18.0 

ALUMINUM  (8/1)  c/ib 

81.0 

77.5 

14.1 

COTTON  (8/2)  strict  low  middling  1-1/16  in.,  e/lb 

72,47 

72.37 

-5.8 

OIL  (8/5)  $/bbl. 

20,54 

19.56 

-4.3 

ORB  FOODSTUFFS  (8/5)  1967=100 

238,50 

240.70 

-13.3 

CRB  RAW  INDUSTRIALS  (8/5)  1967=100 

341,08 

339.66 

0.2 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  tVlemphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/6) 

LATEST 
WEEK 

118,83 

WEEK 
AGO 

118.33 

YEAR 
AGO 

108.04 

GERMAN  MARK  (8/6) 

1,87 

1.84 

1.48 

BRITISH  POUND  (8/6) 

1,60 

1.63 

1.55 

FRENCH  FRANC  (8/6) 

6.33 

6.19 

5.05 

ITALIAN  LIRA  (8/6) 

1835.5 

1787.5 

1518,0 

CANADIAN  DOLLAR  (8/6) 

1.38 

1.38 

1.37 

MEXICAN  PESO  (8/6) 

7.779 

7.780 

7.530 

TRADE-WEIGHTED  DOLLAR  INDEX  (8/6) 

107.7 

106.5 

97.1 

Sources:  Major  Nevi/  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan 


lata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  {estimated  and  not  listed)  include  machinery  and  defense 
ent.   l=Western  Wood  Products  Assn        2:=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r:=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


ICTIVin  AND  COSTS 

ly,  Aug.  12,  10  a.m.  edt^  Output 
jr  worked  at  nonfarm  businesses 
ly  grew  by  a  small  0.5%  annual  rate 
second  quarter.  That  would  be  quite 
iss  than  the  2.6%  gam  In  the  first.  If 
ifarm  unit  labor  costs  probably  rose 
n  the  second  quarter,  the  same  large 
;e  posted  tn  the  first  quarter. 

L  SALES 


q  -sday,  Aug.  13,  8:30  a.m.  edt^ 
sales  probably  increased  by  0.4%  in 
1  top  of  a  0.5%  gain  \n  June,  accord- 
the  median  forecast  of  economtsts 
sd  by  Mfvis  International,  one  of  The 
w-Hill  Companies.  The  gain  is  sug- 


gested by  weekly  surveys  of  retail  chains. 
Excluding  cars,  store  sales  likely  rose  0.4% 
last  month  after  a  0.3%  increase  in  June. 

PRODUCER  PRICE  INDEX 

Wednesday,  Aug.  13,  8:30  a.m.  edt^  Pro- 
ducer prtces  for  finished  goods  likely  edged 
up  just  0.1%  in  July,  following  a  0.1%  drop 
in  June.  Excluding  food  and  energy  prices, 
the  core  rate  also  likely  rose  0.1%  in  July 
as  it  did  in  June. 

BUSINESS  INVENTORIES 

Thursday,  Aug.  14,  8:30  a.m.  edt^  Inven- 
tories held  by  factories,  wholesaleis,  and 
retailers  probably  rose  0.3%  in  June,  after 
growing  0.2%  in  May. 


CONSUMER  PRICE  INDEX 

Thursday,  Aug.  14,  8:30  a.m.  edt^  Con- 
sumer prices  of  goods  and  services  likely 
rose  0.2%  in  July,  says  the  f^^MS  survey.  Core 
prices  probably  were  also  up  0.2%  last 
month.  In  June,  both  the  total  price  index 
and  the  core  index  increased  just  0.1%. 

INDUSTRIAL  PRODUCTION 

Thursday,  Aug.  14,  9:15  a.m.  edt^  Output 
at  the  nation's  factories,  mines,  and  utili- 
ties likely  rose  just  0.2%  in  July,  on  top  of 
a  0.3%  increase  in  June.  A  strike  and 
retooling  in  the  auto  industry  held  back 
overall  production  gains.  As  a  result,  the 
average  operating  rate  for  all  industry  in 
July  likely  remained  at  June's  83.5%. 
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Indfek  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference.to  a  company.  Most  subsidiaries,  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Acer  68, 139 

Acorn  Computer  Group  144 
Addison  Wesley  6 
Adobe  Systems  (ADBE)  87. 106 
Advanced  Micro  Devices 

(AMD)  123, 158 
Advanced  RISC  Mactiines  144 
Aetna  Life  &  Casualty  (AED  50 
Agrium  58 
Agro-lnvest  58 
Alpine  Technology  123 
Amazon.com  87, 138 
American  Classic  Voyages 

(AMCV)  156 

Amencan  Express  (AXP)  156 
AMR  (AMR)  148 
Analysys  144 

Andersen  Consulting  17,54 
Apple  Computer  (AAPL)  1,4, 

13,24.44, 66, 68, 87,126, 

138 

Applied  Matenals  (AMAT)  87, 
123,134 

Arbor  Software  (ARSW)  87 
Argonaut  Capital  (AGII)  148 
Ascend  Communications 
(ASND)  87, 106 
Asia  Motors  56 
Ask  Computer  136 
AT&T(D  4,17,158 
Atan(ATC)  146 
Atherton  Technology  68 
©Home  106,124 
Audi  38 

August  Capital  87 
Autodesk  (ADSK)  136 
Autostereo  Systems  144 

B 


Babywatch  195 
Background  Research 
International  195 
BackWeb  134 
Bam  17 

BankAmerica  (BAC)  87 
Bankers  Trust  (BT)  152 
Bank  Julius  Baer  57 
Bank  of  Tokyo-Mitsubishi  152 
Battery  Ventures  138 
Bayer  Group  57 
Bay  Networks  (BAY)  87 
Be  146 

BEA  Systems  124 
Bell  Labs  138 
Benchmari(  Capital  106 
Benetton  58 
Berk  Patterson  192 
Bernstein  (Sanford  C.)  44 
BMW  148 

Boehnnger  Mannheim  17 
Boriand  International 
(BORL)  85 

Boston  Consulting  17 
Bntish  Telecommunications 
(BTY)  144 

Broadvie 'J  Associates  87,124 
BroadVisiori  99 


Cabletron  (CS)  50 


Cadence  (CDN)  123 
Caesars  Worid  (fTT)  50 
Calico  Technology  68, 106 
Cambndge  University  Press  6 
Capital  Credit  149 
Cargill  58 
CCH  53 

C-Cube  Microsystems 
(CUBE)  123 

Centillium  Technology  99 
Chase  Manhattan  (CMB)  152 
Chips  &  Technologies 
(CHPS)  76 

Chrysler  (C)  38,44.68.158 

CIGNA  (CI)  13 

Cirrus  Logic  (CRUS)  99, 123 
Cisco  Systems  (CSCO)  68, 87, 

102,106,124,130,134,138, 

146 

Citicorp  (CCD  148 
Cityscape  Financial  149 
CNBC  1 

C/NET(CNWK)  87,124,130, 
134, 146 

Coastal  Capital  149 
Coca-Cola  (KO)  148 
Collaborative  Economics  76 
Columbia/HCA  Healthcare 
(COL)  50 

Compaq  Computer  (CPQ)  87 
Com21  106 
Connectix  24 

Corestates  Financial  (CFL)  50 
CorpTech  136 
Creative  Strategies  44 
Credit  Lyonnais  50 
Credit  Suisse  First  Boston  87, 
158 

Cresud  58 

Crossroads  Software  124 
CSC  Continuum  106 
Cyber€ash  87 


Daewoo  56 

Daisy  Systems  68 

Dell  Computer  (DEti)  87,158 

Deutsche  Bank  (MSFT)  152 

Deutsche  Morgan  Grenfell  87 

Digital  Equipment  (DEC)  76, 

136, 138 
Dillon  Read  46 
Doblin  Group  146 
Dongkuk  Steel  56 
Draper  Fisher  Jurveston  68 
DRI/McGraw-Hill  (MHP)  158, 

160 

DuPont  Merck  (MRK)  46 


Eh  Lilly  (ELY)  158 

EM,  Warburg  Pincus  124 

Encssnn  (LM  )  (ERICY)  148 

Ernst  &  Young  32 

ESS  123 

E*Trade  Group  (EGRP)  68, 87. 
124 

Excite  (XCm  68,124,126,146 


Femng  Pharmaceuticals  46 
Fidelity  Bank  (MRBK)  50 


Financial  Research  154 
Financial  Service  Analytics  158 
Firepower  Systems  68 
First  Chicago  NBD(FCN)  38 
First  Manhattan  Consulting 
Group  152 

Fisher  Scientific  (FSH)  50 
Ford(F)  38,68,76,158 

Franklin  Advisors  149 
Fry's  Electronics  87 


Gam  Technology  99 
Gateway  2000  (GATE)  138 
Geers  Hiirakustik  57 
General  Electric  (GE)  148 
General  Magic  (GMGC)  68,124 
General  Motors  (GM)  38, 50, 
68, 76,158 

Genesis  Merchant  Group  156 
Girl  Tech  136 

Glaxo  Wellcome  (GLX)  46,138 
Goldman  Sachs  54 
Guinness  17 

H 


Hambrecht  &  Quist  (HMQ)  87, 
106, 123, 126 

Hanbo  Group  56 
Healtheon  106 
Heidnck  &  Struggles  87 
Hennessee  Group  148 
Hewlett-Packard  (HWP)  66, 

106, 136, 138, 139 
Hilton  Hotels  (HLT)  50 
Hitachi  (HIT)  68, 144 
Honda  (HMC)  38 
Hummer  Winblad  Venture 

Partners  106,87 
Hyundai  56 


IBM  (IBM)  4,44,85,126,138, 
142, 148 

IDEO  82 

Informix  (IFMX)  82 
Infoseek  (SEEK)  99,124 
Insignia  Systems  24 
Institutional  Venture 
Partners  106 

Intel  (INTO  1,66,68.76,82, 
85,  87,123,138,142.146, 
148,156,158,  202 

Interactive  Family 

Management  195 
Intuit  (INTU)  44.126 
lonica  144 
IRSA  Inversiones  y 

Representaciones  58 
mm  50 


Jacobs  &  Associates  38 
Jaguar  13 

K 


Keefe  Bruyette  &  Woods  152 
Kemper  Growth  Fund  154 
Kia  Group  56 
Kleiner  Perkins  Caufield  & 

Byers  66,68,82,85,106, 

124, 146 

Kohlberg  Kravis  Roberts  50 
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Editorials 


THE  RICH  ECOSYSTEM  OF  SILICON  VALLEY 


Technology  and  globalization,  the  two  most  powei-ful 
forces  of  our  age,  find  their  nexus  today  in  that  con- 
sistently amazing  place,  SiUcon  Valley.  To  be  sure, 
other  locations  exist  where  ideas  hum  through  the  office 
hallways,  where  the  future  is  wiitten  every  day  in  computer 
code.  Microsoft  Corp.,  a  continual  prod  to  companies  in  the 
Valley,  is  lodged  way  north  in  Redmond.  Wash.  And  chip- 
makers  and  computer  makers  blanket  Asia.  But  in  the  glob- 
ally integi'ated,  high-tech  arena,  no  other  locale  has  the  heft, 
the  mass,  the  sheer  significance  of  Silicon  Valley.  Today,  one- 
fifth  of  the  world's  100  largest  high-tech  companies  make 
their  home  there,  and  the  top  five  alone  boast  combined  rev- 
enues of  $40  billion,  with  a  market  capitalization  exceeding 
$250  billion.  Today,  in  this  simny  valley  where  subui'ban  office 
sprawl  stretches  across  what  fonnerly  were  orchards,  people 
come  from  around  the  world  to  promote  their  ideas,  make 
some  money,  and  change  the  world. 

Over  the  past  40  years,  thousands  of  companies,  hundreds  of 
new  products,  and  miUionaires  by  the  bushel  have  emerged 
from  this  fertile  basin.  Laboiing  in  those  now-famous  gai'ages, 
Stanford  University  gi'ads  William  Hewlett  and  David  Packard 
developed  the  audio  oscillator,  a  generation  later,  Steven  P.  Jobs 
and  Stephen  Wozniak  cobbled  together  the  fii'st  personal  com- 
puters for  the  consumer  market.  In  many  ways,  their  experi- 
ences reveal  the  quintessential  story  of  American  invention — 
that  anyone  with  a  good  idea,  perseverance,  and  a  little  bit  of 
help  from  the  right  people  can  make  it.  Nearly  two  centuries 
ago,  Robert  Fulton,  a  jeweler's  appi'entice  taken  with  the  po- 
tential of  water  transport,  tinkered  and  experimented,  and 
with  backing  from  U.  S.  ambassador  to  France  Robert  R.  Liv- 
ingston, designed  the  fii"st  steam.boat,  which  plied  the  Hudson 
River  in  1807.  Thomas  Alva  Edison,  of  course,  was  the  ultimate 
inventor-entrepreneui'.  With  more  than  1,000  patents  to  his 
name,  he  brought  countless  inventions  into  use,  toihng  in  his 
New  Jersey  laboratory  with  craftsmen  from  England  and 
Switzerland  at  his  side. 

But  in  Silicon  Valley,  the  process  of  innovation  and 
commercialization  has  gone  way  beyond  anything 
that  came  before — in  scale,  in  wealth  ci'eation,  and  in 
the  diffusion  of  technology  to  the  rest  of  the  world.  How  did 
this  happen?  The  Valley  has  its  heroes  and  its  legends,  to  be 
sure.  But  no  one  person,  or  even  any  collection  of  individu- 
als, made  the  powerhouse  that  is  Silicon  Valley  today.  It  is, 
rather,  the  quotidian  way  that  people,  ideas,  and  money 
come  together  in  endlessly  different  combinations.  You  could 
call  it  a  cluster.  That's  how  Michael  Porter  described  the 
beehives  of  specialized  industrial  activity  in  northern  Italy, 
central  Germany,  and  elsewhere  in  his  1990  book.  The  Com- 
petitive Advayitage  of  Nations.  Interestingly,  companies  in 
SiUcon  Valley  for  the  most  part  aren't  vertically  integi'ated, 
and  they  buy  everything  they  need  from  other  firms  in  a 
tightly  connected  network  of  local  suppliers.  That's  much  the 


way  companies  behave  in  clusters  elsewhere  in  the  w( 
You  might  do  better,  though,  to  characterize  Silicon  Vi 
as  a  rich  ecosystem,  as  does  Hungarian-born  Intel  C 
Chief  Executive  Andi'ew  S.  Grove.  Within  that  ecosystem 
teeming  species,  some  unique  to  the  Valley.  Brash  yc 
techies  who  careen  down  shdes  to  get  to  their  meet! 
double-quick.  Dreamers  who  hammer  out  concepts  for 
products  while  trading  ideas  over  a  beer.  Venture  capita 
who  put  up  the  dough  for  startups.  New  companies 
crash  and  burn.  Secretaries  who  become  millionaires.  F 
like  these  you  don't  find  anywhere  else — at  least  not  all  in 
same  place.  The  habitat  is  unique,  and  as  long  as  those 
cious  nutrients,  ideas  and  money,  keep  flowing,  the  popul; 
and  the  species  seem  to  flourish. 

The  rest  of  America — indeed,  the  rest  of  the  wor 
could  take  a  cue  from  that  pulsating  environn 
where  brains,  not  brawn,  are  paramount,  and  km 
edge  is  the  gi-eat  leveler.  What  college  you  went  to  doe 
matter  (though  many  went  to  Stanford  University  or 
University  of  California  at  Berkeley).  It  makes  no  dil 
ence  if  you're  from  Buffalo  or  Bombay.  In  Silicon  Va 
hierarchies  have  been  flattened,  daredevil  risk-taking 
couraged,  mistakes  tolerated,  and  hard  work  generously 
warded  with  stock  options  and  perks.  To  varying  degr 
these  tenets  have  been  accepted  and  adopted  elsewher 
Corporate  America.  Too  often,  though,  while  knowledge 
brainpower  may  be  recognized  as  the  key  assets  in  the 
formation  Economy,  they  aren't  given  the  environmen 
which  to  flourish.  Managers  may  talk  about  leveling  hi^ 
chies  but  do  little  to  see  that  accom^^hshed.  Risk-taking 
be  encom-aged,  but,  truth  be  told,  publicly  held  companies 
not  afford  to  make  mistakes  the  way  a  startup  can. 
largesse  in  the  foiTn  of  special  compensation  plans  has  ye 
spread  thi'ough  the  lower  ranks  of  Corporate  America,  des 
the  fact  that  top  managers  have  become  convinced  thai 
centives  matter. 

StiU,  the  denizens  of  Silicon  Valley  should  not  be  too  sr 
Hubris  is  often  a  byproduct  of  stunning  success,  and 
Valley  has  its  share  of  both.  It  pays  to  remember  that 
systems  can  become  unstable.  Even  today,  Silicon  Valley  ii 
Eden.  Sky-high  housing  costs  mean  that  even  people 
middle-class  incomes  ai-e  shut  out  of  affoi-dable  housing,  vt 
pockets  of  poverty  persist  among  the  plenty.  And  Sil 
Valley,  as  it  has  before,  may  run  into  unforeseen  problem 
constraints.  Only  a  decade  ago,  the  semiconductor  Indus 
battling  stiff  Japanese  competition,  received  trade  pro 
tion.  In  its  earlier  years,  Silicon  Valley  got  one-quarter  o: 
orders  from  the  govenmient.  Yet  the  region  has  been  abl 
adapt  and  reinvent  itself,  and  competition  from  without  hi 
to  further  that  process.  But  as  Silicon  Valley's  "repeaters 
those  folks  who  failed  and  sui-vived  to  try  something  ne' 
can  tell  you,  there  is  no  such  thing  as  a  sure  thing. 
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